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SUBJECT: FISCAL IMPACT MODEL OVERVIEW
DATE: MAY 14, 2024

PRESENTED BY: ROB ZUCCARO, AICP, COMMUNITY DEVELOPMENT
DIRECTOR

SUMMARY:

Staff is presenting an overview of the City’s Fiscal Impact Model. The City uses fiscal
impact analysis to inform some types of development review and for land use policy
development. The Finance Committee reviewed the Fiscal Impact Model at their
February 22, 2024 meeting. As a follow up to that review, and in anticipation of
upcoming land use policy discussions as part of the Comprehensive Plan update
project, this is an opportunity for all of Council to become more familiar with fiscal
impact analysis methodologies, and the potential benefits and limitations of fiscal impact
analysis in policy development.

BACKGROUND:

Fiscal impact analysis is a tool that a city uses to estimate revenues and costs that may
result from new development or land uses changes. Different land uses, such as
industrial, office, retail, and residential land uses, will have different impacts on city
revenue and costs to provide services and infrastructure to those uses. Each land use
scenario has different tax and fee structures and demands on city services. The fiscal
impact analysis estimates city revenues from one-time fees such as permitting and
development impact fees, and ongoing tax revenues anticipated from the development.
The analysis compares those revenues to the estimated costs to the city to provide and
expand services and public infrastructure when necessary, and provides the net result.

It is important to recognize that a fiscal model does not reflect market conditions that
may or may not be present to support certain land use scenarios. For example, a city
may want to promote commercial development for tax revenue purposes. A fiscal
analysis of a primarily commercial development will show a net positive fiscal benefit to
the city. However, if market conditions do not support commercial development in the
location planned, such commercial development will likely not take place. If a city is
promoting new development or redevelopment in these areas to achieve other city
policies or goals, market feasibility should be a consideration in addition to fiscal
analysis.

Additionally, policies that promote non-commercial development can provide secondary
positive fiscal impacts to the city not captured in a fiscal analysis model. Such
development may provide support to other existing sales tax generating developments
or create demand for new sales tax generating development. There can also be
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positive impact from “place making” and creating vibrant places that attract people to an
area that fosters market demand but may not be viewed positively in a fiscal analysis.

While positive fiscal balance overall for the city is desired and necessary for a balanced
budget, other policies goals related to affordable housing, economic vitality, equity,
diversity, and inclusion, desired community character, and sustainability may also
influence land use decisions. Individual developments that promote these policies may
be desirable to the city to meet policy goals.

While fiscal balance overall for a city is necessary, land use is not the only factor in
determining overall fiscal balance. Fiscal balance can also be achieved through
budgeting, and decisions on capital projects, service levels, and fee and tax structure.

Attached for further background are two publications that provide a more in-depth
discussion of fiscal analysis:
- ICMA IQ Report, Fiscal Impact Analysis: How Today’s Decisions Affect
Tomorrows
- Planning Advisory Service Report, Fiscal Impact Analysis: Methodologies for
Planners

CITY OF LOUISVILLE FISCAL IMPACT MODEL SUMMARY:

In 2014, the City hired TischlerBise, a consulting firm specializing in fiscal and economic
planning, to develop a fiscal model for city staff to conduct in-house fiscal impact
analysis. (Carson Bise, a Principal with TischlerBise, is the author of the two attached
technical reports.) The fiscal model is a proprietary, Xcel-based programmed
spreadsheet, and city staff are not permitted to share the model with the public as part
of the agreement with the consultant.

TischlerBise originally developed two models for the City, one based on a marginal-cost
approach, and another that is average-cost based but has some hybrid marginal-cost
assumptions. The attached Planning Advisory Service Report, Fiscal Impact Analysis:
Methodologies for Planners provides the following descriptions for each methodology.

Average-cost approaches assume a linear relationship and do not consider
excess or deficient capacity of facilities or services over time. A per capita
relationship—in which the current level of service per person in a community
is considered to be the standard for future development—is an example of an
average-cost approach (p. 23).

Marginal-cost approaches describe the unique characteristics of a
jurisdiction’s capital facilities. Although over the long term, average- and
marginal-cost techniques will produce similar results, the real value of fiscal
analysis is in the two- to 10-year time period, when a community can incur
costs. Marginal-cost analysis is most useful in this time frame (p. 24).
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The City’s marginal-cost model was developed for use in area-wide planning efforts and
the average-cost model was developed for site-specific development review. Following
the adoption of the City’s Program Based Budgeting methodology, TischlerBise was no
longer able to support the marginal-cost model due to the complexity of this budgeting
methodology. Currently the City only utilizes the average-cost hybrid model for
development review.

In 2018, the City updated its baseline assumptions for the model and created policies
on what types of land use applications should trigger an analysis. This was developed
in consultation with the City Council Finance Committee and the presented to and
endorsed by the full City Council.

While the models are complex and much of the formulas have been set by TischlerBise
in consultation with the City when the models where created, there are several direct
model inputs that the City staff must consider when running the models. These inputs
often come from the Census or other publications such as the Institute of Traffic
Engineers Handbook. The City may also obtain some of the inputs from an applicant as
part of a development proposal.

The following table provides a summary of the data source and the assumptions
developed with the Finance Committee in 2018. An additional model assumption not
included in these standards is the amount of household sales tax captured in the City.
Staff recently increased the baseline assumption for residential sales tax capture from
40% to 60%. This increase was in consultation with TischlerBise and based new
assumptions for online sales tax paid to the city. Both volume of online sales has
increased and compliance and enforcement of payment of local taxes has increased
significantly since the original assumption was determined.

Inputs Source/Assumption
Persons/Unit Census/American Community Survey
Unit/Construction Value Developer/Market Research (staff also uses 60% value to

sales price based on 2023 data from TischlerBise when
developer does not have reliable data)

Residential Income Developer/15% of Unit Value
Residential Income Spent on Taxable 35% of Income
Items

Residential Spending Captured in City 40%

Vehicle Trips Institute of Traffic Engineers
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Employee Density

Institute of Traffic Engineers

Employee Spending ICSC/Staff Assumption:

Office = $5,000 & Retail = $1,200
Retail Tax/Sq. Ft. <25K = $100

25K-50K = $200

> 50K = $300

Development)

Absorptions Rates (Time to Complete the

Developer/Staff Assumption:

7 Year Residential & 20 Year Commercial

The policy created in 2018 also requires that the analysis include a “high” and “low”
scenario to account for variability in how the development may proceed over time. The
“high” scenario analysis is based on the inputs provided by the applicant and the other
standard assumptions listed above. The “low” scenario adjusts values to 80% of the
“high” scenario and typically doubles absorption rates. Staff will also adjust inputs and
assumptions on a case-by-case basis when warranted and provides a summary of

assumptions in the staff memo for the project.

The following images show the standard input section of the model for both residential
and commercial development.

RESIDENTIAL DEVELOPMENT COMPONENT

YES

Land Use Profile

Potential New
Development

Type of Absorption

Percent Absorbed

Residential Low Density

Market Value:
Construction Value

2.57 Persons Per Unit
$400,000 Per Unif]
$300,000 Per Unif]

33 Lin. Ft. Lot Width
6.76 /ehicle Trips]
$132,000 HH Income

1,000 Units
50% Adj. Factor]
35% on Taxables Ifems

Percent Absorbed =W

10 Units
10.00%

Annual Absorption/ |

Residential Medium Density

Market Value:
Construction Value

1.26 Persons Per Unit
$550,000 Per Unit
$275,000 Per Unit

8 Lin. Ft. Lot Width
4.13 Vehicle Trips
$121,000 HH Income

361 Units
50% Ad]. Factor
35% on Taxables Ifems

Percent Absorbed = w

50 Units
14.00%

Residential High Density

Market Value:
Construction Value

1.38 Persons Per Unit
$350,000 Per Unit
$175,000 Per Unit

8 Lin. Ft. Lot Width
4.68 Vehicle Trips
$77,000 HH Income

0 Units
50% Adj. Factor
35% on Taxables Ifems

Percent Absorbed =W

0 Units
30.00%

Land Use Profile

rISinid nNeyy
Development

Type of Absorption

ALNvUJl ARV
Percent Absorbed

Retal <25k 78.33 Vehicle Trips 28% Ad. Factor 136,618 5q. Ft. |percent Absorbed | W 47,000 Sq. Ft.
Market Value: $272 Per 8q. Ft] Construction Value: $194 Per 8q. Ft ] 10.00%
Employment Density: 3.33 Per 1,000 $g. Ft] $150 Sales Per 3q. Ft ] $0 Spending per Emp.
Retail 25-50k 61.4¢6 Vehicle Trips 31% Adj. Factor 0Sq. Ft. |percent Absorbed | 75,000 Sq. Ft.
Market Value: $25%9 Per 8q. Fi.[ Construction Value: $185 Per 8q. Ft ] 10.00%
Employment Density: 2.86 Per 1,000 Sg. Ft.| $200 Sales Per Sq. Ft. 30 Spending per Emp.
Hotel 6.33 Wehicle Trips 50% Adj. Factor 206,808 5q. Ft. |Percent Absorbed | W 0 35q. Ft.
Market Value: $272 Per Sq. F1.| Construction Value: $194 Per Sq. Ft] 10.00%
Employment Density: 0.62 Per 1,000 3g. F1. $52 Sales Per 3g. Ft.| $1,200 Spending per Emp.‘
Office <25k 13.00 Vehicle Trips 50% Adj. Factor 0 5q. Ft. |Percent Absorbed | 0 3q. Fi.
Market Value: $272 Per 3q. Ff.| Construction Value: $194 Per Sq. Ft] 10.00%

Employment Density:

4.13 Per 1,000 Sq. Fi.

$0 Sales Per Sq. Ft.

$5,000 Spending per Emp.
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As mentioned, staff will run a “high” and “low” development scenario. The following
table is an example of assumptions that could be added to the model to show each

scenario.

Residential Units
House Value
Construction Value
HH Income
Absorption

Office
Market Value
Construction Value
Worker Spending
Absorption

Retail
Market Value
Construction Yalue
Worker Spending
Sales Per sq. ft.

Absorption

100
$600,000
$300,000
$120,000

4 years
20,000 sq. ft.
$300

$200
$5,000

10 years
10,000
$250/sq. ft.
$180/sq. ft.
$1,200
$100

10 years

80
$450,000
$225,000
$67,500
8 years
16,000 sq. ft.
$240
$160
$4,000
20 years
8,000
$200
$144
$960
$80

20 years

The following table is an example of the summary output of the model, which shows
revenue and expendeture by fund, as well as net fiscal impact of all funds. The model
provide a 20-year total and can be broken into year-by-year analyis, either for the total

revenues or by fund.
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Cumulative Combined Funds Resulis (x$1,000) - Scenario Comparisons (x51,000)

City of Louisville
Fiscal Impact Model

SCENARIO

Revenue by Fund High 7 Low 7%
General Fund 52,416 60% $1,003 52%
Open Spaces & Parks Fund 3309 8% 3152 8%
Lottery Fund $0 0% $0 0%’
Historic Preservation Fund $114 3% $56 3%
Capital Projects Fund $1,195 30%[ $701 37%/[
TOTAL REVENUE $4,034 100% 51,912 100%
Expenditures by Fund
General Fund $1,891 62%[ $883 52%/
Open Spaces & Parks Fund $93 3% $42 3%/
Lottery Fund $0 0% $0 0%/
Historic Preservation Fund 30 0% $0 0%’
Capital Projects Fund $1,075 35% $765 45%]
TOTAL EXPENDITURES $3,060 100% 51,691 100%

NET FISCAL RESULT BY FUND | |
General Fund $525 $120
Open Spaces & Parks Fund 3216 3110
Lottery Fund $0 $0
Historic Preservation Fund $114 $56
Capital Projects Fund $120 ($64)
NET FISCAL IMPACT $974 $222

Staff plans to provide a demonstration of the model at this meeting so that City Council
has a better understanding of how staff operates the model and to help answer any

guestions about the model.

ATTACHMENTS:

1. ICMA IQ Report, Fiscal Impact Analysis: How Today’s Decisions Affect

Tomorrows

2. Planning Advisory Service Report, Fiscal Impact Analysis: Methodologies for

Planners
3. Staff Presentation
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Fiscal Impact Analysis:
How Today's Decisions
Affect Tomorrow's Budget

Most states require local governments to prepare
a balanced budget annually. However, most states
do not require that jurisdictions conduct fiscal
impact evaluations to help ensure that local officials
understand the short- and long-term fiscal effects
of land-use and development policies and of new
developments that are approved. A fiscal impact
analysis clarifies the financial effects of such
policies and practices by projecting net cash flow
to the public sector resulting from residential and
nonresidential development. A fiscal impact analysis
can enable local governments to address short- and
long-term planning, budget, and finance issues.
This report discusses the applications of fiscal
impact analysis and reviews common methodologies
used to collect and analyze information. Five case
studies illustrate how fiscal impact analysis can be
used for a variety of purposes depending on local
circumstances.

Contents

Defining fiscal impact analysis
Applications of fiscal impact analysis
Methodologies

Case studies

Conclusion
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Fiscal Impact Analysis: How Today's Decisions Affect

Tomorrow's Budget

Carson Bise, AICP, is president of TischlerBise, Inc., a Bethesda, Maryland, consulting firm specializing in fiscal
impact analysis, impact fees, and revenue strategies. He has conducted fiscal evaluations in twenty-four states,
ranging from evaluations of maultiple land-use scenarios, specific development projects, annexations, urban

service provision, tax-increment financing, and concurrency and adequate public facilities monitoring. He has

also completed more than 125 impact fee studies for parks and recreation, open space, police, fire, schools, water,
sewer, roads, and general government facilities. Mr. Bise has an MBA and is a member of the American Institute of

Certified Planners.

This report is intended to help local officials under-
stand what a fiscal impact analysis is, how the process
can benefit them, what steps they should take to con-
duct fiscal impact evaluations, and how they can inte-
grate fiscal impact evaluations with revenue strategies.

Defining Fiscal Impact Analysis

A fiscal impact analysis projects the net cash flow
to the public sector (the local government and, in
many cases, the school district) resulting from new
development—residential, commercial, industrial, or
other. It is important to distinguish a fiscal impact
analysis from an economic impact analysis. A fiscal
impact analysis projects the cash flow to the public
sector, but an economic impact analysis projects the
cash to the private sector as measured in income,
jobs, output, and indirect impacts. A fiscal impact
analysis is similar to the cash flow analysis a devel-
oper conducts in order to project costs and revenues
likely to result from a proposed development for
two to ten years in the future. Just as a household
benefits by forecasting its long-term cash flow needs
(incorporating anticipated expenses for higher educa-
tion and other large-cost items) and setting money
aside to pay for future outlays, local governments are
better prepared to manage during changing financial
circumstances if they anticipate and plan for future
costs and revenues.

Fiscal analysis enables local governments to esti-
mate the difference between the costs of providing
services for new development and the taxes, user
fees, and other revenues that will be collected as a
result of new development. Fiscal impact analysis
can be used to evaluate the fiscal effect of an indi-
vidual project (such as a request for rezoning), of
a change in land-use policies (such as increasing
allowable densities for development), or of a pro-
posed annexation.

It is important to keep in mind that the fiscal
impact of development policies, programs, and activi-
ties is only one of the issues that local government
officials should consider when evaluating policy or
program changes relating to land use and develop-
ment. Local government should not use the results of
a fiscal impact analysis to practice “fiscal zoning,” the
practice of excluding or denying development proposals
that are a financial drain or are less beneficial fiscally
than other alternatives. While a fiscal impact analysis
is an important consideration in planning decisions,
it is only one of several issues to be considered, since
the project may advance a community’s goals related
to affordable housing, economic diversity, and quality
of life. Moreover, localities have a responsibility to con-
sider other impacts as well. Court cases have suggested
that, in addition to fiscal impacts, local governments
need to evaluate environmental impacts, regional needs
for housing and employment, and other concerns. Nev-
ertheless, fiscal impact data can be used as part of a
larger cost-benefit analysis to craft a land-use plan that
incorporates the appropriate mix of land uses neces-
sary to achieve fiscal sustainability or, at a minimum,
fiscal neutrality.

Numerous factors influence the fiscal results for
different land uses. These factors include but are not
limited to the local revenue structure, local levels of
service, capacity of existing infrastructure, and the
demographic and market characteristics of new growth.

Local Revenue Structure
The key determinant in the calculation of the net fis-
cal results generated by new development is the local
revenue structure. Every community relies on at least
one predominant revenue source, and some communi-
ties rely on several. Common revenue sources include
property tax, local sales tax, and local income tax.

An important component of the revenue struc-
ture is the formulas that are used for the distribution
and collection of various taxes. With the exception
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of property tax, the distribution and collection for-
mulas for most revenues vary greatly from state to
state. Some states where sales tax is collected allow
communities to exact a local option sales tax, which
is usually collected on a situs basis (point of sale).
Other states collect sales tax at the state level and
distribute the revenue to communities using a popu-
lation-based formula. The same situation exists with
income tax: some states allow a local income tax—a
“piggyback” tax—on top of the state income tax. In
certain states, as in Maryland, this tax is collected by
place of residence. In others, as in Ohio, it is collected
by place of employment.

Levels of Service

Another important factor in the fiscal equation is the
levels of service currently being provided in a com-
munity. The existing level of service is defined as the
facility or service standard currently funded through
the budget. Examples of level of service standards
are pupil-teacher ratios (for example, one teacher
per twenty-four students) and acres of parkland per
capita. This is an important factor because levels of
service vary from community to community.

Capacity of Existing Infrastructure

The capacity of existing infrastructure in a commu-
nity also has a bearing on the fiscal sustainability of
new development. One community, for example, may
have the capacity to absorb a large number of addi-
tional vehicle trips on its existing road network and a
significant number of additional students in its high
school. This community can absorb more growth than
a community without excess capacity, without making
additional infrastructure investments.

Demographic and Market Characteristics of
New Growth

Next to a community’s revenue structure, no other
factor has as great an impact on the net fiscal results
as the demographic and market characteristics of
different land uses. Examples of demographic and
market variables for residential development include
average household size, pupil generation rate, market
value of housing units, trip generation rate, density
per acre, and average household income. Important
demographic and market characteristics for nonresi-
dential development include square feet per employee,
trip generation rate, market value per square foot,
sales per square foot (retail), and floor area ratio.

The relative importance of the various demo-
graphic and market factors depends on a community’s
revenue structure. For example, Figure 1 shows the
annual net fiscal results for nine residential land uses.
Data are from a TischlerBise study prepared for Holly
Springs, North Carolina, where property tax is the
largest source of revenue, accounting for almost 54
percent of general fund revenue in fiscal year 2000.
The next largest source of revenue, the sales tax,
provided 14 percent of total revenue. Because of this
revenue structure, market value is the primary deter-
minant of the fiscal results.

Only two of the nine residential prototypes gener-
ate annual net revenue to the city of Holly Springs. To
understand the importance of market value in these
fiscal results, one need look no further than the two
five-dwelling-unit-per-acre prototypes, which include
an “upscale” prototype as well as a “starter home” pro-
totype. The demographic characteristics are the same
for both of these residential prototypes; however, there
is a difference of $115,000 in the market value (tax

Figure 1 Annual Net Fiscal Results for Nine Residential Land Uses in Holly Springs, North

Carolina, Fiscal Year 2000, Dollars per Unit

$200
104
$100 — $51 5
$0 -
Estate Starter Upscale Starter
$-100 (5 dwelling (5 dwelling (2.5 dwelling
units per units per units per
$-200 acre) acre) acre)
$-300
$-400+ ($375)
$-500
$-600
$-700- ($634)

Source: TischlerBise, Inc.

Upscale Starter ($31) Starter Upscale
(2.5 dwelling

units per Upscale
acre) townhouse

($240)

townhouse apartment apartment

($350)

($509)

($523)
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value), resulting in substantial net deficits on a per unit
basis for the starter home prototype and modest net
revenues for the upscale version of the prototype.

The dynamics of fiscal impact are shown in Figure
2. To assess accurately the fiscal impacts of chang-
ing land use or demographics, the local government
must first define an acceptable level of service for all
relevant government services (for example, police,
fire, public works, recreation). When evaluating the
costs associated with providing the acceptable levels
of service, the local government should consider exist-
ing unused capacities of public services and programs,
especially of capital facilities. The new development,
or new demand, will be expressed in terms of changes
in population, employment, or land use projected to
result from the scenarios being evaluated.

Using local information, and perhaps comparing it
with regional or national average-cost information, the
local government next estimates future capital costs,
operating expenses, and special and general revenues
that will result from providing the acceptable level of
service to the potential new development. In other
words, the local government projects the annual
costs—department by department—of servicing new
development, the annual revenues generated by the
new development, and the net surplus or deficit.

Figure 2 The Dynamics of Fiscal Impact

Changes in land-use
demographics,
service levels, costs,
revenues, etc.

(%]

=

.g Changes in Changes in
‘S public service revenue
3 demands sources
v

C

(0]

£

C

—_

2

g Changes in Changes in
o) expenditures revenues
)

—

AN

Fiscal
$

impact

Source: Tischler & Associates, Inc.

The information can help local officials estimate a
new development’s specific impact on tax rates, bond-
ing capacity, and bonding margin. If local officials
are thinking about changing land-use policy, fiscal
impact analysis alternatively can help them determine
whether the proposed regulatory revisions will result
in a fiscal surplus or in a deficit. If new infrastructure
must be built early to serve growth, then local offi-
cials can estimate the size of the short-term deficit
and determine when revenues generated by growth
should begin to enter the local government’s budget.

Because a fiscal analysis will indicate whether
and when a jurisdiction could face deficit budgets,
the local government is able to weigh land-use policy
decisions, acceptable levels of service, plans for
capital investments, and long-term borrowing needs.
In addition, a projected fiscal deficit can prompt
local officials to evaluate current and future revenue
sources. If a fiscal evaluation indicates a surplus, the
local government may wish to change its use of rev-
enue sources to fund infrastructure replacement or
higher levels of service.

Population and Service Demand

Let's look at a specific example of fiscal impact analy-
sis: evaluating how an increase in population will
increase the demand for a service such as recreation.
A developer requests the rezoning of a 300-acre par-
cel from a density of one unit per acre to four units
per acre. First, as part of the process of ascertaining
an acceptable level of service, the services provided
by the recreation department must be defined. In this
case, the level of service for a community park might
be described in terms of the number and type of
housing units or in terms of population. For instance,
an acceptable level of service might be defined as
one community park for every 3,000 single-family
detached housing units, or for every 7,500 people.

After the level of service is defined, the cost and
revenue factors are determined. It is desirable to define
the costs as precisely as practical. In our example, the
capital costs for a community park could be defined in
terms of acres of land required, plus equipment and
other improvements per park. Operating expenses
could be defined in terms of program personnel, mate-
rials, supplies, and other related items used every year.
The process might also consider the existing capacity
of nearby parks, the different thresholds at which new
services would be added to the existing parks, and the
date when additional parkland would be required.

Another step is the projection of any dedicated
capital revenues associated with providing the service.
In our example, the local government must anticipate
impact fee revenue.
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Types of Fiscal Impact Analyses

Most fiscal impact analyses conducted in the United
States fall into one of the following three categories:

determined for each prototype in order to show the gen-
eralized impacts each land use independently has on a
local government’s budget. Typical factors used to define
these prototypes include persons per household, equiva-
lent dwelling units, road frontage, employment per 1,000
square feet, vehicle trips, and assessed value. Table A
shows an example of inputs used in defining residential
land-use prototypes.

Cost-of-land-uses analysis The first type of analysis
can be classified as a cost-of-land-uses fiscal impact
analysis. The characteristics of various residential (single
family, townhouse, apartment) and nonresidential (1,000
square feet of retail, industrial, office) prototypes are
defined, and the annual costs and revenues are then

Table A Residential Land-Use Prototypes, Cost-of-Land-Uses Fiscal Analysis, Lawrence, Kansas

Taxable value

Persons per per unit? Vehicle trips Trip adjustment Minimum lot
Prototype household' (dollars) per unit? factor? (percent) frontage (feet)*

Single-family detached, sub-

Urbani(BS=2ldistrict) 2.65 31,377 9.57 50 60
Single-family detached, urban

(552 dhEre ) 2.65 29,740 9.57 50 50
Duplex (RMD district) 2.08 23,370 5.86 50 30
Apartment (PRD district) 1.83 9,038 6.72 50 10

Source: TischlerBise, Inc.

Notes:
1 Based on 2000 U.S. census data.
2 Based on a sample of assessment data from recent construction by city staff.

3 Based on Trip Generation, Tth ed. (Washington, D.C.: Institute of Transportation Engineers, 2003).
4 Based on information provided by city staff; apartment information from TischlerBise experience.

Project analysis The second type of fiscal impact anal-
ysis, a project analysis, is the most common type of fis-
cal analysis conducted by local governments. In this type
of analysis, one or multiple development schedules are
evaluated for their fiscal impact over a specified period
of time. Whereas a cost-of-land-uses fiscal impact analy-
sis evaluates the impact of individual land uses, a project
analysis evaluates the overall fiscal impacts of all land
uses combined. However, as most project-level analyses
are prepared in conjunction with specific development
proposals, this type of analysis is incremental in that it
addresses the impacts of only one development project
at a time, usually in isolation.

Areawide analysis The third type of fiscal impact analy-
sis, an areawide analysis, can be applied to a neighbor-
hood; several contiguous neighborhoods; or to an entire
city, county, or region. This type of analysis is cumulative
in that it evaluates the fiscal impacts of all anticipated
development within the analysis area over a defined
period, usually between ten and twenty years. In this type
of analysis, it is common to evaluate different develop-
ment scenarios. These scenarios can include variations in
absorption schedules, a comparison of alternative land-
use plans, or a comparison of alternative development
patterns. Table B shows an example of annual scenario
projections for residential and nonresidential land uses.

Table B Example of Annual Scenario Projections for Residential and Nonresidential Land Uses

Land uses FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Office (sq. ft.) 0 158,000 183,000 225,000 0 112,500 225,000 112,500 225,000
Retail (sq. ft.) 75,000 47,000 0 0 0 0 0 0 0
Industrial (sq. ft.) 0 0 0 0 0 0 0 0 0
Other (sq. ft.) 0 0 0 0 0 0 0 0 0
Multifamily units (no.) 398 398 152 0 0 0 0 0 0
Siqgle-family attached 360 319 0 0 0 0 0 0 0
units (no.)

Single-family detached 114 150 0 0 0 0 0 0 0

units (no.)

Source: TischlerBise, Inc.
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Applications for Fiscal Impact Analysis

Fiscal impact analysis is helpful in short- and long-range
land-use policy planning and finance planning. Its appli-
cations for decision making are discussed below.

Planning Issues

The six applications below indicate how fiscal analysis
can be an effective policy tool for long-range planning.

Land-use policies Should a jurisdiction encourage
higher-density land use or allow an overlay district

in a certain area? Are fiscal benefits associated with
development that incorporates “new urbanist” prin-
ciples? Do a jurisdiction’s current land-use policies
make sense? If costs as well as other factors are to be
considered, a fiscal impact evaluation will help in the
decision-making process. Land-use requirements and
regulations, including zoning, can be viewed from
many different perspectives. Fiscal impact analyses
help local officials translate land-use changes into ser-
vice costs, revenues, and net cash flow to the public
sector. They can explain how the delivery or cost of
services and facilities will be affected by new develop-
ment: Will new roads be needed? New parks?

Demographic-economic changes Many elected and
appointed local government officials can tell interested
parties how they think their community will look in
ten or twenty years in terms of population, housing,
and employment. But very few can say what the fis-
cal impact will be: whether service levels will remain
the same or deteriorate under pressure from a growing
population. What happens if the current residential
base ages in place versus if residents move elsewhere
and contribute to continued housing turnover? Either
scenario has implications for a community in terms

of the number of schoolchildren as well as the age
demographics, which can affect the demands on social
services and recreation services and facilities. Similarly,
understanding the alternative development scenarios
helps local officials explain the financial pros and cons
for the community of maintaining or changing the
demographic and economic status quo.

Rezonings Fiscal analysis can be helpful in local
government-developer negotiations. Some rezonings
require expansion of public infrastructure to support
more intensive development, causing high costs for
the local government early on. If a well-designed and
supportable fiscal analysis indicates local government
investment will be required, the local government is
in a strong position to negotiate with the applicant to
help pay for those front-end infrastructure costs.

Annexation Many communities perceive annexations
as cash cows because they focus on the additional rev-
enues that will accrue as a result of annexation and do

not consider the costs. Fiscal impact analysis can ascer-
tain the costs of improving the services and facilities in
the area proposed for annexation in order to make them
comparable with the annexing jurisdiction’s existing
level of service. For example, local streets originally con-
structed to a rural standard may need upgrading to meet
a city’s standards. The analysis can calculate whether
an annual fiscal surplus or deficit will result from the
proposed annexation during each year of the forecast
period. The analysis can be expanded to look beyond
the issues associated with bringing the existing level of
service in annexed areas up to community standards; it
can also look at the fiscal impact of anticipated develop-
ment in the annexed area as part of the process of evalu-
ating land-use policies. Factors that influence the fiscal
sustainability of annexations are numerous and include
the development potential on vacant land, the timing or
staging of development potential, assessed value of the
existing development base, local and state revenue struc-
tures, local levels of service, and the remaining capacity
of existing capital facilities.

Infrastructure planning A good fiscal analysis fore-
casts infrastructure needs to meet anticipated changes
in a community. Any change in land use, population,
or employment will have an impact on a number of
capital-intensive services, including streets and utili-
ties. The fiscal impact process requires that local
officials specify the types of infrastructure provided
by the community (for example, local roads) and the
level of service to be provided (for example, provision
of sidewalks and street lighting on all local roads).
The analysis will indicate how much new infrastruc-
ture will be required to serve an anticipated level

of new development. Costs can then be projected

for land, equipment, improvements, and operating
expenses for maintaining the new infrastructure.

It is important to consider whether existing infra-
structure seems to have unused capacity in order to
determine whether it should be considered as part of
the analysis. If there is significant unused capacity,
it will be available to serve new development, thus
reducing the need for new infrastructure.

On the revenue side, the analysis will take into
consideration special revenues from user fees or other
sources such as impact fees, improvements to be made
by the developer, and general fund revenues to be allo-
cated to infrastructure development, as appropriate. A
similar type of analysis is done for utilities because land-
use changes can result in changes in the demand for
water and sewer service, which may in turn affect the
costs and revenues of various distribution and treatment
approaches. Changes in water and sewer service have
an effect on one-time revenue sources such as connect
or hookup charges as well as on operating revenues.

Leveraging public dollars Fiscal evaluations can help
local officials who are considering how to promote
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economic growth decide how to invest limited funds
so as to maximize the return. For example, different
economic development strategies can be evaluated
for their impacts on land use. Land use in turn affects
services, costs, and revenues. A fiscal impact analysis
helps identify the economic development strategy that
makes the most fiscal sense.

Finance Issues

A fiscal impact analysis focuses on change, generally
over a two- to ten-year period. Although the accuracy
of the projections diminishes over time, the analysis
can help to raise budget and finance policy issues and
suggest alternative approaches for addressing them.
A fiscal impact analysis differs from traditional local
government revenue and budget forecasting: local gov-
ernment budgets are primarily revenue driven. That
is, the budgeted operating and capital expenditures are
fiscally constrained by the amount of revenue forecast.
In other words, a local government backs into the bud-
geted appropriation as it tailors spending to income.
In contrast, a fiscal impact analysis projects the
demand for services and facilities (usually based on
current levels of service) without regard for expected
revenue. If projected revenue does not cover projected
expenditures, obviously a deficit will be incurred.
Further, a fiscal impact analysis links changes to
costs and revenue to specific land uses. For example,
if community decision makers implement a shift
in land-use policy that results in the need for pub-
lic safety capital facilities and associated operating
expenses sooner rather than later, a simple cost pro-
jection based on a 5 percent annual increase could
potentially understate future public safety costs. Fol-
lowing are five ways in which fiscal impact analysis
can be applied to finance issues.

Capital improvement programming Individual depart-
ments seldom incorporate market forces or land-use
plans into their capital improvement program (CIP)
requests. Fiscal analysis enables a local government to
forecast the need for additional capital facilities as well
as the most appropriate locations for investments in
public facilities, based on projected increases in popula-
tion or employment in various areas of the community.
A fiscal impact analysis also clarifies the timing of infra-
structure improvements. By incorporating future demo-
graphic and economic projections, the fiscal analysis will
indicate the demand for capital facilities in the near term
as well as the longer term.

Revenue forecasting For purposes of this discussion,
a revenue forecast defines the projected change in rev-
enues (assuming existing rates) that is caused by land-
use or demographic changes in the community. The
revenue forecast is one of the results of a fiscal evalu-
ation. Specific revenues such as building permit fees,

connection fees, and other user fees are considered, as
are intergovernmental transfers and general revenue
sources such as sales taxes and ad valorem taxes.

Projected revenues are compared under different
development scenarios. For example, the projected
number of new detached houses and apartments mul-
tiplied by their estimated market value and then by
their assessment rate will result in a projection of the
additional property tax revenues from each develop-
ment scenario. Nonresidential square footage will also
generate additional ad valorem taxes, so a similar
analysis can be done for that type of projected devel-
opment. One-time fees, particularly utility connection
fees, can also be important, and the revenues from
them will vary by alternative and by year.

Fiscal planning Budget planning usually focuses on
only the next budget year, but fiscal planning focuses on
change and uses a two- to ten-year time frame. Fiscal
planning provides local officials a long-term perspec-
tive in which to consider plans and policies that affect
costs and revenues associated with each department and
activity of the local government. If the fiscal analysis
shows deficits in the early years of the projection period,
local officials may decide to postpone infrastructure
maintenance, development, or expansion or to modify
some revenue assumptions or land-use policies. In con-
trast, if the fiscal analysis shows a deficit in the later
years of the analysis, local officials may increase their
annual investment in reserves to escrow funds that will
be needed in the future, plan to expand revenue sources,
or begin thinking about how changes in land-use poli-
cies could mitigate the anticipated fiscal problems.

Budget projections Because fiscal impact analysis
can project the demand for departments’ services, it is
helpful in preparing and evaluating departmental bud-
get requests. An increase in the intensity of land use,
for example, will generate a higher level of demand
for police services. The fiscal analysis offers a budget
projection for the police department on the basis of
these changes and specified service levels over the
forecast period. Local officials can look at this infor-
mation for alternative levels of service and project the
effects of those alternatives on the budget.

Level-of-service changes One of the main variables
considered during fiscal impact analysis is the level of
service. The question to be asked is: What is the cost
of providing different levels of service? The evalua-
tion of existing levels of service provides a baseline
for reviewing community level-of-service goals in light
of fiscal constraints. After the current level of ser-
vice is determined for each activity, the costs of new
development can be easily evaluated. If the recreation
department’s level of service is determined to be one
neighborhood park per ten thousand persons, then
projected population growth can be tied to estimated
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costs for purchasing parkland and equipment, mak-
ing necessary improvements to facilities, and meeting
annual operating expenses.

Some communities may want levels of service that
are nearly impossible to achieve because they are not
able to raise enough revenues to provide them. Other
communities may be experiencing pressure for higher
levels of service from newer residents who have relo-
cated from larger communities. Another interesting
phenomenon is pressure on city or town levels of
service from what are sometimes called “shadow citi-
zens.” Shadow citizens are those located in the unin-
corporated county, on the fringes of a city or town,
who think of the municipality as their primary ser-
vice provider. In other words, they use the municipal
parks, community center, and recreation programs,
but they pay no direct taxes to fund these services. A
fiscal impact analysis can provide useful background
information for addressing all of the above situations.

Fiscal impact analysis also can help determine
realistic assessments to be made against new develop-
ment. New development cannot be charged for facili-
ties that will provide a higher level of service than
already exists in a community. Furthermore, user fees
and other development impact fees collected from
new development cannot be used to upgrade facilities
for existing development. Quantifying existing levels
of service and the costs of different service levels can
help all parties understand the fiscal consequences of
changing the level of service.

Methodologies

There are two basic approaches to fiscal evaluations:
using average costs and using marginal costs.! Aver-
age-cost approaches are simpler and more popular:
costs and revenues are calculated on the basis of
the average cost per unit of service multiplied by
the demand for that unit. Average-cost approaches
assume a linear relationship and do not consider
excess or deficient capacity of facilities or services
over time. A per capita relationship is an example of
an average-cost approach.

Marginal-cost approaches describe the unique
characteristics of a jurisdiction’s capital facilities. Over
the long term, average- and marginal-cost techniques
will produce similar results, but the real value of fis-
cal analysis is in the two- to ten-year time period.
Marginal-cost analysis is most useful in this time
frame. Because average-cost techniques are generally
simpler to use, some local governments may prefer
them for relatively small development projects with
modest impacts or a long time frame. Local govern-
ments may also find it worthwhile to use more than
one analysis approach and compare the assumptions
and results as part of the decision-making process.

In communities where facilities in specific geo-
graphic areas already are insufficient, the average-cost
approach will underestimate costs, and the marginal-
cost approach will more accurately project the short- to
mid-term costs of infrastructure that will be required to
accommodate the new development. The average-cost
approach would divide the expenditure for school ser-
vices, for example, by the number of students in order
to arrive at a figure of, say, $2,135 per student. This
cost would occur regardless of any spatial distribution
of new homes and resulting schoolchildren.

The marginal-cost approach, in contrast, would
reflect the current enrollment versus the capacity in
each school. If new residential growth were to occur
in areas where elementary schools have excess capac-
ity, the only real cost increase would be for operating
costs. If new residential development were to locate
in an area with no elementary school capacity, costs
would be incurred for additional school capacity as
well as the associated operating expenses.

Average-Cost Techniques

Three of the five commonly used fiscal impact analy-
sis techniques are average-cost approaches.

Per capita multiplier The most popular average-cost
technique is the per capita multiplier. This is obtained
by taking the budget for a particular service, such as
parks, and dividing by the current population in order
to estimate the service cost per person. Under the

per capita approach it is assumed that each service
level will remain as existing and that each additional
resident will generate the same level of costs to the
jurisdiction as each existing resident currently gener-
ates. For example, if a parks department budget were
$450,000 and the population of the town were 45,000,
the average cost would be $10 per capita. This figure
would then be used to estimate additional costs result-
ing from new development.

The per capita approach is easy to use but has the
disadvantage of being less accurate than some other
approaches if local officials want to look beyond the
broad level of overall costs and expenditures.

Service standard A second average-cost approach is
the service standard method. This approach estimates
the future costs of development according to the average
staffing and capital facility service levels for municipali-
ties of similar size and geographic location as reported in
data collected by the U.S. census of governments. This
methodology assumes that service levels for both person-
nel and capital facilities are, to a large extent, a function
of a jurisdiction’s total population; therefore, communi-
ties of a similar size will have similar service levels
(especially within a geographic region). Using the ser-
vice standard approach, the local government estimates
increased police personnel costs by taking the service
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ratio, say 2.5 police officers per 1,000 persons, and mul-
tiplying it by the average operating cost per police officer
for the jurisdiction (obtained from local data). Then, with
average capital-to-operating-ratio data obtained from the

U.S. census, capital costs can be estimated. Because a
fundamental assumption of this method is that personnel
growth within one community is equivalent to average
growth in the region, a community that is not perfectly

Benefits of Fiscal Impact Analysis

Fiscal impact analysis has many benefits, whether the
analysis is used for budgeting or for land-use or capital
or financial planning.

Encourages anticipation of change One of the major
benefits of fiscal impact analysis is that it describes what
happens to a jurisdiction when change occurs. The fiscal
analysis measures the impact of growth (or decline) on

a local government's services, including capital facilities,
and the resulting costs and revenues. This is different
from the preparation of the next year’s budget. In most
cases, a fiscal analysis does not replicate the budget; it
projects marginal changes in the budget given possible
land-use, demographic mix, and employment changes.

Helps define achievable levels of service To quantify
levels of service, department heads and managers must
choose an indicator as a basis: the number of residents
or jobs in the community, the number of average daily
trips on local roads, or some other appropriate denomi-
nator. Defining the level of service promotes discus-
sion about the adequacy of services and enables the
local government to determine through fiscal analysis
whether the community can afford various levels of
service, in terms of both the costs of new or expanded
capital facilities and the annual operating costs.

Projects capital facility needs A fiscal impact analy-
sis can incorporate information on the available capacity
of current capital facilities and project when additions or
new facilities will be needed for each development alter-
native being evaluated.

The evaluation of capital facilities needs can be help-
ful in developing or revising the local government’s CIP.
The costs and staging of facilities included in the CIP are
often based on independent best estimates of the depart-
ments whose activities or programs are affected by the
proposed capital improvements. In some cases the pro-
jections made by the different departments affected by
growth are similar; at other times they vary widely.

Clarifies development policy impacts In most cases,
fiscal impact analysis focuses on the effects of growth
or development, which are usually defined in a develop-
ment scenario. Many local governments never trans-
late their policies or major land-use plan changes into
estimates of annual revenues and expenditures. The
process of describing in narrative form how and why the
numbers were developed is a very important aspect of
a fiscal impact analysis that provides local officials with

information to evaluate the logic of the assumptions
underlying policies or proposals.

Under an optimistic development scenario, for
example, a community may project population growth
of 25,000 over a twenty-year period. The fiscal impact
analysis can be used to project how the various types
of housing that could accommodate this growth (gar-
den apartments, townhomes, single-family homes, and
condominiums) would affect the need for services over
time. Because this scenario projects job growth as well,
the fiscal analysis could also assess the fiscal impact
of alternative job growth pictures (for example, mostly
offices with some retail versus industrial growth with
some office and retail). Using this process, local officials
can review existing and proposed policies from a more
informed perspective.

Calculates revenues; helps in the development of
revenue strategies A fiscal analysis can show the
magnitude of the revenues that would be collected
under different development scenarios and can show
whether there would be a surplus or deficit of revenues
over expenditures on an annual as well as a cumulative
basis for each alternative considered. This enables local
officials to consider alternative sources of revenues.

Fiscal impact analysis presents a wealth of informa-
tion that a local government can use to develop revenue
strategies. Obviously, if the fiscal analysis indicates that
existing plans for the community’s growth will result in
a deficit, the plans may need to be adjusted to arrive at
a neutral or positive position. The first area to evaluate
is the structure of rates for various revenue sources.
Revenue formulas that are used to set user fees, utility
rates, and property taxes should be reviewed as part of
developing a revenue strategy. Possible new revenue
sources can also be evaluated.

Encourages “what if"" questions A good fiscal impact
analysis with a narrative explaining all assumptions and
inputs encourages managers to ask a number of “what
if"” questions. Alternative scenarios can be described

for service levels, for the cost and revenue factors, for
growth itself, or for almost any other aspect of the
analysis. Decision makers find that major benefits of fis-
cal analysis are the definition of all the different service
level factors and cost and revenue factors as well as

the ability to change assumptions and quickly see the
impact of the changes. This makes fiscal analysis an
effective policy tool.
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average in terms of services, costs, and demographics
will come up with figures that are erroneous to the
degree that the community deviates from the average.

Proportional valuation The third average-cost
approach is the proportional valuation method; it is
usually used for evaluating the fiscal impacts of non-
residential growth. This methodology first allocates

a share of the jurisdictional costs to nonresidential
uses. This is primarily determined by the relationship
of nonresidential property value to the total prop-
erty valuation of the jurisdiction. For example, if the
nonresidential real property value is $40 million, and
the total local real property value is $160 million, the
proportion is .25. Also included as part of the analy-
sis are refinement coefficients, which are intended to
prevent significant differences in the value of residen-
tial and nonresidential property from skewing cost
relationships. The total number of nonresidential land
parcels is divided by the total number of land parcels,
and this figure is used to select the area of a refine-
ment coefficient curve. This approach is infrequently
used because most analyses include a residential com-
ponent and because selecting a refinement coefficient
for each public service is a subjective process.

Marginal-Cost Techniques

Two commonly used fiscal impact analysis method-
ologies employ marginal-costing techniques.

Local case study The most thorough of the approaches
uses locally based case information. This case study
approach assumes that every community is unique and
that the assumptions regarding levels of service and cost
and revenue factors should reflect what is occurring in
that community. To collect information, interviews are
held with department representatives regarding existing
public facilities and service capacities. Local information
on excess park capacity, for example, makes it possible
to predict when new facilities, programs, and personnel
may be needed. This method also allows communities
to include more detail if desired (for example, communi-
ties can make estimates based on the costs of specific
facilities and programs such as pools, softball leagues, or
tennis courts).

Some communities using the case study method
use some average-cost data where it is difficult to get
marginal-cost information. For example, estimating
the increase over time in some general government
operating expenses may be most efficiently done with
a per capita or a per capita-per employee relationship.
This is an average-cost approach. In contrast, local
interviews could indicate that the cost for a particu-
lar local government service is fixed (not affected by
growth) or is semivariable by population (affected by
growth but not fully variable on a per capita basis).
The primary drawbacks of the case study approach

are that it can require a significant amount of time
and that the accuracy of the data depends somewhat
on the accuracy of each department’s estimates.

Comparable city The second marginal-cost approach
looks at costs in comparable jurisdictions. This approach
usually relies on data from the U.S census of govern-
ments. Data are organized by population and by growth
rate. This approach assumes that growth will affect
expenditure patterns and includes that effect in project-
ing future costs. A city with a population of 110,000, for
example, will have an operating expenditure multiplier
of 1.95 for public safety services, based on the U.S.
census of governments. With a projected increase in
population of up to 5 percent over the next ten years,
the postgrowth expenditure multiplier is 2.25. The dif-
ference will be 15 percent (2.25/1.95). This 15 percent
figure is applied against current annual expenditures
per person to obtain projected future annual expendi-
tures per person. If the current per capita cost for public
safety services is $6.00, then the new cost would be
$6.90 per capita, multiplied by the number of new resi-
dents projected. A similar approach would be used for
capital costs. Without the rate of population increase or
decrease reflected in the tables, this methodology would
be very similar to the service standard approach. This
methodology is infrequently used.

Selecting a Methodology

To get the most accurate information from a fiscal
impact analysis, most local governments find the case
study approach preferable. Although comparisons
with regional and national standards can be helpful,
each community has its own levels of service, geo-
graphic service boundaries, cost and revenue factors,
and available capacity of existing capital facilities.
The potential benefits of fiscal impact analysis make
it worth the time and effort to use the case study
approach. Where data are not readily available or
where it is difficult to define the service level relation-
ship on a true marginal basis, it makes sense to use
the per capita average-cost approach to supplement
departmental estimates. The local government may
wish to refine the data with marginal-cost data if and
when more detailed information becomes available.

Case Studies

This section discusses five cases that illustrate different
applications of fiscal analysis. The first three case studies
look at growth alternatives that reflect different mixes of
land uses, alternative development patterns, and socio-
economic and demographic changes. In addition to eval-
uating growth alternatives, the fourth case study also
addresses revenue and implementation strategies. The
last study explains a basic cost-of-land-uses fiscal impact
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analysis that can be applied to smaller, rural communi-
ties that want to have a basic understanding of the fiscal
issues that affect their communities.

Germantown, Tennessee: Evaluation of Land-Use
and Annexation Alternatives

Germantown, a suburb of Memphis with a population
of about 40,000, evaluated the fiscal impact of four
land-use alternatives: a trends scenario based on the
existing land-use plan, a higher-density scenario that
assumed a higher mix of townhouse and senior living
units, and two nonresidential scenarios that assumed
the city would be more successful at capturing office
development and, to a lesser extent, retail develop-
ment. The two nonresidential scenarios differed from

each other in the amount of “class A” versus “class B”

office development that is captured (see Figure 3).
The study confirmed that Germantown was in a
good position to accommodate new growth within the
existing city limits under its current land-use pattern
that emphasized low-density, single-family housing.

This was a result of several factors:

* No major capital expenditures other than parks
were required to serve new development

¢ The new development had higher market values

® The revenue structure benefited from higher mar-
ket values (property tax) and population growth
(state revenue sharing).

The analysis also indicated that Germantown
would clearly benefit from attracting additional eco-
nomic development (nonresidential square footage)
and encouraging higher-density housing.

Germantown also analyzed the fiscal impact of
annexation of two new areas: subareas B and D. Sub-
area B was primarily residential. Analysis showed that
the remaining land that could be developed in sub-
area B had the potential to yield 349 additional single-
family units, with 1,130 additional persons, and that
311,000 square feet of retail space would be developed
between 2000 and 2010. A second scenario projected
this growth to occur by 2005.

Subarea D was projected to accommodate 5.8 million
square feet of office space and 2.7 million square feet of
retail space by 2020. Three less-optimistic scenarios were
developed showing absorption of 75 percent, 50 percent,
and 25 percent of the by-right office space.

Annexation of subarea B would represent a net
loss of revenue for the city unless new revenue
sources were found, existing rates increased, or differ-
ent zoning put in place. Annexation of subarea D was
projected to generate average annual net revenues
over the long term under all four scenarios although
costs might outweigh revenues in the short term.

Howard County, Maryland: Planning for Buildout

Howard County, Maryland, a suburban county located
between Baltimore, Maryland, and Washington, D.C.,
conducted a two-phase fiscal impact analysis as part
of its 2000 comprehensive plan. Phase 1 determined
whether revenue generated by four different growth
scenarios between 1999 and 2020 would cover the
costs for additional services and facilities. Phase 2
added the costs and revenues generated by the exist-
ing development base and evaluated how various
economic, socioeconomic, real estate, infrastructure
replacement, and related factors would affect county

Figure 3 Evaluation of the Fiscal Impact of Four Land-Use Alternatives, Germantown, Tennessee,
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finances as the county approaches buildout. This was
done in the context of two growth scenarios: aging in
place and high mobility.

The number of housing units is the same under
both scenarios, but as shown in Table 1, the popu-
lation increase under the high-mobility scenario is
30,460 persons greater than under the scenario of
aging in place.

Although the Phase 1 analysis indicated that new
growth would bring net surpluses to the county, the
Phase 2 analysis (which looked at the county’s overall
fiscal structure and policies) indicated average annual
net deficits. The primary reason was that the county
relies partly on income tax revenues. Although strong
financial markets boosted these revenues and contrib-
uted to a $26.4 million surplus in the county’s FY 1999
budget, the fiscal analysis could not assume similar
revenue levels for the future. (In March 2000, shortly
after this analysis was prepared, the stock market took a
nosedive, confirming the wisdom of the analysis.) Mean-
while, however, capital program costs would continue
because the county is required to maintain the current
level of service. The modest annual net surpluses gen-

erated by new growth indicated in Phase 1 were not
enough to sustain the FY 2000 level of spending.

The analysis also showed that, if the national
trend of an aging population and decreasing house-
hold size continues in Howard County, the costs will
be less than if household sizes remain the same (Fig-
ure 4). The loss of income tax revenue and higher
aging-related costs are more than offset by lower
education costs if fewer school-age children are gener-
ated. This is an important fiscal finding.

These net deficits increase when an infrastructure
replacement program is factored in to reflect costs to
maintain or replace county buildings and facilities,
roads, stormwater infrastructure, sidewalks, curbs and
gutters, and parks and recreation facilities.

This fiscal impact evaluation resulted in recommen-
dations that the county adjust the ratio of debt versus
pay-go funding for capital projects, enhance the eco-
nomic vitality of older areas (by combating crime and
blight), and monitor the direction and magnitude of
demographic shifts and county revenue patterns so that
it can develop policies to address future budgetary and
service-level impacts.

Table 1 Population Increases in Howard County, Maryland, 2000-2020

Fiscal analysis zone

County,
Scenario Columbia Elkridge Ellicott City Southeast West total
Aging in place 420 7,100 11,670 13,960 10,730 43,880
High mobility 10,740 10,970 18,280 18,690 15,660 74,340

Source: TischlerBise, Inc.

Figure 4 Fiscal Analysis of Average Annual Net Results for Two Scenarios in Howard County,

Maryland, in Millions of Dollars
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Metropolitan Council (Minneapolis-St. Paul
Metro Area): Regional Impact Analysis

The Metropolitan Council is the regional planning
agency serving the Twin Cities seven-county metropoli-
tan area. In a first-of-its-kind regional fiscal impact study,
eight cities in the metro area were selected to serve as
prototypes reflecting communities at different stages of
development. The eight included two outlying suburbs
with a considerable amount of vacant land (Cottage
Grove and Shakopee), two maturing suburbs (Coon
Rapids and Apple Valley), two fully developed, first-ring
suburbs (Richfield and Roseville), and the region’s two
central cities (Minneapolis and St. Paul). Two growth
scenarios were analyzed for each city, and the results
allowed comparison of the fiscal impacts associated with
new development in the suburban areas with the fiscal
impacts of redevelopment and reinvestment in the cen-
tral cities and fully developed communities.

The study examined marginal costs, that is, expendi-
tures necessary to build new facilities and provide addi-
tional services to accommodate growth beyond existing
municipal capacities. This approach reflects variations
in the timing of development and in its geographic loca-
tion. The revenues examined include property taxes as
well as one-time, construction-related fees for permits,
administrative charges, and special assessments.

The net fiscal benefits were compared under
two scenarios. One scenario assumed that growth
would occur in spread-out patterns that reflect cur-
rent trends. The other projected a more compact pat-
tern and higher-density development. Both scenarios
assumed that each community would achieve afford-
able-housing goals set under the Metropolitan Coun-
cil’s Livable Communities program.

Although each community is unique, a number of
common themes emerged from the study:

e Compact development is less costly to provide
with municipal infrastructure, such as streets, sew-
ers, and water lines, than spread-out development.

¢ The Minnesota local government revenue structure
seems to be structured well to pay for growth.

¢ Affordable housing is not a fiscal drain on the
overall community.

¢ The existing system of paying for infrastructure costs
primarily through enterprise funds passes those costs
to consumers in the form of higher home prices.

¢ Tax-increment financing (TIF) works best for
mature communities because the marginal cost to
accommodate growth is small.

® Retail activity does not generally provide strong
fiscal benefits, but it is nonetheless important for a
balanced community.

¢ Property valuations and service costs for industrial
and office space vary significantly, but generally
the fiscal impacts are positive to neutral.

Queen Creek, Arizona: Evaluating the Total Cost
of Growth

The town of Queen Creek, a Phoenix suburb with a
current population of 20,479, is expected to increase
by more than 55,000 persons within the next fifteen
years. As a first step in evaluating the total cost of
growth, the town had an impact (development) fee
analysis prepared for the municipal facilities and
equipment, police, parks, recreation, roads, library,
and fire. Existing development fees when first imple-
mented represented the highest in the Phoenix area, at
$10,200 per single-family housing unit.

Because operating expenses usually comprise 70-
80 percent of a community’s budget, the town’s fiscal
impact analysis included all revenues, capital costs,
and operating expenses. Queen Creek did not have a
property tax, and its major revenue source, as in most
Arizona communities, is situs-based (point of sale)
sales tax. Many “big boxes” and a regional mall are
just outside the town’s boundaries, making it unlikely
that the town will capture significant new retail space.

While the impact fee study calculated new growth’s
fair share of future capital facilities, the fiscal impact anal-
ysis indicated that new growth would generate insufficient
revenue to cover associated operating expenses. This is an
important consideration given the fact that by collecting
the impact fees the town is committing itself to construct
and operate the facilities. Although Arizona requires the
local planning process to consider the cost of develop-
ment, most jurisdictions use a calculation based on aver-
age cost per capita. Queen Creek chose instead to evaluate
several growth alternatives that varied the pace of residen-
tial and employment growth. Equally important for this
analysis was using the case study-marginal approach to
model the associated operating costs of new capital facili-
ties as well as the fiscal impacts on an annual basis.

The alternatives evaluated reflected three different
rates of residential growth:

e Accelerated growth: Average annual growth of
1,500 housing units

e Current growth: Average annual growth of 1,000
housing units

¢ Slower growth: Average annual growth of 750
housing units.

For each of the three scenarios, two nonresidential
growth rates were evaluated to depict the impact of
slowed commercial development. The fiscal impact
analysis indicated that, under all scenarios, the town
will begin to incur deficits in about the fifth year, when
additional capital facilities are needed and the associ-
ated operating costs for those facilities are incurred.
The case study-marginal approach used in this analysis
forecast the timing and cost of new capital facilities (see
Figure 5). Construction of these facilities will trigger
additional operating expenses.

21



Fiscal Impact Analysis: How Today's Decisions Affect Tomorrow's Budget 15

Figure 5 Fiscal Impact Analysis of Queen Creek, Arizona, for Three Scenarios, 2002-2020
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This fiscal impact analysis led to several impor-
tant policy discussions. First, town officials reviewed
the levels of service the town could provide. Then
they reviewed and recalculated some of the proposed
impact fees because the modified levels of service
meant fewer capital facilities would be required. They
also created a revenue strategies committee to con-
tinue discussion on the findings of this study. The
study helped the town educate its citizens on the
need for additional revenues to maintain levels of ser-
vice, with the prime candidate being a property tax.

Davie County, North Carolina: Evaluating the
Cost of Growth in a Small Community

In small communities with limited resources, a cost-
of-land-uses fiscal impact analysis can provide a com-
prehensive overview of the link between land use and
fiscal health. A good example is Davie County, North
Carolina, a rural county with a population of approxi-
mately 40,000.

The county had a cost-of-land-uses fiscal impact
analysis prepared that evaluated seven residential pro-
totypes: single-family large lot, single-family medium
lot, single-family medium value, single-family small
lot, manufactured housing, townhouse, and multifam-
ily apartments. It also evaluated three nonresidential
prototypes: retail, office, and industrial.

All seven residential prototypes and the industrial
prototype generated annual net deficits to the general
fund, and all ten land-use prototypes generated deficits
to the capital fund. An important finding from the analy-

@» e»  Slower growth: Normal nonresidential growth
Current growth: Normal nonresidential growth

emms Accelerated growth: Normal nonresidential growth

sis was that several current revenue sources are unlikely
to increase as a direct result of new growth. Another
important finding was that there is insufficient money to
adequately fund capital facilities needed for growth.

Davie County saw that it needed a long-term finan-
cial plan to address the capital needs of new growth in
addition to the routine replacement of existing capital
facilities. This plan can be used to facilitate discus-
sions and subsequent policy decisions about financing
alternatives and standards for community facilities and
infrastructure. It will be important for maintaining a
viable economic base and providing amenities for the
well-being of current and future citizens.

Conclusion

Fiscal impact analysis helps a jurisdiction address finan-
cial management and planning issues. Whether the
product is an evaluation of a change in level of service,
a forecast of capital facilities to be replaced or added, or
a picture of upcoming budget changes caused by new
development, fiscal impact analysis can be adopted as a
regular procedure to improve management decisions.

1 This section briefly summarizes the basic methodologies used
for fiscal impact analysis. For a more detailed explanation,
see The Fiscal Impact Guidebook: Estimating Local Costs
and Revenues of Land Development (Washington, D.C.: U.S.
Department of Housing and Urban Development, Office of
Policy Development and Research, 1979). This resource was
used in the preparation of this section.
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Preface

Most states require local governments to prepare a balanced budget on
an annual basis. However, most states do not require that jurisdictions
conduct fiscal impact evaluations to help ensure that local officials
understand the short- and long-term fiscal effects of land-use and de-
velopment policies and of new developments that are approved. A fiscal
impact analysis (FIA) clarifies the financial effects of such policies and
practices by projecting net cash flow to the public sector resulting from
residential and nonresidential development. Such an analysis can enable
local governments to address a number of short- and long-term plan-
ning, budget, and finance issues. The results from the analysis can also
be used to inform community discussions about growth-related policy,
such as the benefits of compact or infill development within the urban
core and methods for incentivizing these types of development.

This PAS Report discusses the benefits of FIA and reviews common
methodologies used to collect and analyze information. Five case studies
are provided to illustrate how FIA can be used in different situations.
The report concludes by recommending an approach for conducting

fiscal impact evaluations.

27iii



CHAPTER 1

Introduction

Fiscal impact analysis (FIA) has been used by planners in one form
or another for more than 75 years (Burchell 1978). Its origins can
be traced to back to the 1930s when planners began using FIA in
attempts to fully justify investments in public housing and urban
renewal programs. The analyses compared revenues that would
result from the new land uses to revenues that would have resulted
from the old land uses. The scope of fiscal impact analysis broadened
over time to consider both the costs and revenues associated with
proposed land-use developments. In the 1940s and 1950s FIA was

used to evaluate the impact of urban renewal.
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2 Fiscal Impact Analysis: Methodologies for Planners

In 1974, Real Estate Research Corporation’s The Costs
of Sprawl: Detailed Cost Analysis had a major impact
on fiscal impact analysis and land use planning in the
United States. This well-known study—prepared by
the Real Estate Research Corporation for the Council
on Environmental Quality; the Office of Policy Develop-
ment and Research, U.S. Department of Housing and
Urban Development; and the Office of Planning and
Management, U.S. Environmental Protection Agency—
compared the costs of six hypothetical community types
with 10,000 dwelling units each and concluded that
high-density development was less costly than lower-
density alternatives. Cost was evaluated in terms of
four key indicators: (1) energy cost, (2) environmental
impact, (3) capital cost, and (4) operating cost. This
is generally considered to be the first FIA study that
analyzed the fiscal impacts of alternative development
patterns.

Due in part to the increased visibility afforded the
discipline by the publication of The Costs of Sprawl, by
the mid-1970s FIA had become widely used by local
government planners. Technology played a role as well,
making fiscal impacts easier to model and represent
visually. During the latter part of the 1970s, FIA began
to proceed along two somewhat different paths (Fish-
kind 2002). Sternlieb, along with Burchell and Listokin,
advanced average-cost modeling techniques, which are
based on per capita costs and revenues. Westinghouse
Corporation, and later Tischler and Marcou, focused
on marginal-cost techniques, which rely heavily on
detailed site-specific data that model existing infra-
structure capacities.

The use of FIA by planning professionals contin-
ued to increase in the 1980s and 1990s. Meanwhile,
researchers kept using FIA to explore fiscal impacts
of varying development patterns. Duncan (1989) and
Frank (1989) studied the infrastructure costs of sprawl
development compared to compact development in the
State of Florida using engineering relationships. In 1998,
Burchell et al. published The Costs of Sprawl—Revisited,
a comprehensive review and synthesis of the literature
on sprawl and its impacts, through the Transportation
Research Board. The follow-up to that document, The
Costs of Sprawl—2000, attempts an objective analysis
of the costs of two alternative development patterns—
controlled and uncontrolled growth (sprawl)—over a
25-year period for the nation as a whole.

The Costs of Sprawl—2000 demonstrates the value of
FIA in analyzing the fiscal implications of the choices
we make in shaping our communities. The study found
that sprawl is the dominant form of growth occurring
in major metropolitan areas and that the effects of
sprawl growth are mixed. The data suggest there are
more costs than benefits of sprawl growth, and many
of these costs are measurable. There are fewer quantifi-
able benefits to sprawl development, which consumes

land and various types of infrastructure to a level that
compact development does not. It also provides fewer
positive fiscal impacts (more costs and less revenue)
than compact development provides.

FIA has further evolved in the last decade as academics
continue to explore the fiscal impacts of alternative devel-
opment patterns and practitioners continue to expand the
use of fiscal impact analyses. Until recently, practitioners
tended to limit their analyses to the evaluation of specific
development proposals and community-wide analyses of
land-use scenarios. Over the last 10 years, however, there
has been increased use of FIA for evaluating the fiscal
viability of special districts and tax increment financing
(TIF) district proposals.!

Another new trend in FIA is the evaluation of both
the direct and indirect fiscal impacts of land uses. For
example, an evaluation of the fiscal impacts of a semi-
conductor plant that is locating in a community would
typically examine the direct impact on the community
of the taxes paid by the plant and the costs associated
with the workers. Analysts are now taking FIA one step
further by considering “indirect impacts,” such as the
number of workers who will reside in a community
and who will in turn pay taxes on their housing but
also generate costs.

Increasingly, market analysis is being used in tandem
with FIA. Prior to completing the fiscal impact analysis,
market analysis is used to determine the market feasi-
bility of development proposals or proposed land-use
changes, which refines the inputs into the fiscal impact
analysis and reduces the need to create multiple land-
use or absorption schedules (which show the pace at
which infrastructure capacity will be used or filled
over time).

Finally, in addition to its traditional application to
new growth, fiscal analysis is now being used to evalu-
ate existing development. The fast-growing suburbs
of the post-World War Il era, along with their original
infrastructure—such as schools, roads and bridges,
water, and sewer—are beginning to age. Several recent
fiscal studies have contained overlays to reflect the
costs and revenues associated with existing residents,
the costs of replacing deteriorating infrastructure, and
the costs and revenue associated with new growth.
These studies are used to support the requirements of
Governmental Accounting Standards Board Statement
No. 34 (GASB 34), which states that governments must
report all capital and infrastructure assets in their fi-
nancial statements. In most instances, these assets are
required to be depreciated, which is something local
governments have not traditionally done. Given the
deteriorating state of infrastructure in communities
across the country, there is clearly a growing need to
measure the fiscal impact of replacing existing infra-
structure. This use of FIA helps present a truer picture
of the future budgetary equation.
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Chapter 1. Introduction 3

FISCAL IMPACT ANALYSIS IN PRACTICE

Fiscal impact analysis is one of many tools that can be
used by planners to make informed decisions about
changes to land-use regulations or proposed devel-
opment projects. Rapid growth rates experienced for
the better part of this decade, coupled with increas-
ing service costs and resistance to tax increases, are
leading communities to more thoroughly explore the
relationship between local budgets and land uses. An
increasing number of local governments are requiring
an FIA as part of development proposal review. Some
local governments have even gone so far as to establish
policies that new development be “fiscally neutral,” or
result in a net zero or net positive impact on the local
government’s budget. The majority of planning-related
fiscal impact analyses are prepared for specific develop-
ment proposals.

In addition to evaluating and approving rezoning
proposals, subdivision plans, and other development-
related applications, planning departments are respon-
sible for preparing long-range comprehensive plans.
Most comprehensive plans include components or ele-
ments for public facilities and economic development.
However, although planners are generally aware of
the negative fiscal impacts of sprawling development
(such as higher costs of infrastructure provision), most
comprehensive plans do not directly address fiscal
sustainability. Many plans contain language related
to “sustainable development” and “balanced growth”
but go no further than recommending that new growth
should pay its own way or suggesting that there is a
need to attract the appropriate mix and balance of land
uses. Without conducting an FIA as part of the planning
process, how does a community know what the ap-
propriate mix of land uses is, or whether the proposed
land-use plan will generate revenue that is at least equal
to required expenditures?

It is clear from the number of sessions devoted to
FIA at the American Planning Association’s National
Planning Conferences and the growing body of work
in academia that planners are familiar with the con-
cept of FIA, yet local policymakers and planners often
find it difficult to approach fiscal issues when making
land-use decisions. At the most basic level, planners
may not understand the state and local contexts that
determine revenues and costs and how these are tied
to land use and economic development. Planners may
also be familiar with fiscal impact analyses but not how
these studies can be tailored to achieve planning goals
for development.

In 2007, Mary M. Edwards from the University of
Wisconsin published an insightful paper in the Journal
of Planning Education Research that contained a survey of
planning professionals and their views on FIA. (These
were elaborated on in Edwards and Huddleston 2010.)
From the responses, it is clear that planning profes-

sionals think it is important for planners to understand
fiscal and financial issues including impact fees, linkage
fees, and tax incentives, especially since they must be
able to explain these concepts to the general public.? Yet
despite the perceived importance of knowledge about
FIA, planning professionals also feel that planners have
an inadequate understanding of the subject. Edwards
reports, “While 94 percent of planning directors may
feel that planners should understand the local budgeting
process, only 20 percent of them responded that every
one of their staff members has an adequate understand-
ing of the process. Most directors report that a quarter
or half of their staffs have such knowledge” (Edwards
2007). Edwards’s survey also revealed that while plan-
ning students have extensive access to basic instruction
on fiscal and financial issues, not all subjects receive
extensive treatment.

It is clear that professional planners in leadership
positions recognize the importance of understand-
ing principles of FIA and public finance. Many feel,
however, that they and members of their staff received
inadequate training on the subject. This raises the ques-
tion of whether planning graduate students should be
required to take more courses in economics or finance
and whether more elective course work on these topics
should be offered.

WHY IS FISCAL IMPACT ANALYSIS AN IMPORTANT TOOL

FOR PLANNERS?

Urban planning by definition is a multidisciplinary field.
Planners interact frequently with other departments
within local government and are usually involved in
the preparation of the capital improvements plan (CIP),
which outlines a community’s schedule for upcoming
capital projects and identifies sources to pay for the
projects. Planners typically incorporate environmental
and transportation impacts into their analyses, so it is
a logical extension of the profession for a planner to
have an interest in fiscal issues, such as how a particular
development project will affect a local government’s
costs and revenues or what the most fiscally efficient
development pattern is.

Fiscal impact analysis can be helpful to planners when
done comprehensively for a larger area and in concert
with other traditional planning-related analysis. With
FIA, planners evaluate options and alternatives in an
attempt to achieve, at a minimum, fiscal neutrality from
new development. FIA thus provides the public with
information required to make informed decisions with
respect to development and puts planners in better posi-
tions to help communities meet their long-term needs.

A fiscal impact analysis can also help planners and
their communities better understand their values. When
coupled with a traditional visioning or community out-
reach effort that occurs as part of the development of the
comprehensive plan, levels of service or development
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values can be evaluated from a fiscal perspective. For
example, one of the objectives that may come out of the
public participation process is to increase a community’s
amount of parkland. Planners can use FIA as a way to
quantify how increasing this level of service could affect
the tax rate. This information can then be used in the
public participation process to gauge the willingness of
the community to pay for service-level enhancements.

THE FISCALIZATION OF LAND USES AND OTHER CRITICISMS
OF FISCAL IMPACT ANALYSIS

FIAis not without its detractors. One criticism of FIA is
that it only considers impacts on a jurisdiction’s bud-
get while ignoring social or environmental costs and
benefits, which may be of significant value to citizens.
Projects with a negative net fiscal impact could have
large potential nonfinancial benefits and be in the best
interest of the community to pursue. Conducting an
FIA can lead communities to base land-use decisions
entirely upon fiscal considerations at the expense of
achieving a healthy and balanced quality of life. This
is referred to as fiscal zoning or the fiscalization of land
uses. Communities must take care to consider all of their
priorities, in addition to fiscal impacts.

Another criticism relates to multiple services providers
and overlapping jurisdictions. A development project is
usually serviced by more than one government agency,
such as an independent school district or water district.
Most fiscal impact analyses measure the impacts on a
single jurisdiction, typically the one conducting or re-
quiring the analysis. Critics claim this does not present
an accurate picture of the impacts. A frequent example
cited is a development in a city or county that contains an
independent school district. Critics point out that since
the largest cost for residential units is generally the cost
associated with educating school-age children, focusing
on asinglejurisdiction without taking such a district into
account can mean failing to deal with the largest costs.
This is certainly a valid criticism, but it may be infeasible
to address, given the myriad of local government struc-
tures, which vary from state to state. This is one reason
why it is important for an FIA to be very explicit about
what it is and is not evaluating.

The most common criticism of FIA has to do with the
“inherent limitations” associated with any modeling
technique (Holzheimer 1998). In other words, the outputs
are only as reliable as the modeling effort’s inputs. This
is a concern given the high degree of inherent subjec-
tivity in defining the assumptions related to cost and
revenue factors and level-of-service standards. Different
assumptions and scopes can yield very different results
among analyses performed on the same development.
Therefore, it is important that planners take care in mak-
ing assumptions and choosing factors. Further, a written
report detailing those assumptions and the FIA process
should accompany the final results. (See Chapter 3.)

DEFINING FISCAL IMPACT ANALYSIS

An FIA projects the net cash flow to the public sector (the
local government and, in many cases, the school district)
resulting from new development, whether residential,
commercial, industrial, or other. An FIA is similar to the
cash-flow analysis a developer conducts in order to proj-
ect costs and revenues likely to result from a proposed
development over two to ten years. Just as a household
benefits by forecasting its long-term cash-flow needs
(incorporating anticipated expenses for higher educa-
tion and other expensive items) and setting money aside
to pay for future outlays, local governments are better
prepared to manage community needs during changing
financial circumstances if they anticipate and plan for
future costs and revenues.

Fiscal analysis enables local governments to estimate
the difference between the costs of providing services
for new development and the taxes, user fees, and other
revenues that will be collected as a result of new devel-
opment. FIA can be used to evaluate the fiscal effect of
an individual project (such as a request for rezoning), a
change in land-use policy (such as increasing allowable
densities for development), or a proposed annexation.

It is important to keep in mind that the fiscal impact
of development policies, programs, and activities is only
one of the issues that local government officials should
consider when evaluating policy or program changes
related to land use and development. Land uses that are a
financial drain or are less beneficial financially than other
alternatives should not necessarily be excluded, since
they may be necessary to the community’s goals related
to affordable housing, economic diversity, quality of life,
and so on. Moreover, localities have a responsibility to
consider other impacts, too. Court cases have suggested
that, in addition to fiscal impacts, local governments need
to evaluate environmental impacts, regional needs for
housing and employment, and other concerns. Neverthe-
less, fiscal impact data can be used as part of a larger cost-
benefit analysis to craft a land-use plan that incorporates
the appropriate mix of land uses necessary to achieve fiscal
sustainability or, at a minimum, fiscal neutrality.

TYPES OF FISCAL IMPACT ANALYSES

The majority of fiscal impact analyses conducted through-
out the country fall into three categories. The first type of
analysis can be classified as a cost-of-land-uses FIA. In this
type of analysis, the characteristics of various residential
(single family, town house, apartment) and nonresidential
(retail, industrial, office) “prototypes” are defined and the
annual costs and revenues associated with each prototype
are determined. This reveals the generalized impacts that
each land use has independently on a local government’s
budget. Factors used to define these prototypes typically
include persons per household, equivalent dwelling
units, road frontage, employment per 1,000 square feet,
vehicle trips, assessed value, and so on.
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Table 1.1 shows an example of inputs used in defin-
ing residential land-use prototypes. In this analysis, the
inputs are used to derive a variety of cost and revenue
factors. For example, persons per household are used to
determine many of the basic general government cost
factors. Taxable value is used to determine the amount
of property-tax revenue that is generated by each land-
use type. Vehicle trips and associated trip-adjustment
factors are used to determine road-related capital and
maintenance costs. (Trip-generation rates are adjusted
to avoid double counting each trip at both the origin

TABLE 1.1. RESIDENTIAL PROTOTYPES: CITY OF LAWRENCE, KANSAS

of individual land uses, a project analysis evaluates the
overall fiscal impacts of all land uses combined. As most
project-level analyses are prepared in conjunction with
specific development proposals, this type of analysis is
incremental in that it addresses the impacts of only one
development project at a time, typically in isolation from
other potential development.

The third type of FIA, an areawide analysis, can be
applied to a neighborhood, several contiguous neigh-
borhoods, or an entire city, county, or region. This type
of analysis is cumulative in that it evaluates the fiscal

Persons Per  Taxable Value  Vehicle Trips  Trip Adjustment Minimum Lot
Prototype Household' Per Unit? ($) Per Unit? Factor® (%) Frontage*
SF-Detached - Suburban (RS2 District) . 205 BT 97 ! 2 80
SF-Detached - Urban (RS-2 District) ... 205 BT 07 0 0
Duplex (RMD District) ... 208 LSO 580 ] 0 3
Apartment (PRD District) 1.83 9,038 6.72 50 10

Source: TischlerBise

(1) Based on 2000 Census data. See Section III of the report for details.

(2) Based on a sample of assessment data from recent construction by city staff.
(3) Based on ITE Trip Generation, 7th ed.

(4) Based on information provided by city staff. Apartment information from TischlerBise.

and destination points.) Finally, minimum lot frontage
is often used to derive cost factors for snow removal
costs, which are typically influenced by the number of
road miles.

The second type of FIA, project analysis, is the most
common type of fiscal analysis conducted by local
governments. In this type of analysis, one or multiple
development schedules are evaluated for their fiscal
impact over a specified period of time. Whereas a cost-
of-land-uses fiscal impact analysis evaluates the impact

impacts of all anticipated development within the
analysis area over a defined period, usually between
10 and 20 years. In this type of analysis, it is common
to evaluate multiple development scenarios. These sce-
narios can include variations in absorption schedules,
comparison of alternative land-use plans, or comparison
of alternative development patterns. Table 1.2 provides
an example of annual scenario projections for number
of new residential units by type and projected increase
in square footage of nonresidential land uses.

TABLE 1.2. PROJECTED RESIDENTIAL AND NONRESIDENTIAL GROWTH SCENARIO, 2006-2015, OKLAHOMA CITY, OKLAHOMA

(in dwelling units and square footage)

Residential Land Uses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 TOTAL
Rural Single Family oM oo o0 o o101
Duplex 2 2 2 22 BB BB B8
Multifamily ... 25 .2 2 s o o0 o0
Single Family ... 2424 e o a1 s IS 1
Total Units 475 475 475 475 475 354 354 354 354 354 645

Nonresidential Land Uses

Retail 54,866 54,886 54,886 54,886 54,886
Industrial 188,179 188,179 188,179 188,179 188,179
Office 5,227 5227 5227 5227 5227
Institutional 61,855 61,855 61,855 61,855 61,855
Total Square Footage 310,147 310,147 310,147 310,147 310,147

270,508 270,508 270,508 270,508 270,508 2,903,275

Source: TischlerBise, City of Oklahoma City, and BWR
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HOW DOES A FISCAL IMPACT ANALYSIS DIFFER FROM AN
ECONOMIC IMPACT ANALYSIS?

It is important to distinguish a fiscal impact analysis
from an economic impact analysis. Whereas an FIA
projects the cash flow to the public sector, an economic
impact analysis focuses on the cash flow to the private
sector, measured in income, jobs, output, indirect im-
pacts, and so on.

The terms “economic impact” and “fiscal impact” are
often misused, particularly in public meetings of bodies
such as town or city councils, county commissions, and
planning commissions. In meetings where development
proposals are considered, representatives of the building
community frequently present studies on behalf of their
developments asserting that the projects in question pay
for themselves. Many of these studies are economic im-
pact studies and not fiscal impact studies, though some-
times they are a combination of both. It is important for
planners and elected or appointed officials to understand
the difference, because project impacts on the public sec-
tor can be very different than those on the local, regional,
or state economy as a whole. Much of the positive cash
flow demonstrated in an economic impact analysis does
not make its way into local government coffers, and the
economic impact analysis does not take into consideration
the costs of services that the local government will need
to provide for the new development.

For example, consider a mixed use project consist-
ing of 5,000 residential units, 250,000 square feet of
retail space, and 150,000 square feet of office space. An
economic analysis will typically evaluate the following
impacts:

Direct Spending. This represents dollars spent within
the local economy by residents of the development
as well as expenditures for goods and services by the
nonresidential users.

Construction Phase Spending. This represents the
wages, salaries, and purchases of construction materials
during the construction of the project.

Indirect Effects. These consist of the “respending” of
the direct expenditures. Indirect spending arises from
the need of one industry to purchase goods or services
from other industries to produce its output. For example,
when residents purchase food at a local restaurant, the
restaurant must purchase goods from producers and
manufacturers in order to maintain inventory levels. To
the extent that this respending occurs in a community’s
economy, the initial dollars spent with the restaurant have
secondary effects on the local economy. In this example,
indirect impacts occur in various industries including:

e The wholesale industry, as purchases of food and
merchandise products are made;

e The transportation industry, as the products are
shipped from purchaser to buyer; and

e The manufacturing industry, as products used to
service the restaurant are produced.

Induced Effects. These represent all of the additional
economic benefits that are driven by the local spend-
ing of household income. The increased activity in the
construction sector will boost incomes for construction
workers. Some of this income will be spent locally on
retail trade, health care, entertainment, housing, and so
on. As firms in these industries see a boost to their sales,
the employees of these firms will also see additional
income that can be spent locally.

Income. Income consists of wages and salaries, other
labor income, proprietor’s income, rental income, per-
sonal dividend income, personal interest income, and
transfer payments, less personal contributions for social
insurance. The greatest source of personal income comes
from salary and wages, which vary by industry.

Jobs. An analysis will estimate the number of direct
and secondary full- and part-time jobs that are sup-
ported as a result of direct spending activity related to
the development project. An example of the number of
jobs generated from different land-use types is shown
in Table 1.3. Direct and indirect, or “spinoff,” employ-
ment is shown.

Although the economic benefits associated with a
development proposal are an important consideration
for a community, it is crucial to understand how the
development proposal will affect a local government’s
bottom line.

Many economic impact studies focus on job creation,
sales tax revenue generated, and the income resulting
from the development project. These studies rarely ac-
knowledge that job increases within a community lead
to an increased need for nonresidential services and
facilities, which will be paid for by the local government.
In addition, the costs to serve places of employment can
vary by the type of nonresidential activity. For example,
it is typically more expensive to provide government
services for retail development than to do so for office
or industrial development. This is due to factors such
as vehicle trip generation, number of public safety calls,
and others. These costs are typically not addressed in
an economic impact analysis.

Depending on a local government’s revenue struc-
ture (discussed in the next section), the amount of sales
tax or income generated from a development project
may or may not result in direct revenue to the munici-
pality. In evaluating sales tax and income-generation
numbers, it is important to understand how revenues
generated by economic activity filter down to the lo-
cal government’s general fund. For example, unless a
local government receives sales tax based on point of
sale, the amount of sales tax generated by a develop-
ment project is irrelevant from a fiscal perspective, as
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TABLE 1.3. DIRECT AND SPINOFF EMPLOYMENT PER 1,000 SQUARE FEET, SARASOTA COUNTY, FLORIDA

Operating Phase Impacts

Direct Direct
Employment Employment

(per 1,000 (per 1,000 Total
Nonresidential Category Prototype square feet) square feet) Employment
Agriculture (1) TaylorRanch .. 174 ... 023 ... 197 .
Electronics Equipment, Except Computers Teleflex, Inc. . 338 ... 334 .. 672 .
Instruments/Related Products Environmental Products USA | 165 0.74 ... 239 .
Construction e McIntyre, Doherty, Elwell 952 .. 344 ... 12.96
Finance, Insurance, and Real Estate World Savings & Loan 147 147 294
Insurance Carriers, Agents, Brokers, and Services  FCCI Mutual Insurance. - 435 294 ... 729 ..
Eating/Drinking Places . DonPablo’s . 699 .18 857 ..
OtherRetail Trade ... Glengarry Shops ... 179 056 ... 235 .
SOTVICeS e, One-digit SIC category . 300 ... 077 . 3.77 ...
ot e HamptonInn = ... 067 ... 022 .. 0.89 .
Business Services Arthur Andersen Technology 565 083 ... 648
HealthServices e, Doctor’s Hospital 406 ... 092 ... 498
Legal, Engineering, Management, and
Miscellaneous Services . Wilson Miller Bartow Peek = 432 165 ... 597 .
Educational Services Out-of-Door Academy 0.38 0.01 0.39

Source: TischlerBise and Sarasota County

(1) Results are per 1,000 acres.

the general fund receives no direct benefit. However,
in certain states (e.g., Florida) sales tax revenue goes
to the state, with a portion redistributed to local gov-
ernments under a formula that is heavily weighted
toward population. Therefore, some portion of the
sales tax that goes to local government from a devel-
opment project should go to the jurisdiction in which
the project is located.

A similar situation exists with the income generated
from a development project. Unless a local government
receives income tax by place of employment (e.g., Ohio)

or by place of residence (e.g., Maryland), the amount
of income generated does not have a direct impact on a
jurisdiction’s general fund revenue base. Table 1.4 shows
an example from Lincoln, Nebraska, of income gener-
ated from a development project. In this example, the
amount of salaries and wages generated by this project
is more of a concern to the State of Nebraska, which
collects income tax. Local governments in Nebraska
do not receive income tax, so the City of Lincoln does
not receive direct revenue from the salaries and wages
generated by this project.

TABLE 1.4. INCOME GENERATED FROM PROJECT DEVELOPMENT IN LINCOLN, NEBRASKA

Gross Salaries  Average Annual  Person-Years

Allocation Gonstruction Costs and Wages ($) Wage or Salary ($) of Work
Labor for All Project Elements

Hard Construction 127,928,465 34,910 3,664.50

Soft Construction 79,955,291 64,717 1,235.50

Total Labor Expenditures 207,883,756 4,900.00
Materials

Hard Construction 143,919,523

Soft Costs 5,330,353

Total Material Expenditures 149,249,876

69,294,585

Overhead and Profit

Source: Robert Pass & Associates; Leib Advisors, LLC

34
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FISCAL IMPACT ANALYSIS VERSUS BUDGET FORECASTING
How is a fiscal impact analysis different from what a
budget or finance department does as part of its long-
term financial planning or annual budgeting process?
First, local government budgets are fiscally constrained.
That is, most local government budget and finance
personnel look to past trends in order to project rev-
enue going forward. As a result, operating and capital
expenditures are constrained by the amount of revenue
available. A fiscal impact analysis does just the opposite.
It projects operating and capital costs without consid-
eration of whether revenue is sufficient. The analysis
then compares the revenue to costs to determine the
fiscal impact.

Operating and capital costs are projected differently
in a fiscal impact analysis as compared to a budgeting
process or long-term financial planning. In an FIA, op-
erating and capital costs are typically projected based on
maintaining the jurisdiction’s current levels of service for
all facilities and services. This is an important assump-
tion, as most local governments are not maintaining
current levels of service across the board. Most local
governments walk an annual budget tightrope, requir-
ing a substantial amount of compromise in order to bal-
ance the budget. In some cases, levels of service in one
program area are reduced in order to increase levels of
service in another. Another common way in which local
governments compromise is by delaying growth-related
capital facility projects or deferring capital maintenance
items (e.g., street resurfacing).

Many fiscal analyses use adopted levels of service for
projecting operating and capital costs. For example, the
analysis may project additional park needs based on a
parks master plan that contains an adopted level-of-
service goal of 1.5 acres per 1,000 persons. However, the
jurisdiction is currently providing a level of service of
0.09 acres per 1,000 persons. Assuming the adopted level

of service in this case will drastically distort the results
of the analysis because it unfairly assesses higher costs
to new growth than what is currently being provided
to existing residents. More important, it ignores the
substantial cost for bringing the existing development
base up to this adopted, or desired, level of service.
Properly assessing operating and capital costs requires
considerable care.

CONCLUSION

Fiscal impact analysis has evolved over time, both in the
scope of the evaluations and the level of sophistication.
Although FIA is not employed as widely as other types
of impact analysis (e.g., traffic, environmental, or eco-
nomic), recent research has shown an increasing num-
ber of local governments are utilizing it as part of the
analysis of development proposals and analyses related
to sustainability. Certainly, it offers new perspectives
on how planners throughout the country can address
planning issues in a broader and more substantial way,
through an integrated approach that encompasses land-
supply analysis, economics, and fiscal issues. But while
a fiscal impact analysis is an important tool in making
planning decisions, fiscal impact analyses should not be
used in isolation from other kinds of analysis.

ENDNOTES
1. Tax increment financing is a public financing tool that uses future
tax revenue increases (theoretically resulting from development
within a district) to fund current development improvements to
that district.

2. Impact fees are charged to new development by public entities
to cover public-sector infrastructure expenses that are expected
to be caused by the new development. Linkage fees are similar to
impact fees in that they charge new development for additional
expenses expected to be borne by the public sector, but the types of
costs they cover are specific to social needs, such as environmental
or affordable housing programs.
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CHAPTER 2

Fiscal Impact Analysis as a
Decision-Making Tool

The overwhelming majority of fiscal impact analyses prepared in
this country are prepared for development-related projects. Most
are prepared on behalf of a developer. Fiscal impact analysis oc-
curs on a very limited level in local government decision making.
When local governments undertake fiscal impact analyses, the focus
tends to be on land-use-related issues and the evaluation of specific
development projects. Recent research reveals that planners” use
of fiscal impact analysis as an analytical and decision-making tool
is growing (Edwards and Huddleston 2010). However, depending
on the planning issue under consideration, the sophistication of the
analysis ranges from quick-and-dirty, back-of-the-envelope analysis
to extensive, in-depth, and in many instances expensive case studies
(Edwards and Huddleston 2010). At the same time, the expectations
that local officials and the general public have for precise fiscal

analysis are beginning to grow as well.
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10  Fiscal Impact Analysis: Methodologies for Planners

Although this PAS Report focuses on using fiscal
impact analysis in short- and long-range land-use policy
planning, an FIA also lends itself to other planning-
related and finance and budget applications, which this
chapter will discuss.

PLANNING APPLICATIONS
The six applications below indicate how fiscal analysis
can be an effective policy tool for long-range planning.

Land-Use Policies and Development Patterns

Fiscal impact analysis is one of many tools that can be
used by planners to make informed decisions about
changes in land uses and amendments to land-use
regulations and policies. The emergence of smart growth
and sustainability has led many communities to ask
more questions about the relationship between local
budgets and land-use policies. For example, should a
jurisdiction encourage higher-density land use or allow
an overlay district in a certain subarea? Are there fiscal
benefits associated with development that incorporates
traditional neighborhood design? Do current land-use
policies make sense? If costs, as well as other factors,
are to be considered, then a fiscal impact evaluation will
help in the decision-making process.

Land-use requirements and regulations, including
zoning, can be viewed from many different perspectives.
Fiscal impact analyses help local officials translate land-use
changes into service costs, revenues, and net cash flow to
the public sector. They can explain how the delivery or cost
of services and facilities will be affected by new develop-
ment. Will new roads be needed? How many new parks?

Over the past several decades, there have been numer-
ous studies analyzing the costs of development, especially
comparing and contrasting alternative development
patterns. The majority of these studies examine whether
low-density, auto-dependent growth patterns (sprawl)
are more costly than development patterns incorporating
smart growth principles. Development reflecting smart
growth principles usually has higher densities, contains
a mix of land uses, is pedestrian friendly, and strives for
an efficient use of land resources by taking advantage of
existing infrastructure and service capacity. Studies vary
in terms of the definitions of sprawl, methodologies, and
findings, but most of them do conclude that costs are gen-
erally higher with sprawl-type development than with
compact development or smart growth. The Real Estate
Research Corporation’s The Costs of Sprawl (1974), noted
in Chapter 1, is widely cited as a seminal piece of work
in its isolation of density and location as key variables in
the cost of development.

Other studies addressing the cost of different land-use
patterns include The Cost of Sprawl—Revisited (Burchell et
al. 1998) and The Cost of Alternative Development Patterns:
A Review of the Literature (Frank 1989), among others. For
the most part, the literature concludes that sprawl is more

costly than compact development, and that the greatest
cost savings for compact development or smart growth
occur in the category of capital facility costs. Moderate
savings occur for operations and maintenance. There are
several other findings from a review of the literature that
are worth noting.

® Uncontrolled growth leads to greater costs for land
consumption and physical infrastructure and creates
fiscal costs that exceed revenue. There are also more
personal travel costs due to the auto-dependence of
sprawl development (Burchell et al. 2002).

® The cost to provide public infrastructure and services
for a specific population in new sprawling develop-
ment is higher than to service that same population in
a smart growth or infill development (Coyne 2003).

¢ Daily vehicle-miles traveled per capita and average
vehicle ownership were found to be higher in sprawl
areas.

e Sprawl is associated with greater water and energy
usage as compared to compact development.

The studies referenced above were generally prepared
by academics and typically evaluated the cost of alter-
native development patterns by analyzing existing de-
velopments. They also focused largely on capital costs.
Many local and regional governments have conducted
their own fiscal impact studies that evaluate alternative
development patterns. One example is the Metropoli-
tan Council, the regional planning agency serving the
Minneapolis-St. Paul seven-county metropolitan area.
The council adopted a Regional Growth Strategy in 1996
based, at least partially, on the premise that more com-
pact development would save both local governments
and the region money.

The council calculated rough estimates of regional
and local infrastructure costs for two growth scenarios:
current trends and compact development. Cities were to
play a major role in implementing this growth strategy,
and it was assumed that they would want to grow more
compactly because of the cost savings. But the council did
not have a complete picture of local costs associated with
compact development. Since the impact of development
and redevelopment on municipal finances can play an
important role in a community’s decisions about how it
should grow, the Metropolitan Council hired a private
consultant to conduct a first-of-its-kind regional fiscal
impact study, which represented a major step in clarifying
the relationship between growth and its costs.

The study was a systematic examination of the lo-
cal revenues and costs associated with two different
development patterns for eight cities in the Twin Cities
metropolitan area, measuring local fiscal impacts of these
patterns over a 20-year period. The results allowed the
council to compare the fiscal impacts associated with new
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development in the suburban areas to the fiscal impacts
of redevelopment and reinvestment in the central cities
and fully developed communities. The cities selected for
the study represented four stages of development: central
cities (Minneapolis and St. Paul), fully developed suburbs
(Richfield and Roseville), mostly developed suburbs
(Coon Rapids and Apple Valley), and the suburban edge
(Cottage Grove and Shakopee).

The study examined “marginal costs”—that is, ex-
penditures necessary to build new facilities and provide
additional services to accommodate growth beyond
existing municipal capacities. This approach reflects
variations in the timing of development and its geo-
graphic location. As noted, the net fiscal benefits were
compared under two scenarios. One scenario assumed
that growth would occur in spread-out patterns similar
to current trends. The other projected a more compact
pattern and higher-density development. Both scenarios
assumed that each community would achieve afford-
able housing goals set under the Metropolitan Council’s
Livable Communities Program.

A number of common themes across communities
emerged from the study:

® Compact development is less costly to provide with
municipal infrastructure, such as streets, sewers, and
water lines, than spread-out development. Infrastruc-
ture costs decline as the number of housing units per
acre goes up—ranging between $10,000 and $12,000
for 2.5 units per acre to between $4,000 and $5,000 for
8 or 9 units per acre. (See Figure 2.1.)

® When the tax capacity (i.e., total amount of tax revenue
that can be generated) of housing units is compared to
infrastructure costs, compact development generates
greater tax capacity for the dollars invested. Tax capac-
ity per housing unit goes down as density goes up,
primarily because development moves from single-
family to town houses, which are of lesser value. But
more such units can be accommodated on the same
amount of land, producing greater total tax capacity
as the number of units per acre increases. The present
value of tax capacity represents the 20-year value of
tax revenues generated by the property.

e Affordable housing is not a fiscal drain on the overall
community.

® The existing system of paying for infrastructure costs
primarily through enterprise funds passes those costs
to consumers in the form of higher home prices.

® Tax increment financing (TIF) works best for mature
communities because the marginal cost to accommo-
date growth is small.

e Fewer miles of very congested peak-hour travel and
more miles of less congested peak-hour travel are
more likely under compact development than under
the current-trends scenario.

® Under compact development, transit trips are expect-
ed to make up a growing share of total person-trips
by 2020.

FIGURE 2.1. INFRASTRUCTURE COSTS PER UNIT VS. DENSITY
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e A compact-development scenario produces much
less runoff pollution than the current-trends scenario
because it would create only half the area of impervi-
ous surfaces.

® The mismatch between housing and job locations are
mitigated in a compact mixed use-development sce-
nario by job gains in urban areas and improvements
to transit access.

Demographic and Economic Changes

Many elected and appointed local government officials
can tell interested parties how they think their commu-
nity will look in 10 or 20 years in terms of population,
housing, and employment. But very few can say what
the fiscal impact will be—whether service levels will
remain the same or deteriorate under pressure from a
growing population. What happens if the current resi-
dential base ages in place? Or what if there is substantial
housing turnover? Either scenario has implications for
a community in terms of the number of schoolchildren
generated as well as age demographics, which can
influence the demands on social services and on recre-
ation services and facilities. Similarly, understanding
alternative development scenarios helps local officials
explain the financial pros and cons for the community
of maintaining or changing the demographic and eco-
nomic status quo.

Economic Development Incentives

State and local competition for business expansions
and new plants has grown fierce in recent years. Both
state and local governments are offering businesses
a wider variety of incentives—not only property tax
abatements but also wage subsidies, worker training,
new roads, and land. Incentive packages are getting
larger. For example, Volkswagen was the recipient of a
$577 million state, federal, and local incentive package
to locate an assembly plant in Chattanooga, Tennessee.
This included $106 million in state tax credits based on
jobs created, as well as nearly $169 million in infrastruc-
ture to ready the site and build roads to it. The plant is
expected to generate 2,000 direct jobs and 9,500 indirect,
or support, jobs (WKRN 2008). When the state and local
contributions totaling $275 million are weighed against
the 11,500 direct and indirect jobs created, the incen-
tive cost per job is $23,913. State officials estimate that
$55 million in tax revenue will be generated annually
because of this investment.

The use of these incentives to attract economic devel-
opment projects can result in significant financial risk for
local governments. A local government can mitigate this
risk considerably by incorporating fiscal impact analysis
into the decision-making process; the analysis will assess
whether the fiscal benefits outweigh the public service
and facility costs.

Economic assessments prepared in conjunction
with economic development projects are helpful in
documenting the increase in local government revenue.
But what are the costs that the local government will
incur? When a new business locates in a community,
it will create an influx of new workers who will gener-
ate increased vehicle-trips on the road network and
require greater capacity in the water and sewer system.
Depending on the number of worker-residents, there
will be additional numbers of schoolchildren generated,
housing constructed, and park facilities and libraries
needed. An economic analysis will not capture these
local government service and facilities costs. Therefore,
it is critical that local government officials and decision
makers understand the fiscal implications as well as the
economic implications of these choices.

Rezonings and Specific Development Projects

Rezonings that result in large development projects
almost always place additional burdens on existing
infrastructure such as parks, libraries, and main arte-
rial roads. They also create additional service costs for
police, fire protection, and building inspections. This
burden is felt particularly on the front end, before the
development begins contributing to the community’s
tax base. Some developments may also require special-
ized services, such as schools or specialized public-
safety services, which increase costs. Fiscal analysis
can be helpful in local government-developer nego-
tiations for rezoning and specific development project
applications. If a well-designed and supportable fiscal
analysis indicates local government investment will be
required, the local government is in a strong position to
negotiate with the applicant to help pay for front-end
infrastructure costs.

The first step in evaluating a rezoning request or an
application for a large development is to determine
the development’s type and magnitude. Will the
project result in mixed use development or will it be
entirely residential? Once the development type has
been determined, the number of development units
(i.e., the number of housing units by type, the amount
of nonresidential development by type, etc.) must be
defined. The type of development will, for the most
part, determine both the revenue generated and the
required services and facilities. Gathering as much
information as possible about the expected develop-
ment will help generate more accurate projections.
Defining the amount and type of development that
will occur as a result of a rezoning can be difficult, as
oftentimes the applicant is simply requesting a change
in allowed use and will market the parcel to a prospec-
tive developer at a value that reflects its highest use.
In these cases, the local government should perform
a series of sensitivity analyses reflecting the types of
uses that could be allowed.
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Once the development potential has been defined, the
project’s expenditure and revenue characteristics can
be determined. A fiscal impact study must account for
all service costs over the analysis period. Costs should
include any expense the government would incur if the
development moved forward. Similarly, any costs that
would have occurred without the development should
not be included.

ing a specific development proposal. Understanding
the fiscal impacts associated with various absorption
schedules or scenarios can enable a community to nego-
tiate a development agreement in which risks are shared
between the local government and the developer.

The results from this type of evaluation for a residen-
tial development project in Draper, Utah, are shown in
Figures 2.2 and 2.3. Figure 2.2 depicts the annual fiscal

FIGURE 2.2. ANNUAL FISCAL IMPACT RESULTS: DEVELOPER’S SCENARIO
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Timing of Impacts

The importance of evaluating development projects
over an extended period of time on a year-by-year basis
cannot be stressed enough. Too many fiscal analyses just
indicate the cumulative impacts over the development
period, which is typically 20 to 25 years. One important
consideration for fiscal impact analysis is the timing of
any additional cost or revenue stream. While a project
may ultimately have a positive net effect on government
finances, initially it may not. Therefore, it is important
that local government decision makers understand the
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Source: TischlerBise

impact results of a 25-year analysis under the absorption
schedule proposed by the developer, which was pro-
jected for 10 years. As the figure illustrates, the project
will generate a net deficit of approximately $1.35 million
in the second year as a result of the need to construct
a fire station and police substation. After this initial
capital outlay, net surpluses are generated throughout
the remaining years.

Figure 2.3 shows the fiscal results for one of several
alternative absorption schedules that were evaluated
as part of this analysis. Draper’s exposure and risk is

FIGURE 2.3. ANNUAL FISCAL IMPACT RESULTS: ALTERNATIVE 20-YEAR SCENARIO
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cash flow between years one and 25. Often, develop-
ments take years to realize benefits, while costs are
incurred early in the project.

It is also in the local government’s best interest to
evaluate multiple scenarios. Local governments often
accept a developer’s absorption schedule at face value
without considering alternatives. It is important for a
community to understand the risks involved in approv-

Source: TischlerBise

quite different if development does not occur as the
developer anticipates. The scenario shown in Figure
2.3 assumes a 20-year absorption schedule, and only 75
percent of housing units anticipated by the developer
are constructed. Under these assumptions, the project
does not begin to generate net surpluses to the city until
year 15. As a result, existing city taxpayers will be forced
to subsidize this development project.
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Annexation

Annexation is the process by which a city extends its mu-
nicipal services, regulations, voting privileges, and tax-
ing authority to new territory. Cities annex territory for a
variety of reasons. A city’s ability to annex land from its
surrounding county can be a primary determinant of its
fiscal health, and in an age of urban sprawl proponents
argue that municipal annexation remains the nation’s
most successful urban policy (Rusk 2006). Cities also an-
nex to provide urbanizing areas with municipal services
and to exercise regulatory authority necessary to protect
public health, safety, and welfare. In addition, annexa-
tion is a means of ensuring that residents and businesses
outside a city’s corporate limits who benefit from access
to the city’s facilities and services (sometimes known
as “shadow citizens”) share the tax burden associated
with constructing and maintaining those facilities and
services. Annexation may also be used as a technique
to manage growth.

Annexation is attractive to many communities that
perceive annexations as cash cows because they focus
on the additional revenues that will accrue as a result
of annexation and do not consider the costs. Because of
the fiscal implications of annexation, the costs of provid-
ing municipal services must be estimated and weighed
against the anticipated revenues of areas proposed for
annexation. Fiscal impact analysis can ascertain the cost
of bringing the levels of service and facilities in the area
proposed for annexation up to par with the annexing
jurisdiction’s existing level of service. The services and
facilities analyzed typically include police protection,
fire protection, water service, sewage collection and
disposal, garbage disposal, street maintenance, street
lighting, storm sewers, animal control, planning, build-
ing inspection, public health protection, recreation, and
library services.

Annexation Plan-for-Services Analyses. A fiscal im-
pact analysis is critical in states (e.g., North Carolina)
that require a formal annexation service plan document-
ing how existing city levels of service will be extended
to the newly annexed area or areas. These plans are
typically required to identify the affected municipal
services and establish a schedule for extending them
to the new areas. People in an annexed area are to be
treated in all respects like other residents of the city as
soon as is reasonably possible.

The first step is to consider the cost of extending
all services provided in the city. For example, local
streets originally constructed to a rural standard may
need upgrading to meet a city’s standards. If the FIA
indicates that the full package of services exceeds the
city’s financial capability, relative priorities should be
established, and each service should be extended when
it is financially possible. Services that will require no
extensive capital outlay, such as street maintenance
and cleaning, may be provided within a short time.

Police protection is typically required immediately.
Fire protection is also typically provided as soon as
possible, either by the city or by arrangement with the
appropriate fire-protection district. In many cases, pro-
viding the desired level of fire protection may require
an additional fire station, fire truck, or other equipment
and personnel.

The FIA prepared as part of a service plan will indicate
the cash flow (annual surplus or deficit) to the city as a
result of annexation. A deficit cash flow will inform the
city of the extent to which it must subsidize the intro-
duction of a new service or improvement of an existing
service in the annexed area. Such subsidization might
be desirable or necessary if there is a serious service
deficiency requiring immediate capital expenditures. Or
it may be politically desirable for the city to assume the
cost of immediate improvements in certain services if it
is confident that over a longer period of time the costs
will prove to be a good investment.

The analysis can be expanded to look beyond the is-
sues associated with bringing the existing level of service
in annexed areas up to community standards. It can also
examine the fiscal impact of anticipated development
in the annexed area as part of the process of evaluat-
ing land-use policies. Factors that influence the fiscal
sustainability of annexations are numerous and include
the development potential on vacant land, the timing or
staging of development potential, the assessed value of
the existing development base, local and state revenue
structures, local levels of service, and the remaining
capacity of existing capital facilities.

It is important to note that preparing a fiscal impact
analysis does not mean that only areas with positive
cash flow should be annexed. There will be instances
when health, safety, environmental, or other factors will
override fiscal considerations; an area may need to be
annexed despite a negative fiscal impact. Other areas
may have negative short-term financial impacts but
may be in the long-range best financial interest of the
city. For example, many cities choose to annex areas in
order to control the type of development that occurs.
This is especially true in situations where there is a
large disparity between the densities and development
standards required by a city and those required in the
unincorporated county.

Infrastructure Planning

New development typically requires infrastructure in-
vestment. Roads, schools, water and sewer, public safety
(fire and police), general government buildings, parks,
and library systems are typical infrastructure categories.
A good fiscal analysis forecasts infrastructure needs to
meet anticipated changes in a community. Any change
inland use, population, or employment will have an im-
pact on a number of capital-intensive services required
in a community. The fiscal impact process requires that
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local officials specify the types of infrastructure pro-
vided by the community (e.g., local roads) and the level
of service to be provided (e.g., provision of sidewalks
and street lighting on all local roads). The analysis will
indicate how much new infrastructure will be required
to serve an anticipated level of new development. Costs
can then be projected for land, equipment, improve-
ments, and operating expenses for maintaining the new
infrastructure.

Itis important to consider whether existing infrastruc-
ture seems to have unused capacity in order to determine
whether it should be considered as part of the analysis.
If there is significant unused capacity, it will be available
to serve new development, reducing the need for new
infrastructure.

On the revenue side, the analysis should take into
consideration special revenues from user fees or other
sources such as impact fees, improvements to existing
infrastructure to be made by the developer, and general
fund revenues to be allocated to infrastructure develop-
ment, as appropriate. A similar type of analysis can be
done for utilities, since land-use changes can result in
changes in the demand for water and sewer service,
which may in turn affect the costs and revenues of
various distribution and treatment approaches. Changes
in water and sewer service have an effect on one-time
revenue sources, such as connection or hook-up charges,
as well as on operating revenues.

Leveraging of Public Dollars

Fiscal evaluations can help local officials who are con-
sidering how to promote economic growth decide how
to invest limited funds so as to maximize the return. For
example, different economic development strategies can
be evaluated for their impacts on land use. Land use in
turn affects services, costs, and revenues. A fiscal impact
analysis helps identify the economic development strat-
egy that makes the most fiscal sense.

FINANCE APPLICATIONS

An FIA focuses on change, generally over a 10- to 20-
year period. Although the accuracy of the projections
diminishes over time, the analysis can help to raise
budget and finance policy issues and suggest alterna-
tive approaches for addressing them. An FIA differs
from traditional local government revenue and budget
forecasting in that local government budgets are primar-
ily revenue driven. That is, the budgeted operating and
capital expenditures are “fiscally constrained” by the
amount of revenue forecasted. In other words, a local
government “backs in” to the budgeted appropriation,
tailoring spending to income.

In contrast, an FIA projects the demand for ser-
vices and facilities (usually based on current levels
of service) without regard for expected revenue. If
projected revenue does not cover projected expendi-

tures, a deficit will be incurred. Further, an FIA links
cost and revenue changes to specific land uses. For
example, if community decision makers implement a
shift in land-use policy that results in the immediate
need for public-safety capital facilities and associated
operating expenses, a simple cost projection based on
a 5 percent annual increase could potentially under-
state future public-safety costs. Ways in which fiscal
impact analysis can be applied to finance issues are
discussed below.

Capital Improvement Programming (CIP)

Individual departments seldom incorporate market
forces or land-use plans into their CIP requests. Fiscal
analysis enables a local government to forecast the need
for additional capital facilities and the most appropriate
locations for those facilities based on projected increases
in population or employment in various subareas of
the community. An FIA also clarifies the timing of
infrastructure improvements. By incorporating future
demographic and economic projections, the fiscal analy-
sis will indicate demand for capital facilities in both the
near and longer terms.

The demand generator used in the analysis, such
as population, employment, housing type, or nonresi-
dential square footage, will drive the measurement of
the need for the capital facility. Say, for instance, that
population is the demand generator. Given a projected
population increase and the existing capacity of a
neighborhood park, the analysis can show when a new
park will be needed. It can also indicate the available
and excess capacity, the construction schedule, the
additional acreage needed, and the associated operat-
ing expenses. Changing any variable generates a new
capital improvement forecast. Repeating this process
for all the facilities in a jurisdiction will give local of-
ficials a good grasp of current and future demand for
capital facilities.

Capital improvement programming can also be used
to calculate the cost and timing for replacing existing
infrastructure. An inventory of existing capital facilities
and their related future costs can be obtained by esti-
mating the remaining useful life of each facility and its
replacement or rehabilitation cost.

Revenue Forecasting

For purposes of this discussion, a revenue forecast
defines the projected change in revenues (assuming
existing rates) due to land-use or demographic changes
in the community. The revenue forecast is one of the
results of a fiscal evaluation. Specific revenues such as
building permit fees, connection fees, and other user
fees are considered, as are intergovernmental transfers
and general revenue sources such as sales taxes and
ad valorem taxes (based on the value of real estate or
personal property).
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Projected revenues are compared under different de-
velopment scenarios. For example, the projected number
of new detached houses and apartments multiplied by
their estimated market value and by their assessment
rate will result in a projection of the additional property
tax revenues from each development scenario. Non-
residential square footage will also generate additional
ad valorem taxes, so a similar analysis can be done for
that type of projected development. One-time fees can
also be important, particularly utility connection fees,
and the revenues from them will vary by alternative
and by year.

Fiscal Planning

Budget planning usually focuses on only the next budget
year, while fiscal planning focuses on change and uses
a 10- to 20-year time frame. Fiscal planning provides
local officials a long-term perspective from which to
consider plans and policies that affect costs and revenues
associated with each department and activity of the lo-
cal government. If the fiscal analysis shows deficits in
the early years of the projection period, local officials
may decide to postpone an aspect of the project (such
as an expansion) or to modify an assumption (such as
a land-use policy that is projected to be too costly). On
the other hand, if the fiscal analysis shows a deficit situ-
ation in the later years of the analysis, local officials may
increase their annual investment in reserves to escrow
funds that will be needed in the future, plan to expand
revenue sources, or begin thinking about how changes
in land-use policies could mitigate the anticipated fis-
cal problems.

Budget Projections

Since fiscal impact analysis can project the demand for
departments’ services, it is helpful in preparing and
evaluating departmental budget requests. For example,
an increase in the intensity of land use will generate a
higher level of demand for police services. The fiscal
analysis offers a budget projection for the police de-
partment that is based on land-use changes assuming
specified service levels over the forecast period. Local
officials can look at this information for alternative levels
of service and project how those alternatives will affect
the budget.

Level-of-Service Changes

A growing number of local governments are finding
it useful to focus policy discussions on the basic levels
of public services that citizens want and are willing
to pay for. The increasing use of impact fees and user
fees also makes it important to clearly identify a level-
of-service standard so that appropriate fees can be set
and collected.

One of the main variables used in fiscal impact
analysis is the level of service. What are the costs of
providing different levels of service? Existing levels of
service provide a baseline for reviewing community
level-of-service goals in light of fiscal constraints. Once
the current level of service is determined for each ac-
tivity, the costs of new development can be evaluated
easily. If a recreation department’s level of service is
determined to be one neighborhood park per 10,000
persons, then projected population growth can be tied
to estimated costs for purchasing parkland and equip-
ment, for making necessary improvements to facilities,
and for annual operating expenses.

Some communities may want levels of service that
are nearly impossible to achieve because they are not
able to raise enough revenue to provide them. Other
communities may be experiencing pressure for higher
levels of service from newer residents who have re-
located from larger communities. Another important
consideration is the impact of “shadow citizens” on
city or town levels of service. As noted above, shadow
citizens are those located in the unincorporated county
on the fringes of a city or town who use the municipality
as their primary service provider. In other words, they
take advantage of municipal parks, community centers,
recreation programs, and so on, but they pay no direct
taxes to fund these services. A fiscal impact analysis can
provide useful background information for addressing
all of the above issues.

Fiscal impact analysis also can help determine
realistic levels for assessments against new develop-
ment. By law, new development cannot be charged for
facilities that will provide a higher level of service than
already exists in a community; it may be charged only
its proportionate share of the cost at existing service
levels. Furthermore, user fees and other impact fees
collected from new development cannot be used to
upgrade facilities that serve existing development.
Fiscal impact analysis can quantify existing levels of
service and project the costs of servicing new devel-
opment at those levels. Furthermore, it can be used
to estimate the fiscal consequences of level-of-service
improvement (e.g., adding teachers and lowering class
size, widening a thoroughfare).

Cost and Revenue Changes

Computer models for fiscal impact analyses make it easy
for an FIA analyst to explore and test various cost and
revenue assumptions. Such work will inform policy and
purchasing decisions. Police cars, utility plant additions,
salaries, and fringe benefits are just some of the items
that can be reviewed for their financial impact at various
rates. In a similar fashion, revenue rates and sources can
be modified using various assumptions.
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CHAPTER 3

Strategies for Successful
Fiscal Impact Analysis

Planners have many opportunities in the planning process and in
their day-to-day work to influence the fiscal sustainability of their
community. Whether reviewing an application for a large, mixed
use development project or preparing a future land-use plan, plan-
ners should consider how proposed changes in land use and new

development projects affect their communities” bottom lines.
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There are many possible approaches to conducting a
fiscal impact analysis and planning a revenue strategy
based on its findings. This chapter highlights six impor-
tant steps in the process. These strategies should also be
communicated to those who may not be as familiar with
the planning and community development process.

ASSIGN OVERALL AUTHORITY TO ONE DEPARTMENT

It is important to give one department overall respon-
sibility for the fiscal impact analysis. The department
in charge will need support from the manager or chief
administrative officer in order to gain sufficient coopera-
tion from other departments.

The three departments most likely to manage a fiscal
impact analysis are planning, finance or budget, and the
chief administrator’s office. The planning department is
the most common choice because most planning depart-
ments develop and regularly update forecasts of land
uses, and planners are familiar with many of the data
sources used in completing fiscal impact analyses.

But even though planning departments are usually
well-versed in long-range planning, they are not always
staffed with people who are familiar with fiscal impact
analysis. Because of the analytical skills of its staff, the
finance or budget department can be of particular use
in the process as well, as it deals with revenues and
expenses and usually forecasts the local government’s
short- to mid-term revenue.

Itis also helpful to have the county or city manager’s
office involved. This office is able to coordinate a team
of staff from different departments, or it may have its
own staff of analysts. A number of the findings gener-
ated by fiscal impact studies are of value to the jurisdic-
tion’s management staff. Also, this office may be more
efficient in gaining cooperation from other departments
in gathering the necessary information about service
levels, costs, and revenues.

Regardless of which department has the respon-
sibility for pulling together the analysis, it will need
the cooperation of the entire local government. Other
departments will need to provide information about
current levels of service and current cost and revenue
factors, usually in one or two interviews taking a few
hours in total. Most departments will cooperate readily,
provided that the purpose of the project is explained
to them in advance and they are encouraged to help
develop appropriate estimators.

Elected officials and appointed committees may be
involved in reviewing and acting on the results of the fis-
cal impact analysis. It is important that these officials be
involved in early discussions of the process the local gov-
ernment will follow, the alternative scenarios that will be
evaluated, and preliminary results of the analysis (after staff
review). The staff can draft a proposed set of recommenda-
tions to submit to elected officials to ensure that the fiscal
impact analysis is used effectively in policy making.

IDENTIFY TASKS TO BE COMPLETED

Identifying Alternative Scenarios

Before much work can be conducted, the analyst must
identify the alternatives to be evaluated. In most cases,
the alternative land uses or development scenarios will
be defined by changes in population, employment,
housing units, or nonresidential square footage. When
reviewing a specific development proposal, a scenario
may be provided by the developer. However, as dis-
cussed in Chapter 2, the planning staff should insist on
reviewing alternative scenarios. A written description
of the assumptions regarding the scenarios will explain
the basis for the alternatives. Different levels of service
can also be chosen as alternatives. Again, the assump-
tions underlying the choice of service levels should be
explained.

Defining the Level of Service

The second task is usually defining the level of service.
In most cases, this is the explicit or implicit level of
service currently being provided. An example from a
fiscal impact analysis prepared for Anchorage, Alaska,
as part of its comprehensive plan indicates that the
municipality owns 841.75 acres of community parkland.
Table 3.1 indicates the existing level of service in terms
of community parkland per capita for the entire mu-
nicipality, as well as for each of the five fiscal analysis
zones within it. When community parkland is assessed
relative to the estimated population of the region as a
whole (216,500), we see that there are 0.0038 acres of
community parkland per capita.

TABLE 3.1. COMMUNITY PARK EXISTING LEVELS OF SERVICE
BY FISCAL ANALYSIS ZONE, ANCHORAGE, ALASKA

FAZ Acres Population  Level of Service

Northwest 7394 . 47800 . 0.0015 acres per capita
Northeast 30481 72200 0.0042 acres per capita
Central . 7000 .. 38600  0.0018 acres per capita
Southwest  373.00 36000 0.0104 acres per capita
Southeast 2000 21,900 0.0009 acres per capita
Total 841.75 216,500 0.0038 acres per capita

Source: TischlerBise

Collecting Local Cost and Revenue Factors

Once the level of service is defined, the cost and revenue
factors pertaining to that particular service must be col-
lected. For a community park, some of the capital costs
are the cost of the land, the cost of the equipment, and
the cost of other improvements. Operating expenses in-
clude maintenance, staff costs, and personnel for specific
programs. The revenues include any specific revenues
accruing to parks and recreation from this park, such
as program revenues and user fees.
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Preparing Clear Explanations of the Factors
Plans for the collection and use of the quantitative
information should be written in narrative form so that
they can be easily understood by the average person. Such a
narrative will help staff understand the input data and will
help elected officials explain the study to constituents.
Table 3.2 shows an example from the assumptions
prepared as part of a fiscal impact analysis for the City of
Champaign, Illinois. The table shows operating expenses
and staffing for the Traffic and Lighting Division of the
city’s Public Works Department. We see that nonsalary
operating expenses are projected to increase with addi-
tional vehicle trips. In terms of staffing, three of the four
position types are considered variable, or growth-related,
expenditures. These positions are also projected to increase
with the number of vehicle trips on the city’s transporta-
tion network. As trips are added to the transportation
network, the Traffic and Lighting Division will be required
to provide a greater capacity for maintenance of the city’s
signs, signals, and lighting.

Calculating Results

Applying the relevant numbers for each scenario against
the level of service and cost and revenue factors for each
department will yield the fiscal results. The more simplistic
approaches use average costs; the marginal-cost approach
may be more helpful if there are existing capital facility
capacities not being used or differences in services among
geographic subareas. (See Chapter 4.) For example, using
a marginal-cost approach, one can calculate the annual
available and excess capacity for capital facilities and re-
flect construction lag time as well as associated operating
expenses regardless of capacity that occur once the facility
opens.

Table 3.3 shows the assumptions for community parks
developed as part of a fiscal impact analysis for Oklahoma
City, Oklahoma. The table indicates the inventory of com-
munity parks (538), the citywide level of service (0.0010
acres per capita), the number of demand units served per
community park (19,788 persons), the prototype community
park size (20 acres), and the cost to purchase the 20-acre

TABLE 3.2. BASE YEAR BUDGET AND FACTOR PROJECTION METHODOLOGY INPUTS, CHAMPAIGN, ILLINOIS

Traffic and Lighting

Level-of-Service

FY 2009 Budget  Project Using Demand Unit Projection Annual Standard $ per
Expenditure Name Amount ($) Which Demand Base? Multiplier Methodology Change (+/-)  Demand Unit
Personnel Services .. 729339 .. SeeBelow . .......L00 Constant . O 000 .
Commodities ... 129,930 ... Vehicle Trips .10 Constant . O 048 .
Contractual Services 464040 Vehicle Trips .10 .. Constant . O kB
Capital Outlays oo, 88,000 .. Vehicle Trips .10 .. Constant . O 033 ...
Transfers e O Bixed e 200 Constant . O 000 .
TOTAL 1,411,309
|
Traffic and Lighting Staffing Input Estimated
Current Demand % Estimate Remaining Service

FY 2009 Project Using Units Served of Available  Capacity/Initial Capacity
Category FTE Positions Which Demand Base? per Position Capacity Hire Threshold  per Position
Traffic and Lighting Supervisor - 0. Fixed 0 O O 0.
Electrical Technician 40 . Citywide Vehicle Trips 67173 ... 50 33,587 . 60,456
Traffic and Lighting Technician O Citywide Vehicle Trips 268693 ... 20 53,739 ... 161,216
Sign Maintenance Worker 11 3.0 Citywide Vehicle Trips 89,564 50 44,782 78,369

Salaries

(%) Inflation Level-of-
Average Salary/ Benefits Adjustment  Service Standard
Category Staff Member ($) Multiplier (%)  (+/- Base) Total Cost ($)
Traffic and Lighting Supervisor ' 73725 . AT, 0 e, 100003 e,
Electrical Technician 49889 . 37 ] O e BB e,
Traffic and Lighting Technician 53955 AT, 0 DL e
Sign Maintenance Worker II 46,717 37 0 64,002

Source: TischlerBise
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TABLE 3.3. CAPITAL FACILITIES STANDARDS AND COSTS, OKLAHOMA CITY, OKLAHOMA

Citywide Level
of Service by
Facility Type Base Year Inventory Need for Facility Based on: Capital Facility
Community Parks  Acres 538  Park Population 0.0010
Capacity Factors:

Useful Facility Life:
Lag/Lead Time:

Funding Method:
Percent Bonded: 100

New Facility (years) 30

Funding to
Delivery (years): 0

Prototype Facility Size (acres): 20

Estimate of Available Facility Capacity: 30%
Remaining Capacity/

Initial Construction

Threshold (acres): 6

park ($1,000,000). Table 3.3 also contains assumptions
related to capacity and funding. For example, it is es-
timated that there is available capacity of 30 percent
in the park system. Based on this assumption, the city
can absorb demand for an additional 6 acres before a
new 20-acre park is constructed. It is further assumed
that the new park will have a useful life of 30 years
and will be funded entirely by debt financing.

Analyzing Findings

After comparing the results for each alternative, the
local government might want to do some sensitivity
analysis (“what if”) to evaluate the implications of
changes in different factors.

Presenting Report Findings

A clear, concise fiscal impact report should be pre-
pared, explaining the annual as well as the cumulative
fiscal results and the reasons for them. An executive
summary is desirable. A presentation of the major
findings to department personnel and elected officials
gives them an opportunity to ask questions about the
process. If people do not understand the process and
product, they are less likely to use the results to guide

policy.

Evaluating Revenue Strategies
Assuming that the fiscal impact analysis reveals fiscal
problems, the next step is to identify strategies to raise
revenues. The fiscal analysis should also evaluate how
anticipated changes will affect revenue sources, and it will
be the analyst’s job to investigate new revenue sources.
Revenue sources include user fees specific to a public
service (such as park fees), general revenues, and one-
time fees. Major general revenues include property tax,
sales tax, and intergovernmental revenues. To calculate
increases in property tax revenues due to new develop-
ment, the assessment value is applied to new develop-
ment or to any expected increase in market value, not to
the average assessed value, which includes the value of
older development. Homestead and other exemptions

should also be considered. Sales tax revenues, which
can be an important general revenue source, are usu-
ally projected using population or retail space or both.
Intergovernmental transfers frequently are dependent
on changes in the jurisdiction vis-a-vis other jurisdic-
tions in the state.

One-time fees can be important in a jurisdiction’s
revenue picture. For example, transfer taxes and various
permit fees can be among the largest revenue sources.
Various types of exactions, such as impact fees, may
also be significant in some jurisdictions. (Impact fees
do not reflect operating expenses.) Of course, these
one-time fees are most susceptible to changes in the
rate of development.

SUBSEQUENT STRATEGIES

Determine Whether to Hire a Consultant

Whether a consultant is involved in the FIA process,
and in what capacity, is dependent on the local gov-
ernment’s time frame, cost, personnel resources, ap-
proach, alternatives, and politics. A consultant can
provide expertise that does not exist on staff and can
offer impartiality. Fiscal impact evaluations can be
controversial since they deal with land-use policies
and tax rates. If a local staff conducts the analysis, it
may be accused of bias in favor of or in opposition to
vested interests. Communities that use marginal-cost
approaches may find the help of an outside expert valu-
able, because these approaches work best when those
obtaining the data on local service levels and local costs
and revenues have a good knowledge of fiscal impact
analysis procedures. It may be more cost-effective and
less time-consuming to use a consultant in such cases.
Communities using average-cost approaches with per
capita multipliers may find it easy to have local staff
handle the work; the analysis is straightforward and
comes from compiled sources.

Use Local Data

Every community is unique. The general location of the
jurisdiction and its boundaries, road network, demo-
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Current Demand Current (%) Inflation
Units Served Cost/Unit Adjustment
per Facility ($000s) (+/-)
19,788 1,000 0

Fiscal analysis focuses on the demands for services and the
resulting costs and revenue needs beyond a one-year period,
showing decision makers whether there are sufficient revenues
from existing sources.

Source: TischlerBise

graphic characteristics, housing types, nonresidential
activity, fiscal situation, and political philosophy are
some of the factors that will influence levels of service
and cost and revenue factors. Since these conditions
can vary widely from community to community, it is
crucial that analysts use local data, rather than regional
or national averages.

Make All Assumptions Explicit

Once the analysis is completed, a concise report should
be prepared that includes an executive summary.
The report should make all assumptions explicit and
describe how alternatives were chosen. The levels of
service and cost and revenue factors should be clearly
defined. The report should discuss the major findings
of the capital improvements forecast, the major impacts
on the departments, the annual and cumulative fiscal
impacts, and the major conclusions in terms of land
use or other policies.

Develop a Revenue Strategy

With the completion of the fiscal impact analysis, the
user will know the surplus or deficit forecasted for
each alternative on an annual basis. The next step is
to develop a revenue strategy that recommends ways
to fund alternative growth scenarios. The revenue

strategy is then presented to the decision makers for
further refinement.

Fiscal analysis allows decision makers to address
a variety of issues; revenue strategy is perhaps the
most critical among them. Fiscal analysis focuses on
the demands for services and the resulting costs and
revenue needs beyond a one-year period, showing
decision makers whether there are sufficient revenues
from existing sources. If there are not, the process en-
courages decision makers to evaluate likely sources of
additional revenue.

The fiscal analysis should itemize the projected
revenue stream by source and rate. Then, depending
on political feasibility, decision makers can consider
changing various rates. Perhaps more important, they
can calculate the impacts of changes in rates, as well
as the impact of the addition of new revenue sources.
Impact fees, system development fees, user fees, and
many other revenue categories are candidates for inclu-
sion in a revenue strategy.

The completion of the revenue strategy addressing
the local government’s longer-term fiscal needs will
also complete the fiscal analysis effort. Then the local
government has the opportunity to conduct further
sensitivity evaluations reflecting changes in any of a
number of variables.
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CHAPTER 4

Common Methodologies

This section briefly summarizes the basic methodologies used for
fiscal impact analysis.! There are two basic approaches to fiscal evalu-
ations: using average costs and using marginal costs. Average-cost
approaches are simpler and more popular; costs and revenues are
calculated based on the average cost per unit of service multiplied
by the demand for that unit. Average-cost approaches assume a
linear relationship and do not consider excess or deficient capacity
of facilities or services over time. A per capita relationship—in which
the current level of service per person in a community is considered
to be the standard for future development—is an example of an

average-cost approach.
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24 Fiscal Impact Analysis: Methodologies for Planners

Marginal-cost approaches describe the unique char-
acteristics of a jurisdiction’s capital facilities. Although
over the long term, average- and marginal-cost tech-
niques will produce similar results, the real value of
fiscal analysis is in the two- to 10-year time period, when
a community can incur costs. Marginal-cost analysis is
most useful in this time frame. However, average-cost
techniques are generally simpler to use, so for relatively
small development projects with modest impacts or
impacts that are realized over a long time frame, they
may be preferred. Some local governments may find
it worthwhile to use more than one analysis approach
and compare the assumptions and results as part of the
decision-making process.

In communities where facilities in geographic subar-
eas already are insulfficient, the average-cost approach
will underestimate costs, whereas the marginal-cost
approach will more accurately project the short- to mid-
term costs of infrastructure required to accommodate
new development. For instance, if an analysis examined
school services costs, the average-cost approach would
divide the expenditure for school services by the num-
ber of students to arrive at a figure—say, $2,135 per
student. This analysis would not consider any spatial
distribution of new homes and the resulting school-
children. The marginal-cost approach would consider
both current school enrollment as well as capacity in
each school. If new residential growth were to occur in
areas where schools have excess capacity, the only real
cost increase will be for operating expenses, whereas if
new residential development was to locate in an area
with no school capacity, costs would be incurred for
additional school capacity (capital costs) as well as the
associated operating expenses.

Whichever methodology is used, the analysis results
may be affected by inflation. This effect can be calcu-
lated after the development alternative is selected,
when “what if” evaluations are being conducted. Using
inflated dollars at an earlier point will make it difficult
for political leaders and others to compare land-use
alternatives objectively. This assumption is in accord
with budget data and avoids the difficulty of speculating
on inflation rates and their effects on cost and revenue
categories. It also avoids the problem of interpreting
results expressed in inflated dollars over an extended
period of time.

In general, including inflation is complicated and un-
predictable. This is particularly the case given that some
costs, such as salaries, increase at different rates than
other operating and capital costs, such as contractual
and building construction costs. And these costs, in turn,
almost always increase in relation to the appreciation of
real estate, thus affecting the revenue side of the equa-
tion. Using constant dollars avoids these issues.

Burchell and Listokin (1978, 1980) identify FIA
methods that may be appropriate for different contexts,

depending on the type of community, the type of pro-
posed development, and the existing service capacity
in the municipality and school district. In general, in
moderate-sized cities (10,000 to 50,000 people) with rela-
tively stable growth patterns and some excess service
capacity, average service-cost methods do a reasonably
good job of projecting expenditures associated with
“typical” business development and housing projects.
In larger, older cities, or in rapidly growing suburban
or urban communities that have either significantly
excessive or deficient capacity, marginal service-cost
methods are more suitable. Marginal-cost methods are
also appropriate where the project would be considered
atypical with respect to employment or household pat-
terns within the community.

AVERAGE-COST TECHNIQUES
Three of the five commonly used fiscal impact analysis
techniques are considered average-cost approaches.

Per Capita Multiplier

The most popular average-cost technique is the per
capita multiplier. This is obtained by dividing the
budget for a particular service, such as parks, by the
current population, yielding an estimated service cost
per person. Under the per capita approach, it is assumed
that each service level will be maintained into the future
and that each additional resident will generate the same
level of costs to the jurisdiction as each existing resident
currently generates. For example, if a parks department
budget was $450,000 and the population of the town
45,000, then the average cost would be $10 per capita.
This figure is then used to estimate additional costs
resulting from new development.

The per capita approach is easy to use but has the dis-
advantage of being less accurate than other approaches
if local officials want to look beyond broad levels of
overall costs and expenditures.

Service Standard

A second average-cost approach is the service-standard
method. This approach estimates the future costs of
development based on average staffing and capital facil-
ity service levels for municipalities of similar size and
geographiclocation, based on data collected by the U.S.
Census of Governments. This methodology assumes
that service levels for both personnel and capital facili-
ties are, to a large extent, a function of a jurisdiction’s
total population, and that communities of a similar size
will therefore have similar service levels (especially
within a geographic region).

Using the service-standard approach, a local govern-
ment estimates increased police personnel costs, for
example, by taking the service ratio—say, 2.5 police
officers per 1,000 persons—and multiplying it by the
average operating cost per police officer for the jurisdic-
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tion (obtained from local data). Then, using average
capital-to-operating ratio data obtained from the U.S.
Census of Governments (Www.census.gov /govs), capital
costs are estimated.

Since a fundamental assumption is that personnel
growth within one community is equivalent to aver-
age personnel growth in the region, to the extent that
a community is dissimilar to the “average” in terms of
services, costs, or demographics, the figures will be in
erTor.

Proportional Valuation

The third average-cost approach is the proportional-
valuation method; it is typically used for evaluating
the fiscal impacts of nonresidential growth. This meth-
odology assumes that assessed property values are
directly related to public services costs. For example,
if the nonresidential real property value is $40 million,
and the total local real property value is $160 million,
the proportion is 0.25, and therefore nonresidential
development is assumed to account for 25 percent of
the jurisdiction’s current costs.

Also included as part of the analysis are refinement
coefficients, which are intended to prevent significant
differences in the value of residential and nonresiden-
tial property from skewing cost relationships. The total
number of nonresidential land parcels is divided by the
total number of land parcels, and this figure is used to
select the area of a refinement coefficient curve.

The proportional-valuation approach is used infre-
quently because most analyses include a residential
component and because selecting a refinement coeffi-
cient for each public service is a fairly subjective process.
Additionally, this method assumes that costs increase
with land-use intensity. This may or may not be the
case. It also groups industrial and commercial devel-
opment into one land-use category, thus assuming that
the impacts of these land-use types are similar, when in
fact retail development is significantly more costly than
office and industrial uses.

MARGINAL-GOST TECHNIQUES
There are two commonly used fiscal impact analysis meth-
odologies that employ marginal-costing techniques.

Local Case Study

The most thorough of the FIA approaches uses locally
based case information. This case-study approach as-
sumes that every community is unique and that the
assumptions regarding levels of service and cost and
revenue factors should reflect what is occurring in
that community. Department representatives are in-
terviewed about existing public facilities and service
capacities. Local information on excess park capacity,
for example, makes it possible to predict when new
facilities, programs, or personnel may be needed. This

method also allows communities to include more detail
if desired (e.g., to make estimates based on the costs of
specific facilities and programs, such as pools, softball
leagues, or tennis courts).

In cases where it is difficult to get marginal-cost
information, communities might use average-cost
data in place of local data. For example, estimating
the increase over time in general government operat-
ing expenses may be done most efficiently using the
per capita average-cost approach. On the other hand,
local interviews could indicate that the cost for a par-
ticular local government service is fixed (not affected
by growth) or semivariable by population (affected by
growth but not fully variable on a per capita basis).

The primary drawbacks of the case-study approach
are that it can require a significant amount of time
and that the accuracy of the data depends on the ac-
curacy of each department’s estimates. There may be
a vested interest on the part of a particular department
to “feather its nest,” so to speak. In other words, it is
not uncommon for departments to estimate that the
marginal impacts from new development will require
more resources than are currently provided, resulting
in new development being charged for a higher level
of service than is currently provided. For example,
the parks and recreation department may point to
an adopted level-of-service standard of one acre per
1,000 residents as the factor to use in developing mar-
ginal park-construction factors, whereas in reality the
community is actually providing 0.75 acres per 1,000
residents. As noted above, charging new development
for higher levels of service than are currently provided
is prohibited by law.

Comparable City
The second marginal-cost approach looks at costs in
comparable jurisdictions. This approach typically relies
on data from the U.S. Census of Governments. The data
are organized by population and by growth rate. This
approach assumes that growth will affect expenditure
patterns and includes that effect in projecting future
costs. For example, according to the U.S. Census of
Governments, a city with a population of 110,000 will
have an operating expenditure multiplier of 1.95 for
public safety services. After a projected increase in
population of up to 5 percent over the next 10 years,
the expenditure multiplier will be 2.25, a difference of
15 percent (2.25/1.95). This 15 percent figure is applied
against current annual expenditures per person to obtain
projected future annual expenditures per person. If the
current per capita cost for public safety services is $6.00,
then the new cost would be $6.90 per capita, multiplied
by the number of new residents projected. A similar
approach would be used for capital costs.

Without the rate of population increase or decrease
reflected in the tables, this methodology would be very
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similar to the service-standard approach. This methodol-
ogy is used infrequently.

COST OF COMMUNITY SERVICES APPROACH

A third type of approach worth considering is the Cost
of Community Services (COCS) methodology that was
developed by the American Farmland Trust, a not-for-
profit organization created in 1980 for the purpose of
protecting agricultural resources in the United States.
COCS studies are becoming increasingly popular in
small, rural communities, particularly due to their rela-
tively straightforward methodology and low costs.

A typical COCS study divides land use into three
categories: residential, commercial/industrial, and
farmland/open space. Analyzing fiscal impact entails
calculating a COCS ratio for each land-use category. The
ratio compares how many dollars” worth of local govern-
ment services are demanded for each dollar collected.
Aratio greater than 1.0 suggests that for every dollar of
revenue collected from a given category of land, more
than one dollar is spent. COCS studies usually conclude
that residential developments contribute less in revenue
than they require in government expenditures, while
agricultural, commercial, industrial, and open space
lands contribute more in revenue than they require in
expenditures.

The general process of calculating COCS ratios in-
volves analyzing the finances and land uses of a specific
community, including financial information from the
local school district. Revenues and expenditures are
broken down among the different types of land uses that
provide or require them. Obtaining this information usu-
ally requires detailed interviews with the community’s
manager, clerk, or treasurer or budget officer, other local
municipal officials, if needed, and the business manager
or superintendent of the local school district. Detailed
budget information is collected and related to land uses
for both the municipality and the school district. The
municipal and school district information is combined,
and the final ratios are calculated.

In some ways, conducting a COCS study can involve
more art than science. Careful consideration of land
uses is required, and difficult decisions must be made
about budget items that do not fit easily into land-use
categories. In cases in which revenues and expenditures
cannot be allocated, a system of default allocations is
used to avoid biasing the results (Kelsey 1998).

Since much of the focus of COCS studies has been on
demonstrating that open space and agricultural land are
a fiscal benefit, these studies are an important means
of putting a monetary value on what is increasingly
recognized as a public good. Proponents also claim that
COCS studies assist planners in determining the costs
associated with residential development projects. Con-
servationists have used COCS studies to help change

attitudes and challenge assumptions that encouraging
new development is fiscally superior to the conserva-
tion of open space.

Critics of COCS studies discount them because they
sometimes rely on many underlying assumptions based
on interviewees’ estimates rather than empirical evi-
dence. For example, the allocation of police costs may
be based on a “guesstimate” of calls for service, rather
than an analysis of call data. Proponents of marginal-
cost analysis correctly point out that a COCS does not
involve an analysis of true levels of service and the cost
of maintaining those levels.

The greatest criticism of this approach is that the stud-
ies often fail to acknowledge workers or residents living
on farms. The costs for both workers and residents are
apportioned to other land uses, primarily residential.
These studies rarely apportion to agricultural uses the
costs of services such as street maintenance, garbage
collection, or protective services, but the overall costs
associated with these uses are often low or nonexistent.
Furthermore, many studies do not differentiate between
different types of open space. Farmland and vacant lots
may have different associated costs and revenues, for
example.

SELECTING A METHODOLOGY

So which methodology should an analyst select when
preparing a fiscal impact analysis? No one methodol-
ogy is appropriate for every analysis or situation. The
answer depends on several factors including type and
scale of evaluation, data availability, size of the jurisdic-
tion, budget, time frame, and audience.

Burchell and Listokin (1980) argue that average-cost
analyses and marginal analyses yield similar results
when comparing cumulative impacts. However, there
are likely to be substantial differences between the two
methods during the intermediary years of the analysis.
The fiscal results tend to follow a linear relationship
when the average-cost approach is used, whereas under
a marginal-cost approach they tend to fluctuate due to
the amount of available capacity at a given point in time.
For example, deficits are likely to be incurred when a
new capital facility is needed and the associated operat-
ing costs are absorbed, as shown when the full cost of the
facility and staffing, rather than a per capita cost, is being
reflected in the analysis. As a result, the marginal-cost
approach enables a community to better understand if,
when, and for how long budget deficits are likely to be
incurred. It can be a more accurate indicator of return on
investment, particularly when evaluating development
proposals or economic development projects.

As an example, parks and recreation departments
have traditionally constructed three types of parks:
neighborhood, community, and regional. However,
a recent trend has been to focus on special-purpose

53



Chapter 4. Common Methodologies 27

parks such as athletic complexes, dog parks, aquatic
parks, and skateboard or sports-bike parks. These
parks can have very different maintenance needs
than traditional neighborhood and community parks.
Under an average-cost approach, maintenance costs
would be calculated on a per capita or per acre basis.
Therefore, if park maintenance costs are $1,000,000
and the current park inventory is 145 acres, the cost
per acre is $6,896.55. However, this figure is based on
an inventory that is not likely to be constructed in the
future, so park maintenance costs may be over- or un-
derstated, depending on the community. In contrast,
the marginal-cost approach has the ability to factor in
different operating costs depending on the park type.
In other words, the marginal-cost approach recognizes
that the cost to serve future development may be dif-
ferent than the current cost per unit today.

To get the most accurate information from a fiscal
impact analysis, most local governments find the case-
study approach preferable. This method seems to have
more credibility with local government finance and
management staff. Finance and budget staffs tend to
view per capita analysis as a planning exercise and
the marginal analysis as a more serious attempt at
replicating fiscal reality. For example, if a community
would like a fiscal analysis to reflect a higher level of
service or to factor costs for a new division within an
individual department, the marginal-cost approach
would be more useful than an average-cost approach.
Marginal-cost analysis can also model demographic
and socioeconomic data from a geographic perspec-
tive by showing how factors such as housing unit
size, persons per household, pupil-generation rates,
and vehicle-miles of travel vary by city subarea. The
analysis could then use this information to generate
geographic cost differentials. This type of analysis calls
for a level of precision that would be very difficult to
model under an average-cost approach. Finally, mar-
ginal cost is the method of choice for communities that
are approaching build out or do not anticipate a large
development increase and as a result are able to absorb
some increment of development with very little addi-
tional cost. Since average-costs analyses almost always
treat every cost and revenue as being growth-related,
they have a tendency to overstate costs in situations
where growth is minimal.

Where data are not readily available or where it is
difficult to define the service level relationship on a true
marginal basis, it may be necessary to use the per capita
average-cost approach to supplement departmental esti-
mates. If and when more detailed information becomes
available, the local government may wish to refine the
analysis using marginal-cost data. Burchell et al. (1994)
maintain that the average-cost approach is most appro-
priate when the service system capacity bears a close

relationship to service demand and the average cost
of providing services to current users is a reasonable
approximation of the cost to provide services to future
users.” Average-cost analyses are also appropriate for
smaller-scale development projects.

Because the average-cost method uses existing
data and does not involve substantial interviews
with government staff, it has the advantages of be-
ing relatively inexpensive and possible to complete
in a fairly short amount of time. Proponents contend
the average-cost method has significant face valid-
ity since applying per capita multipliers to current
conditions perfectly replicates the local budget and
is therefore highly precise (Edwards and Huddleston
2010). However, because the average-cost approach
derives its costs and revenue factors from a balanced
budget, most average-cost analyses conclude that new
development pays its way.

TABLE 4.1. PER CAPITA MULTIPLIER VS. CASE STUDY METHODOLOGY

Per Capita Case-Study
Multiplier Marginal
Method Likely Method Likely

Local Context” Appropriate Appropriate
Time is constrained X
Staff expertise and resources

are limited X
Budget is limited X
Data collection capacity is limited X
Most services are at capacity X
Significant unused or overused
Leapadty X
Development will create unique

service demands X
New population likely to resemble
.. the current population ... X
Services likely to continue at

current level X
Development requires significant

new infrastructure X
Type of Analysis*
City/countywide analysis | i X
Area/corridor plans X
Large mixed use/planned unit
Ldevelopments e L
Small/medium-scale

developments X
Cost-of-land-uses studies X
Infill/redevelopment X
Analysis of alternative development

patterns X
Annexation X
Level of service changes X

#Edwards and Huddleston 2010
*Bise 2010
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A significant objection to average-cost analysis
arises from the fact that although cost figures for new
development can be calculated using the average-
cost approach, revenue streams resulting from major
growth are calculated marginally. For example, rather
than comparing the average cost of providing residen-
tial services to a per capita property-tax figure, the
average cost is compared with the assessed value of
a new housing unit or the marginal revenue for that
development. In most cases, the assessed value of
new construction is higher than the average assessed
value of existing development. As a result, the analysis
has taken a budget in equilibrium and distorted the
revenue side of the equation.

Finally, in most cases this approach is not a true
“apples to apples” comparison. Although comparisons
to regional and national standards can be helpful, each
community has its own unique levels of services, geo-

graphic service boundaries, cost and revenue factors,
and available capacity of existing capital facilities.
Edwards and Huddleston (2010) include a table that
describes the list of conditions that should be considered
in choosing between the per capita multiplier method (the
most popular average-cost approach) and the case-study
method (the most popular marginal-cost method). Table 4.1
adapts that table to reflect an alternative consideration that
relates to the type of analysis that will be conducted.

ENDNOTES

1. For amore detailed explanation, see The Fiscal Guidebook: A Prac-
titioner’s Guide (Washington, D.C.: U.S. Department of Housing and
Urban Development, Office of Policy Development and Research,
1980), which was used in the preparation of this chapter.

2. They do note that in jurisdictions with considerable slack or
deficient service capacity, average per unit costs would misstate
the true costs of growth.
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CHAPTER 5

Elements of the Fiscal Equation

The general perception among planners, citizens, and elected of-
ficials is that in most cases residential development does not pay
for itself, while nonresidential development does. It is true that,
generally speaking, some types of land uses are better than others
from a fiscal perspective. One useful tool in assessing this is the fis-
cal hierarchy of land uses matrix developed by Robert Burchell and
David Listokin of Rutgers University (Figure 5.1), wherein research
office parks are at the top and mobile homes are at the bottom.
Somewhere in the middle are open-space lands and undeveloped

and unimproved property.
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FIGURE 5.1. HIERARCHY OF LAND USES AND FISCAL IMPACTS

Land Use Municipality  School District
Research Office Parks S )
Office Parks SO +)
Industrial Development + )
High-Rise/Garden Apartments (studio/one bedroom) GO R *)
Age-Restricted Housing + (+)
Garden Condominums (1-2 bedrooms) + (+)
Open Space (+) (+)

Breakeven Point for Municipality
(

Retail Facilities

Town Houses (2-3 be:cilirooms)

Expensive Single-Family Homes (3-4 bedrooms) O N (+)
Town Houses (3-4 bedrooms) ) )
Inexpensive Single-Family Homes (3-4 bedrooms) -) )
Garden Apartments (3+ bedrooms) =) -
Mobile Homes (unrestricted as to occupancy locally) =) -)

+ = Positive fiscal impact - = Negative fiscal impact

The hierarchy takes both costs and revenues into
account. It shows which land uses, after all costs and
revenues are considered, are more fiscally beneficial
than others. The fiscal hierarchy also takes into account
the two primary local governmental units: the municipal
government and the school district. In the case of nonresi-
dential uses, costs occur primarily in one governmental
unit (municipal), while revenues are generated for two
governmental units (municipal and school).This cost/
revenue hierarchy indicates that most nonresidential
land uses (with the exception of retail) tend to generate
positive fiscal results to local governments. Most standard
residential land uses tend to generate deficits.

It is important to recognize that Burchell and Li-
stokin’s fiscal hierarchy is a generalized guide to how
individual land uses will perform from a fiscal perspec-
tive. But there are numerous factors that influence the
fiscal results for different land uses, including the local
revenue structure, levels of service, and the capacity of
existing infrastructure, as well as the demographic and
market characteristics of new growth.

LOCAL REVENUE STRUCTURE
The key determinant in the calculation of the net fiscal
results generated by new development is the local govern-
ment revenue structure. Local revenue structures vary from
state to state, with different rules for different classes of gov-
ernments (e.g., municipalities, counties, villages, and school
districts). Every community has at least one predominant
revenue source. Common revenue sources include property
taxes, local sales taxes, and local income taxes.

An important component of the revenue structure is
the distribution and collection formula for each source.

Source: Burchell and Listokin 1978

With the exception of property tax, the distribution and
collection formula for most revenues varies greatly from
state to state. In states where sales tax is collected, some
communities are allowed to exact a local option sales tax,
which is usually collected on a situs (point of sale) basis.
Other states collect sales tax revenue and redistribute it
to communities using a population-based formula. The
same situation exists with income tax, where some states
allow a local income, or “piggyback,” tax on top of the
state income tax. In certain states, such as Maryland, this
taxis collected by place of residence. In others, including
Ohio, it is collected by place of employment.

Figures 5.2 and 5.3 illustrate the distinct contrast in
the annual net fiscal results from residential land uses
in Dublin, Ohio, and Washington County, Maryland.
All four residential prototypes generate annual net
deficits in Dublin, whereas two of the three residen-
tial prototypes generate net revenues in Washington
County. In Dublin, the local income tax is the largest
source of revenue generated by new growth. As men-
tioned, this revenue is collected at place of employment
rather than place of residence. For example, if a person
resides in Dublin but works in Columbus, Columbus
receives the local income tax. Office and industrial
uses are favored by this collection formula because
of the higher salaries associated with those types of
employment. Retail space generates net deficits as a
result of the lower salaries associated with retail and
service employment, as well the higher public safety
costs associated with this use. In contrast, Maryland’s
income tax, as noted above, is collected by place of
residence, so that residential uses provide some level
of revenue for local governments.
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FIGURE 5.2. ANNUAL NET FISCAL RESULTS FROM LAND USES, DUBLIN, OHIO (per unit/per 1,000 square feet)

$2,940
$3,000 Py
$2,000 — |
51.000 ..............................................
$452
$0 T r T " r T r
SFD TownHome  Duplex Multifamily ~ Multifamlly | Retail Office Industrial R&D
($1.000) {— . —
(5868) (3845) (5803) pey—
($1,713)
($2.000) {§7.868)
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Source: TischlerBise
(Above) In Dublin, Ohio, local income tax is collected at place of employment.
(Below) In Washington County, Maryland, local income tax is collected at place
of residence.
FIGURE 5.3. ANNUAL NET FISCAL RESULTS FROM LAND USES, WASHINGTON COUNTY, MARYLAND
$1,000 (per unit/per 1,000 square feet)
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LEVELS OF SERVICE and with delays of more than one cycle at an intersec-

Another important factor in the fiscal equation are the
existing levels of service (LOS) being provided in a
community. The existing LOS is defined as the facility
or service standard that has been planned for or that is
currently funded through the budget—in other words,
the most desirable LOS as expressed in planning policy
or the LOS that is currently provided given what the
jurisdiction can afford.

Typically an LOS “A” designation describes the
highest quality of service and “F” describes the lowest
quality. On a roadway, for example, an LOS “A” could
denote free-flowing traffic at the roadway’s design
speed with waits no longer than one cycle at a signalized
intersection. An LOS of “C” may denote stop-and-go
traffic traveling slower than the roadway design speed

tion. Other examples of level-of-service standards are
pupil-teacher ratios (e.g., one teacher per 24 students),
acres of parkland per capita, and so on.

This is an important factor since levels of service
generally vary from community to community. Assum-
ing a new development or annexed area would receive
the same levels of service as the already-served areas
of a community, the costs of providing those services
at those levels are factored into the equation. Because
the targeted levels of service vary from one commu-
nity to the next, the cost of continuing to provide the
same LOS will be higher in some areas, while other
communities may be committing to greater future
financial investment to ensure that the LOS does not
deteriorate.
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CAPACITY OF EXISTING INFRASTRUCTURE

In assessing the capacity of existing infrastructure, the
challenges for municipal officials are to determine the
capacity for absorbing growth, the costs associated
with increasing capacity, and the methods of paying
for needed additions to infrastructure.

If new development will generate more students than
can be accommodated by existing classrooms, traffic that
degrades local roads from LOS C to LOSF, or average daily
water demands that exceed the treatment plant’s design
capacity, new infrastructure is needed. In most cases, the
community could continue to function without investing
in new infrastructure, but the reduction in level of service
would be evidenced by overcrowded schools and roads
and periodic breakdowns of the treatment plant.

The capacity of existing infrastructure to accommo-
date growth also has a bearing on the fiscal sustainabil-
ity of new development. A community may have excess
capacity to absorb some new development without
incurring additional capital costs. But continued growth
will eventually create a need for additional infrastruc-
ture such as more classrooms, wider roads, and a larger
fleet of municipal vehicles.

For most infrastructure, “capacity” is a term that can
have both quantitative and qualitative meanings. For
certain public infrastructure (e.g., parks and libraries),
local governments sometime rely on published national
standards for guidance on levels-of-service capacity.
Most jurisdictions rely on level-of-service standards
provided by the Institute for Transportation Engineers
to determine acceptable levels of traffic. State laws set
the standard for the number of pupils per classroom.
State and local governments also adopt engineering
standards for minimum and maximum wastewater
flows, which are also affected by demand caused by
new development.

Regarding school capacity, most school districts use
some sort of capacity threshold to trigger the need to
construct schools. This threshold can be a function
of several items, including state funding formulas,
concurrency or adequate public facility standards,
and the ability or willingness of the school district to
undertake redistricting. The number of student seats
is usually referred to as “state-rated capacity” and has
nothing to do with how many students can physically
fit within the educational space. State-rated capacity
is defined as the maximum number of students that
reasonably can be accommodated in a facility without
significantly hampering delivery of the educational
program.

Table 5.1 is from a model developed for Henrico
County, Virginia. It indicates enrollment versus capacity
for the 2005-2006 school year. In this particular case, it
was decided, on the basis of discussions with county
staff, that it was better to model utilization by school
type (e.g., elementary, middle, and high school) for the

TABLE 5.1. SCHOOL AND PARK FISCAL ANALYSIS ZONES,
HENRICO COUNTY, VIRGINIA

2005-2006

Enrollment  Capacity Utilization (%)
West
Elementary 13,984 15,694 89
Middle | 7383 850 8
High . 9025 | 9686 % ..
Total 30,392 33,971 89
|
Central
Elementary 4,247 4,843 88
viade aim e
High . 3105 3018 103
Total 9,532 10,089 94
|
Central
Elementary ..2828 .3529 ... 8.
Middle 1,558 1,452 107
High 196 2027 97
Total 6352 7,009 91

Source: Henrico County Schools

entire attendance area versus the individual schools.
While the county’s targeted enrollment/capacity ratio
(i.e., utilization) is 90 percent, county capital construc-
tion has historically been triggered at a higher utiliza-
tion rate. Therefore, a capacity threshold of 95 percent
was used in the model to determine if new schools
were needed.

The fiscal impact model for Henrico County recog-
nizes the number of available school seats by attendance
area (i.e., the fiscal analysis zone being considered)
and utilizes those available seats until the 95 percent
threshold is reached.

DEMOGRAPHIC AND MARKET GHARACTERISTICS OF

NEW GROWTH

Next to a community’s revenue structure, no other
factor has as great an impact on the net fiscal results
as the demographic and market characteristics of dif-
ferent land uses. Examples of such characteristics for
residential development include average household
size, pupil generation rates, market value of hous-
ing units, trip generation rates, density per acre, and
average household income. Important characteristics
for nonresidential development include square feet
per employee, trip generation rates, market value
per square foot, retail sales per square foot, and floor
area ratio.

The relative importance of the various demographic
and market factors depends on a community’s revenue
structure. Figure 5.4 shows the annual net fiscal results
for nine residential land uses from a study prepared
for Holly Springs, North Carolina, where property tax
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” FIGURE 5.4. ANNUAL NET FISCAL RESULTS FOR RESIDENTIAL PROTOTYPES, TOWN OF HOLLY SPRINGS, NORTH CAROLINA
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is the largest source of revenue—almost 54 percent of
general fund revenue in FY2000. The next-largest rev-
enue source, sales tax, accounts for 14 percent of total
revenue. Given this revenue structure, market value is
the primary determinant of the fiscal results.

Only two of the nine residential prototypes generate an-
nual net revenue to the Town of Holly Springs. To illustrate
the importance of market value in these fiscal results, one
must look no farther than the two five-dwelling unit per
acre prototypes, which include an “upscale” prototype
as well as a “starter” home prototype. The demographic
characteristics are the same for both of these residential
prototypes; however, there is a $115,000 difference in the
market value (tax value), resulting in substantial net defi-
cits on a per unit basis for the starter home and modest
net revenues for the upscale version.

Another interesting example comes from Sarasota
County, Florida, where actual subdivisions were used
in the analysis rather than generic land-use prototypes.
Geocoded data were obtained for certain demographic
attributes (e.g., schoolchildren) in three single-family

Source: TischlerBise

detached subdivisions: Bel Air Estates, Greenfield, and
Summerwood (Figure 5.5). The varying demographic
and socioeconomic factors of each subdivision resulted
in different fiscal outcomes for each. This illustrates the
pitfalls in making broad generalizations about land-use
types.

In this example, Bel Air Estates generates large sur-
pluses per unit to the county, while the other two sub-
divisions generate net deficits per unit. The reason for
the large surpluses in Bel Air Estates is that it consists of
large-lot single-family units with high assessed values.
In addition, a large number of the residents are empty
nesters, resulting in smaller average household sizes.
Finally, this subdivision generated no schoolchildren at
the time of the study.

The Greenfield and Summerwood subdivisions were
representative of mid-priced and entry-level (starter
home) housing, respectively. As a result, these devel-
opments have younger families, more public school
students, and lower assessed property value (resulting
in lower property tax) than Bel Air Estates.

FIGURE 5.5. ANNUAL NET FISCAL RESULTS FOR RESIDENTIAL SUBDIVISIONS, SARASOTA COUNTY, FLORIDA
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CHAPTER 6

Preparing a Fiscal Impact Analysis

Preparing a fiscal impact analysis can be a daunting task for a
planning professional who is not well versed in the nuances of
fiscal impact modeling. The variety of methodologies that can be
employed and the sheer number of assumptions that must be made
make FIA both an art and a science. It is a science in that there are
mathematical projections and a methodology involved. And it is
an art in that there is a great deal of subjectivity involved in devis-
ing level-of-service standards (LOS) and cost- and revenue-factor
assumptions. An FIA is only as good as the methodology and as-
sumptions used in preparing it. This is why it is important that the
process and the assumptions be clearly explained and included as
part of the written work product. This chapter details the process of
and the steps in preparing an FIA and compares the relative merits
of the average-cost approach to the case-study marginal approach,

where relevant.
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POPULATION AND SERVICE DEMAND

Let’s look at a specific example of FIA: evaluating how
an increase in population will increase the demand for
a service, such as recreation. A developer requests the
rezoning of a 300-acre parcel from a density of one unit
per acre to four units per acre. First, as part of the process
of ascertaining an acceptable level of service, the services
provided by the recreation department must be defined. In
this case, the level of service for a community park might
be described in terms of population or the number and
type of housing units. For instance, an acceptable level
of service might be defined as one community park for
every 3,000 single-family detached housing units or for
every 7,500 people.

Once the level of service is defined, the cost and revenue
factors are determined. It is desirable to define the costs as
precisely as practical. In our example, the capital costs for
a community park could be defined in terms of acres of
land required, plus equipment and other improvements
per park. Operating expenses could be defined in terms of
program personnel, materials, supplies, and other related
items used on an annual basis. The process might also
consider the existing capacity of nearby parks, the differ-
ent thresholds at which new services would be added to
the existing parks, and the date when additional parkland
would be required.

Another step is the projection of any dedicated capital
revenues associated with providing the service. In our
example, impact fee revenue must be anticipated.

FIA identifies the increases in annual and cumulative
expenses for all services that will result from new develop-
ment. This includes annual operating expenses (including
new staff needed per year) and capital expenses associated
with constructing or expanding facilities. The fiscal impact
statement can also summarize the jurisdiction’s bonded
debt; its bonding capacity as a percentage of the increase
in the tax base; the increase in the tax base; and the fiscal
surplus or deficit when general revenues are applied against
the net of all special revenues and expenses associated with

THE FISCAL IMPACT PROCESS

The dynamics of fiscal impact analysis are shown in
Figure 6.1. To accurately assess the fiscal impacts of
changing land use or demographics, the local govern-
ment must first define an acceptable level of service
for all relevant services (e.g., police, fire, public works,
recreation, etc.). In evaluating the costs associated with
providing the acceptable levels of service, the local

FIGURE 6.1. THE DYNAMICS OF FISCAL IMPACT ANALYSIS

Changes in land-
use demographics,
service levels,
costs, revenues, etc.

Changes in public
service demands

Changes in
revenue sources

Changes in

Changes in

expenditures revenue

Source: TischlerBise
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TABLE 6.1. PROJECTED DEVELOPMENT, CHAMPAIGN, ILLINOIS

A: Olympian
and Prospect

B: Olympian
extension/Clearview

n -
the development. opu!atlon : 5,802 1,428
Housing Units
Single Family Detached High PP 39 23
Single Family Detached Medium PP 337 109
This table shows projected Single Family Detached Low PP 310 62
development over a 20-year Attached Housing 81 48
time horizon for seven fiscal Multifamily Units 2,231 461
Total Housing Units

analysis zones.

Nonresidential Building Area 1,395,604
Employment
Industrial 1,075 <4
Z| Office 1,359 682
Z| Neighborhood Retail 643 71
f Big Box Commercial 0 0
5| Total Employment 3,077 757
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Chapter 6. Preparing a Fiscal Impact Analysis 37

government should consider existing unused capacities
of public services and programs, especially of capital
facilities. The new development or new demand will be
expressed in terms of changes in population, employ-
ment, or land use projected to result from the scenarios
being evaluated.

Table 6.1 provides an example from a fiscal impact
analysis prepared for Champaign, Illinois, summariz-
ing new development assumed over the 20-year time
horizon for seven subareas of the city, known as fiscal
analysis zones, and citywide (the column on the far
right). It also shows predicted employment increases
for nonresidential land-use types.

Using local information and perhaps comparing it
to regional or national average cost information, the
local government next estimates future capital costs,
operating expenses, and special and general revenues
that will result from providing the acceptable level
of service to the potential new development. In other
words, the local government projects the annual costs,
by department, of servicing new development; the
annual revenues generated by the new development;
and the net surplus or deficit.

The information can help local officials estimate a
new development’s specific impact on tax rates, bond-
ing capacity, and bonding margin. Or, if local officials
are thinking about changing land-use policy, fiscal
impact analysis can help them determine whether the
proposed regulatory revisions will result in a fiscal sur-
plus or in a deficit. If new infrastructure must be built to
serve growth early on, then local officials can estimate
the size of the short-term deficit and determine when
revenues generated by growth should begin to enter
the local government’s budget.

Since an FIA will indicate whether and when a juris-
diction could face deficit budgets, the local government
is able to evaluate land-use policy decisions, acceptable

Fiscal Analysis Zone (FAZ)

C: Bradley and

D: Staley

Staley

and Kirby

E: Southwest
Champaign

F: Curtis
Interchange

G: Infill

TOTAL

1,720 3,764 4,261 778 699 18,452
24 164 160 0 0 411
198 610 534 55 0 1,844
64 254 427 0 0 1,118
257 230 333 130 0 1,079
231 165 277 217 419 4,001

774 1,423 1,732 402 419 8,453
572,482| 917,508| 682,888| 94,?7D| 129,718’ 3,985,254

616 652 0 0 0 2,348
130 589 991 122 0 3,872
166 755 1,269 0 37 3,274
0 0 0 291 0 291
912 1,996 2,260 413 371 9,785

WHO DOES THE FISCAL IMPACT ANALYSIS?

Most FIAs are prepared by private sector entities
such as consulting firms, university professors, or
accounting firms. Some agencies have the plan-
ning or finance staff expertise to do the analysis
in-house. Typically, the analyst has a background
in public finance, economics, or urban planning. An
outside consultant brings the benefit of objectivity
to the analysis and can usually do the work more
efficiently than if staff takes the lead role.

An interdepartmental work group should be as-
sembled to advise the consultant or staff and review
the work product. At a minimum, representatives
from the chief executive’s office (e.g., mayor’s office,
city manager’s office) the finance or budget depart-
ment, police, public works, solid waste, and parks
and recreation should be included.

levels of service, plans for capital investments, and
long-term borrowing needs. In addition, a projected
fiscal deficit can prompt local officials to evaluate
current and future revenue sources. If the evaluation
indicates a surplus, the local government may wish
to change its use of revenue sources to fund infra-
structure replacement or higher levels of service.

Step 1: Defining the Development Project or
Scenario(s)

To begin the FIA process, the scope of the analysis
must be decided upon—that is, whether it will be
of a specific development project or a land-use
scenario, which can include a proposed annexation,
a subarea of a jurisdiction, or a policy, such as an
entire comprehensive plan. The study area is some-
times referred to as a “fiscal analysis zone” (FAZ).
Once the scope of the analysis has been established
and a consultant or staff person has been given the
assignment, the analysis can begin.

The first step is to identify the “demand units”
associated with the project or land-use scenario.
A demand unit is a unit of growth generating ad-
ditional demand for public facilities and services.
Units differ depending on the nature of the services
and facilities provided. For residential develop-
ment, housing units are the demand units used
to calculate increased demand on roads, schools,
libraries, and other facilities. For nonresidential
development, square footage of added space is
used as the demand unit.
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38  Fiscal Impact Analysis: Methodologies for Planners

The housing units and nonresidential square footage
are then converted into population and employment
figures. This is typically done using persons-per-
household data by type of unit from the U.S. Census
Bureau and employment-per-1,000-square-feet factors
that can be derived from a variety of sources, including
the Institute of Transportation Engineers and the Urban
Land Institute. If the community is responsible for the
school system, pupil-generation rates must also be
developed. Other factors that may be required include
vehicle trip-generation rates, income assumptions, and
assessed values for new construction.

Once the number of housing units and nonresidential
square footage has been determined, the next step is to
determine the absorption schedule (or rate), which is
the pace at which infrastructure capacity will be used or
filled over time. This can be done annually or for certain
time increments (e.g., five years) within the overall time
frame of the FIA, which is typically 10 to 20 years. See
Table 6.2 for an example.

EEENSRICESSS |NNER CORE FOCUS

Is Development in Core Area?; Yes
RESIDENTIAL DEVELOPMENT COMPONENT

to average cost per unit to serve existing development.
This cost per unit is then multiplied by the number of
new units projected. It does not take into account excess
or deficient capacity, and it assumes that average costs
of municipal services will remain stable.

In contrast, the marginal-cost approach relies on
analysis of the demand and supply relationships for
public services and, more importantly, public facilities.
This approach does not view growth in a linear man-
ner. Instead, it recognizes that the costs to serve new
development can ebb and flow based on the amount
and timing of development, the geographic location of
development, and the current capacity of capital facili-
ties needed to serve new development.

Which methodology is appropriate depends on the
type of analysis being performed. For communitywide
analysis, area plans, and large development projects,
the marginal-cost approach is often the most appropri-
ate method. The average-cost approach is a better fit
with smaller projects. The marginal-cost approach will

) Potential New Annual Absorption/ Cumulative Units Develn
! Land-Use Profile Development | Type of Absarption Percent Absorbed Year1 Year2 | Year
Single Family 245 Persons per Ui T.000 Unite| | anusal Absorption | % 400 Uruts 4010 1
ﬂ Assessed Value: 40,000 pee Uit 957 Vehicle Trips]  50% Adjustment Factor _'_ = 2 3.50%
5 Multifarnily 1.64 Persons per Uit 1350 Units| | annual P |w 135 Unirs 135
a Assessed Value: $17.000 pee Unit 6.59 Vehicle Trips]  50% Adjustment Factor = (00"
© |Comdominiam 2,81 Persons per Ui 660 Units| | percent Absorbed | 9 0 Urits. 20
= Assessed Value: $27,600 per Lt 6.59 Vehicle Teips]  50% Adustment Factor] = 3.00%
— TOTAL 9,010 Units
=
o
=
™  NONRESIDENTIAL DEVELOPMENT COMPONENT
=] ] Potential New Annual Abgorption/ Cumulative Acreage and 5
o Land-Use Profile Development | Type of Absorption Percent Absorbed Year 1 f Yeur 2 i Year
<T  |[Big Box Retail 0.25 FAR $250 Sules per Square Foot 20 Acres] | Annual - 35 Acres 20 2
= Assessed Value: §5 per Square Foor 218,000 Square Feet| — = L00%
o | Employment Density:  2.29 per 1,000 Square Feer 3328 Vehicle Taps]  35% Adustment Factor L. o7 | Square Footage: 218,000
) |Restaurant (128 FAR!| $400 Sales per Square Foot 1 Acres| | custom L 4 1 Acres
o Assessed Value §6 per Square Foot 12,001 Square Feet| ~ - 0.00%% 1
M Employment Density: 5,00 per 1,000 Square Feet 89.95 Vehicle Trips|  26% Adjustment Factor 1 Square Footape 12,001
© TOTAL 230,001 Square Feet
w
e e e e e S YR AT T L R T R
[--]
<
— R CENTRAL CITY
Is Development in Core Area?: No

RESIDENTIAL DEVELOPMENT COMPONENT

Potential New Annual Absorption/ Cumulative Units Develop
Land-Use Profile Development Type of Absorption Percent Absorbed | Yearl - Year
Single Famaly 2.92 Persans per Unit 5,000 Units] | annual Absorption | W 250 Uruts 250 5
Assessed Vihue: $37.500 pee Unit 9.57 Vehucle Trips| 50% Adjustment Factor] - = : 0.00%
Ml farmily 1.98 Persons per Unit 500 Usnits| | nal Ab E‘ 100 Units 100
Assessed Value F25,000 per Ut 5.86 Vehicle Trips|  30% Adjustment Factor| = _—— 000"

This table represents a sample 20-year absorption schedule for residential and nonresidential development.

Step 2: Selecting the Methodology
There are a number of standard approaches to choose
from in conducting the analysis, including the average-
cost method (also known as the per capita multiplier
method) and a case-study marginal-cost method which
relies on extensive interviews with local government
staff.

As discussed in Chapter 4, the average-cost approach
is the simpler and more common procedure. This
method allocates costs to new development according

analyze a community’s marginal response to a new
development project or proposed land-use changes
through an evaluation of existing demand and avail-
able capital facility capacity in a community. Larger
projects (and larger areas of analysis) may indicate
enough new demand that the need for new services
development is triggered. Conversely, smaller projects
may increase level-of-service needs but are unlikely
to do so to an extent that triggers new capital invest-
ment needs.
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Chapter 6. Preparing a Fiscal Impact Analysis 39

For smaller development projects, the average-cost
method is preferable because, in many cases, the size
of the development is not large enough to trigger the
threshold level where surplus capacity is depleted. Thus,
additional capital facilities and operating expenses are
not needed or incurred. As a result, the marginal analy-
sis can dramatically understate the cost to service the
smaller development proposal.

Step 3: Projecting Revenues

When preparing a fiscal evaluation, most fiscal analysts
start with an examination of the jurisdiction’s operating
budget. The operating budget includes both revenues
and expenditures. Operating expenses for most local
governments include personnel, benefits, supplies,
administrative costs, and minor capital costs (typically
under $10,000). Operating revenue includes general
taxes (i.e., sales, property, and income), franchise taxes,
user fees and charges, state and federal revenues, and
interest.

TABLE 6.3. PROPERTY TAX REVENUES, WILSON, NORTH CAROLINA

Property Tax:
Current Year General Fund
Taxable Tax Rate
Prototype Value ($)! 0.515 ($)
Residential (per unit)
Single Family (Low) 110,900 571
Smgle Famlly(Mld) ..................... 190677 BRREERTORE
o i 66,200 s 2/401 .....
Duplex (Rental) ........................... 75,061 BRRERREE
Multifamily (Age Restricted) 54911 28
Smgle Famlly(Inﬁll) ..................... 205’110 .......... . ,056 e
Nonresidential (per 1,000 square feet)
Big Box Retail 61,900 319
Community-based Shopping Center 81,130 418
B 53/240274
T R 38,723 ............ o5

Source: TischlerBise
'Based on assessed valuation data provided by City of Wilson

Cumulative Units Developed
Yearl | Year2 | Year3 | Yeard | Vears | Yearh | Vear7 | Year8 | Vear8 | Yearld | Yearll | Year12 | Year1d | Year1d | Year1s | Veard6 | Year17 | Vearis | Year19 | Year20
7,000

400 800 1,200 1,600 2,000 2400 2,500 3,200 3,600 4,000 4,400 4,800 5,200 5,600 6,000 6,400 6,800 T.000 T.000
135 270 405 540 675 810 945 1,080 1,215 1,350 1,350 1350 1,350 1,350 1,350 1,350 1,350 1,350 1,350 1,350
20 40 59 ™ 2 119 139 158 178 198 218 238 257 77 2097 317 337 356 376 396

Cumulative Acreage and Square Footage Develo

Year1 Year2 | Year3 Year 4 Year5 | Year6 | Year? | Year8 | Yeard | Year10 | Yearll | Yearl2 | Year13 | Yearld | Yearis | Year16.] Yearl7 | Yearls | Year19 | Year20 |
20 20 20 EN) 20 20 20 20 20 20 20 20 20 20 20 20 20 20 20 20
28,000 218000 218000 218000 218000 218000 218000 218000 218,000 218000 _ 218,000 218000 218000 21000 218000 218000 218000 218,000 218000 208000
1 1 1 1 1 1 1 1 | 1 1 1 i 1 1 i 1 1 1 1
12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001 12,001

Cumulative Units Developed

Yearl Year2

Year3 | Yeard | Year5 | Year6 | Year? | Year8 | Year9 | Yearl0 | Yearll | Yearl2 | Year1d | Year1d | Year1s | Yearl6 | Year17 | Year1d | Year19 | Year20 |

250 500 750 1,000 1,250 1,504 1,750 2,000 2,350 2,500 2,750 3,004 3,250 3,500 3,750 4,000 4,250 4,500 4,750 5,000
100 200 300 W 500 504 500 500 500 500 500 500 500 504 504 5041 500 500 504 5040

Source: TischlerBise

Disaggregating revenue and determining projection fac-
tors. Determining the revenue factors to be used in an FIA de-
pends on the methodology employed as well as the revenue
structure of the community. If property tax is part of the local
revenue structure, the revenue factors are typically the same
regardless of methodology. The same holds true for sales tax
as well. The analysis will determine the likely assessed value
of the various development types being analyzed and apply
the current property-tax rate to the assessed values. In the
example from Wilson, North Carolina, in Table 6.3, the general

fund property tax rate is 0.515 per $100 of assessed value,
which is applied to the assessed value assumptions.

In the case of sales tax, revenue factors are largely
dependent on how sales tax is derived. (See Chapter 5.)
In those communities that use a point-of-sale distribu-
tion formula, the analysis will use a sales-per-square-
foot figure which is then applied to the sales tax rate to
determine the revenue factor. This is shown in Table
6.4 on page 40. In places where the state redistributes
local revenue on the basis of population, analysis would
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TABLE 6.4. HALF-CENT SALES TAX REVENUES

WILSON, NORTH CAROLINA

Sales per Tax Rate
Prototype Square Foot'($) 0.5 ($)
Big Box Retail 422 2.11
Community Scale Shopping Center 397 T 199

Source: TischlerBise
Derived from average retail sales from 2003 to 2005 from CAFR

divide the sales tax revenue by current population to
determine the amount of sales tax per capita.

Property tax and sales tax generally constitute most
local governments’ major growth-related revenue sourc-

es. In a few states, such as Maryland and Ohio, income
tax is a major growth-related local revenue source. The
remaining revenue categories include franchise taxes
for gas, electric, and cable utilities; intergovernmental
revenue (typically from the state); user fees (building
permits, recreation fees, etc.); fines and forfeitures (typi-
cally court-related); and miscellaneous revenue (inter-
est, sale of surplus equipment, etc.). An example from
Oklahoma City, Oklahoma, is shown in Table 6.5.
Many of these revenue sources tend to be overstated
in fiscal impact studies, particularly those prepared
using an average-cost, or per capita, methodology. The

TABLE 6.5. LOCAL GOVERNMENT REVENUE SOURCES, OKLAHOMA CITY, OKLAHOMA

Base Year
Budget
Revenue Category Revenue Name Amount ($)
Taxes Sales Tax 153,466,536
R : S', 7'61; PR
B 3 6'00; oo
FRSTRAT B’éi}é'r:a’g'e’ e .6.86./ i
Remington Park Admissions Tax 22276
Ui ty B e .1., 68'8', oo
it ty B e 8'6'5', oo
T ty o G sy s 5.4.(.).’4.9.1 .
Franchise Fees Oklahoma Natural Gas 4,875,613
O T G e Bl oo 1.4., 5.7.3., oo
G B -C’c-)&)’}')éfé;cix—/é ....................................... : 8 e
Oklahoma Electric Cooperative 220,482
G .3.0.5., oo
G .1.’ 5.0.(.).’ s
GO o 4., .2.3..7., 5o
o il 354 b6
Cox Telephone, McCloud, Chickasaw & Primel 32,194
Licenses, Permits, and Fees Fire Prevention Permits 52,605
e 5'9'8', s
Gil i 'Ii{é;;é&ib}i SR .2.2.6.’ oo
Gl .7.0.2.’ 550"
i ng B .3., i S', s
R ng B 1 i'éél HEN
b ﬁfﬁﬁiﬁé Pt 1 6'1'4', 50
B o oo Poysir e : .7./ 500
i .W.a.g.é.r.i.r.l g By S é', G
Prequalification Application Fee 747800
Refrigeration/Forced Air Permits 612,689
e .P.é.‘}i.h.g g 329, s
B ng o oy (; 8 e
T ih’g’ e iéﬂi}ig' By .1.5.4./ 516
Mixed Beverage/Bottle Club License 454,374
Vi if{g"éié'rﬁﬁs' ................................................... .1.9.4., 563
ééﬁigé o P 7. .7.’ 55y
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TABLE 6.5. (continued)

Administrative Charges Airport Administrative Payments 656,776
A1rp0 i Payments ...................................... 5585 513
Water/Wastewater Administrative Payments 5,750,515
Federal Fund Administrative Payments 180,000
Drainage Utility Administrative Payment 559,747
Solid Waste Administrative Payment 786,272
Convention and Tourist Administrative Payment 139,627
Zoo Administrative Payment 106,000
Golf Administrative Payment 270,000
Bond Fund Administrative Payment 1270294
Other Administrative Payment | 99,733
Risk Management Administrative Payment 206,256
Transit Administrative Payment 658,802
Parking Administrative Payment 248,274
IT Administrative Payment 850,605
Print Shop Administrative Payment 118,764
Fleet Services Administrative Payment 25131

Other Service Charges OCMAPS Chargebacks 535,733
OCMAPS Engineering Chargebacks 315,000
T ecovery ............................................ 10,060
S R §55 551
EngmeermgFeesl,525,753
PlanmngFees753,706
Fa ery .............................................. 38,000
Blica ey T L
P ng i 15
R e
Myrlad/ClVlcCenter1,059,315
Myrlad o e i 7eh

Fines Traffic Fines 6,848,760
ParklngFlnesl,205,971
G g 5
Court of Record, Jury Division 10,863,589
Gppmaeia s LT 509556,
Toverile Fineg 17T g

overstating of revenue occurs because many of these
average-cost studies consider all revenue to be variable
or growth-related. While many revenue sources will
increase with growth, it is unrealistic to expect that all
revenue will increase. The case-study marginal approach
accounts for growth-related revenue more realistically,
since the projection methodology is based on interviews
with local finance staff and is more specific to the cir-
cumstances in the community.

In the example from Oklahoma City in Table 6.5, most
franchise fees will increase with new development. How-
ever, the oil and gas well-inspection revenue shown under
the licenses, permits, and fees category will increase only
if additional wells are constructed, which has nothing

Source: TischlerBise

to do with additional residential or nonresidential con-
struction. Similarly, court fees (under the fines category)
may or may not be considered growth-related revenue,
depending on the jurisdiction. For example, the amount
of cases heard by the local court system may be a func-
tion of the number of judges, which may be controlled
by the state. Therefore, the case volume remains the same
regardless of new development. In other jurisdictions, the
case volume may increase with the addition of judges or
expansion of hours to include night courts.

Step 4: Determining Operating Cost Factors

New development almost always results in increased
demand for services. The difficult part is translating
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the estimated population, number of schoolchildren
(if applicable), and employment changes into public
service and facility costs. As discussed, the average-
cost method simply calculates the average cost per
unit of service and multiplies this cost by the number
of new units (housing, pupils, workers) generated
by the project. Thus, for example, the parks and
recreation department total annual operating budget
would be divided by population to obtain an average
cost per person. This is shown in Table 6.6 in an ex-
ample from a fiscal model prepared for Hillsborough
County, Florida, which had a population of 1,055,617
at the time.

related school costs is additional schoolchildren
resulting from new development. In Table 6.7, which
depicts parks and recreation costs for Hillsborough
County, there are several demand units used to proj-
ect growth-related costs depending on the program
area. For example, discussions with staff indicate
that certain activities (e.g., the equestrian program)
are not affected by growth and are considered fixed
in the fiscal impact model. The table also indicates
that some of the department’s activities are affected
by countywide population and others are affected
only by population growth in the unincorporated

TABLE 6.6. DETERMINATION OF PER CAPITA PARKS AND RECREATION COSTS, HILLSBOROUGH COUNTY, FLORIDA

FY03
General Unincorporated Special Total Per Capita
Expenditures Fund ($) Service ($) Revenue ($) All Funds ($)  Amount ($)
572 Parks/Recreation 482120 39800 16315170 16757490 1836
573 . CulturalServices 3136122 | 9070409 5692760 17899291 1961
579  Other Culture/Recreation 9,966,613 9,966,613 10.92

To illustrate the differences in how to evaluate parks
and recreation costs using a marginal approach, we
can look at another study from Hillsborough County,
Florida, which was prepared on behalf of the inde-
pendent Hillsborough County City/County Planning
Commission. Table 6.7 illustrates the level of detail
that is examined using marginal costing. As the figure
indicates, there are many divisions, or program areas,
within the Hillsborough County Parks and Recreation
Department. Under the marginal-cost approach, inter-
views by the consultant or internal project leader would
help determine several items:

® Organizational structure: What division or program
areas exist within the department?

e Fixed versus variable costs: What components of the
operating budget will remain the same regardless of
new development? For example, the planning direc-
tor salary is a fixed cost because it will be incurred
regardless of whether the community’s population
is 10,000 or 1,000,000. Variable costs refer to those
that are affected by new development. For example,
discussions may indicate that additional planners will
be needed as development occurs or additional areas
are annexed.

® Drivers of demand (i.e., the demand units) for each
functional area: The driver of demand refers to the
demand indicator resulting from new development.
For example, the demand indicator for growth-

Source: TischlerBise

areas of the county. This is because the City of Tampa
provides duplicative services in some areas. Finally,
the bottom of the table indicates the marginal oper-
ating cost associated with constructing additional
types of parks and recreation facilities in the county.
It is important to note that when using the marginal-
cost approach, staffing is projected separately; all
growth-related cost factors shown in Table 6.7 are
for nonsalary operating costs.

EXCLUDED ENTITIES

Utility infrastructure and operations such as sewer and water
(and sometimes electricity) are usually excluded from tradi-
tional fiscal impact analyses. These entities are financed using
enterprise funds, the operations of which are conducted in a
manner similar to private business enterprises. The intent of
the governing body is to finance or recover the cost (including
depreciation) of providing goods or services on a continuing
basis to the general public through user fees and charges.
Historically, this has been construed to mean that users of
the service are billed only for what they actually use: no
more, no less. This is substantially different than the local
government’s general fund, which is fiscally constrained by
the political nature of tax rates.
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TABLE 6.7. DETAILED MARGINAL COSTING FOR PARKS AND RECREATION COSTS, HILLSBOROUGH COUNTY, FLORIDA

Level-of-Service

Base Year Demand Unit Standard
Expenditure Name Budget Amount ($)  Project Expenditure Factor Multiplier $ per Demand Unit
Administration 1,411,904 Fixed 0.30 0
.C. ountyw1de P arks .................................. 7 010403 ....... Cou ntyPopulatl On .................... ; 32 ..................... 6 64 ........
EquestnanProgram .................................. 314666 ....... S SRR G
b hys1 i Therap S 606582 ....... G ntyPopulatl o ; 15 ..................... 0 57 ........
FlscalCOntrOl ........................................ 2013017 ....... leed .................................... 1000 ........
b ro]ect . agement ................................. 617190 ....... Unmcorporated Pop ulatlon ......... ; 03 ..................... 0 90 ........
Construction . ....983702  Unincorporaed Population 023 143
Maintenance 6,054,465 See Direct Entry 0.35 0
Rogianil i | 2 845155 ....... G ntyPopulat1 o Gy P
Operat1onCleanup50135 ....... S SRR g
Arts o Crafts ........................................ 11031 S Umncorporated Pop ulatlon ......... ; 39 ..................... 0 16 ........
EdRachceSportsComplex .......................... 547190 ....... leed .................................... ; 610 ........
Youspors T e Unineorponaed Popuiaion 05
Adult Sports 838,994 Unincorporated Population 0.38 1.22
O 101028 ....... S T RS o
T Program ......................................... 718522 ....... i corporated Pop TR Gy e
Spec1alParks .......................................... 408540 ....... S T RS R
& oadwayLandscapm g .............................. 99001 e Vethle Tr1ps ........................... ; 58 ..................... 0 35 ........
BalmBoyetteMomtormg ........................... 103037 ....... leed .................................... ; 050 ........
PlantControlTaskForce .............................. 57618 ....... leed .................................... ; 090 ........
Funw1thNature87352 ....... e G
nghbo RS OperatmgCost et S Do ry ............................ o 243000 ........
o OperatmgCos T R Do ry ............................ TS 35000 ........
R On Cen i Operatm g Costs ........................ S D1rect o ry ............................ o 174690 ........
Sporis Complex Operating Costs 0" bireeriury T o gy
TOTAL 36,996,887

Source: TischlerBise

Table 6.8 on page 44 indicates the various positions
by type, the indicator of demand, and current level of
service for each position.

Step 5: Determining the Capital Impact

Itis important for planners to understand the long-term
consequences of costs associated with growth-related
capital improvements and facilities. There are two basic
approaches for estimating the impact of new develop-
ment on a jurisdiction’s capital budget. The first is the
average-cost method; the second approach reflects the
marginal-cost approach.

Average Costing of Facilities. The development
of average-cost capital-facility cost factors is an
excellent example of how fiscal impact analysis can
be viewed as both an art and a science. There is much
leeway given to the analyst, and cost factors can be
developed in many different ways, depending on
what the analyst is trying to show. However, the basic
average-cost concept remains the same. The first
step of the average-costing approach is to determine

the number of infrastructure units per demand unit
(e.g., per person or per job) multiplied by the cost per
infrastructure unit.

In cases where capital facilities are typically paid
for with bonds or other debt mechanisms designed
to spread the cost over time, the debt-service cost per
person is determined by dividing the jurisdiction’s
existing debt service by its current population (i.e.,
demand units). Another method involves dividing
the total cost (or value) of the jurisdiction’s existing
capital facilities by current demand units to determine
the capital cost per person. In both cases, the result is
then multiplied by the anticipated new population
or number of units in the proposed development to
determine the portion of capital costs that may be at-
tributed to the development.

There are several potential drawbacks to these ap-
proaches to estimating capital costs per person; they
may understate costs in several ways. First, the debt-
service payments may extend past the analysis period.
The second problem is that the cost basis used for

70



44 Fiscal Impact Analysis: Methodologies for Planners

TABLE 6.8. PARKS AND RECREATION STAFFING INPUT, HILLSBOROUGH COUNTY, FLORIDA

Base Year Current Demand
Full-Time-Equivalent Units Served

Category Positions Which Demand Base? per Position
Accounting Clerk 2 Fixed 0
Cla T L 5 nmcorporated 5 Opulatlon ........ 5 7 o
e e W R
Crew Leader % Fbed 0.
Custodian 44 Recreation SF 6,526
D ’ P [ T S
o R G oo
: ngmeer ................................................. g G o
T S G o
Environmental Specialist 9o Unincorporated Population 76550
N uperv1sor ........................... R L o
Environmental Technician | 50 Unincorporated Population 137,791
: qu1 pmentOperato S g Unmcorporated o Opulatlon .......... ; 8,130 .....
G S G S
GeneralManager4 ............. G o
and Catodian g
Landscape Gardener 6 Fixed 0
N agers, . ons/P rograms ..................... S R o
N o Gy R 7,363 .....
o R T S S
5 arkManager ........................................ SRR T TR
ParkRanger ........................................ o R
P R G o
; r0]ect R e R S
5 eceptlomst ............................................ [ s o
R Superv1 o g s S
i g County Populatlon ..................... 8,060 .....
R, Spec1allst ................................ e County Populat1on B 22464 .....
R, Theraplst .................................. L c ounty Populatlon .................. 211 e
R Theraplst VSRR SRR G B o
" efrlg eratlon/AC ot S s o
P S s S
5 uyer .................................................... R s S
Secretary4 ............. UnmcorporatedPopulatlon ........ 172,238 .....
G skeep S L B A P
SemorManager ........................................ L G o
T SRR R o
TradesHelper .......................................... g 5 ecreat1onSF31,9O4 .....
S / MamtenanceSupeersor .................... S R 95,713 .....

new capital facilities (either for debt service or exist-
ing facility value) is based on the cost of construction
several years earlier (or the debt-service cost related
to their construction)—thus, these amounts are rarely
representative of current costs. And third, if the analysis
uses current debt service as the sole basis for determin-

Source: TischlerBise

ing the cost factor, that amount may be understated if
the jurisdiction financed capital facilities (or portions
thereof) through current revenues.

Levels of service also must be factored into the deter-
mination of capital-facility impacts. Most FIAs strive to
evaluate the costs to maintain present levels of service.
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The analyst must be sensitive to the concern that new
development will not be assumed to receive higher
and more costly levels of service than the jurisdiction
currently provides. Conversely, the analyst should
also be mindful that the capital-cost factors used in the
analysis do not result in a declining level of service.
Although many jurisdictions try to base facility needs
on level-of-service goals, the harsh reality is that many
jurisdictions are unable to maintain desired levels of
service across the board, as many capital budgets are
fiscally constrained by the amount of revenue available.
There is therefore a better-than-average chance that the
debt-service cost per demand unit used in the FIA is
artificially low.

To avoid issues related to levels of service, an alter-
native average-cost approach called the “incremental
expansion method” can be used. This method develops
a cost factor based on the current level of service for each
type of public facility in both quantitative and qualita-

TABLE 6.9. AN INCREMENTAL-EXPANSION APPROACH TO DETERMINING COST FACTORS FOR CULTURE AND RECREATION SERVICES

assumptions that are developed by the analyst can
be quite specific. One way to factor capital needs is
to simply use “direct entries.” For example, if it is
known through the capital improvement plan that a
particular facility will be constructed, the year and
cost to construct can be entered into the fiscal impact
model. This method is particularly useful in the short
term but can be difficult over the long term as most
jurisdictions do not have facility plans that span a 10-
to 20-year period for every infrastructure category.
When not using direct entries, projecting capital facili-
ties on a marginal basis can become quite complicated.
As discussed, the case-study marginal-cost approach
involves an extensive evaluation of facilities, levels of
service, and existing capacities. As a result, the fiscal
impact models developed for these evaluations can pro-
ject when new facilities are needed, based on delivery
criteria provided by the user. They can also recognize
capacities of existing facilities and useful life spans, thus

Per Capita | Annualized
CULTURE/RECREATION Residential Demand Population | Capital Cost | Per Capita
% Unit over 20 Years Cost
SENIOR SERVICES SF Cost/SF Total Value
Senior Citizens Center (Alamao) 2,000 5200 $400,000
Senlor Citizens Center (Panaca) 2,400 $200]  5480,000
Senior Citizens Center (Pioche) 2,000 5200 5400,000
51,280,000 51,280,000 POPULATION 4,184 5305.93 $15.30
LIBRARY
Library 1,638] $200]  $327,600] $327,600 POPULATION 4,184 $78.30 $3.91
Culture/Recreation Annual per Capita $19.21

tive measures, based on an existing service standard
such as square feet per capita or park acres per capita.
This approach is essentially a snapshot of current levels
of service for infrastructure; it assumes that there are no
existing infrastructure deficiencies or surplus capacity.

The incremental expansion method is similar to the
approach used to establish impact fees and is not based
on a specific facility plan. Using current level-of-service
data, a factor reflecting the cost to provide existing de-
velopment with capital facilities is derived and applied
to future development. The amounts are annualized to
reflect the one-time nature of these expenditures. For
buildings, costs are divided by 20 years. The annualized
amounts for vehicles and equipment are divided by
shorter time periods, depending on type. An example
of this approach (shown for Culture and Recreation) is
shown in Table 6.9.

Marginal Costing of Facilities. Marginal capital-
cost factors can also be developed in several different
ways. Since the marginal-cost approach involves
much more detailed interaction with staff, the

Source: TischlerBise

providing a time frame for when the purchase of new
facilities will be necessary. When the local government
knows the timing of delivery, it can also identify lead or
lag times, providing for funding needs at times before or
after actual delivery, as may be needed for construction
or ordering processes.

The timing of debt payments may also be similarly
adjusted relative to actual delivery. Funding, bonding,
and debt mechanisms and terms, including direct fund-
ing (“pay as you go”), are entirely at the discretion of
the user or analyst. An example of this is shown in Table
6.10, for parks and recreation athletic complexes in an
analysis for Lawrence, Kansas. The analyst can input
the percentage of the facility cost to be debt financed
(in this case 100 percent), as well as the interest rate
and bond term. (These inputs areas are not shown in
this illustration.) The analyst also has the option of
selecting how much lag or lead time there is between
the funding of the facility and its actual construc-
tion. For example, it often takes several years to con-
struct a school. Therefore, the bond may be issued in
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TABLE 6.10. PARKS AND RECREATION CAPITAL FACILITIES STANDARDS AND COSTS, LAWRENCE, KANSAS

Citywide Level Current Inflation
Base Year  Need for Facility of Service by Demand Units Gurrent Gost/ Adjustment

Facility Type Inventory  Based on Capital Facility ~ Served per Facility  Unit ($5000s) (+/-)
Athletic Acres 81 Population 0.00091 16,396 2,950 0%
Complexes Capacity

Factors
Useful New Facility 30 Prototype 15.0
Facility Life (years) Facility Size

(acres)

Estimate of 75%

Available Facility

DGy e

Remaining 11.25

Capacity /Initial

Construction

Threshold (acres)

Source: TischlerBise

This table shows the timing of debt payments for parks and recreation
athletic complexes.

year 1, but the 1,200 additional student seats do not jurisdiction may be providing a library for every 25,000

come online for three years. residents. If it is determined that the prototype library will

Another version of the marginal-cost approach involves cost $3,500,000, the fiscal impact model will be designed to
determining required capital facilities based on the service construct a new library (at a cost of $3,500,000) when the
or design capacity of individual facilities. For example, a demand threshold of an additional 25,000 persons is met.
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CHAPTER 7

Fiscal Impact Analysis
in Practice

This section includes five case studies that illustrate different appli-
cations of fiscal analysis. The first three look at growth alternatives
that reflect different mixes of land uses, alternative development pat-
terns, and socioeconomic and demographic changes. In addition to
evaluating growth alternatives, the fourth case study also addresses
revenue and implementation strategies. The last example explains
a basic cost-of-land-uses fiscal impact analysis that can be applied
to smaller, rural jurisdictions that are interested in understanding

fiscal issues affecting their communities.
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GERMANTOWN, TENNESSEE: EVALUATION OF LAND-USE AND
ANNEXATION ALTERNATIVES

Germantown (pop. 43,000), a suburb of Memphis, evaluated
the fiscal impact of four future land-use alternatives and
several annexation alternatives. The four growth scenarios
evaluated within the city included a “trends” scenario based
on the existing land-use plan, a “higher density” scenario
that assumed a mix of town house and senior living units,
and two nonresidential scenarios. The latter two scenarios
assumed the city would succeed at capturing office develop-
ment and, to a lesser extent, retail development. One of the
nonresidential scenarios considered the amount of Class A
office development that might be captured, and the other
considered Class B office development.

FIGURE 7.1. ANNUAL ANNEXATION

the potential to yield 349 additional single-family units,
with 1,130 additional persons, and that 311,000 square
feet of retail space would be developed between 2000
and 2010. A second scenario projected this growth to
occur by 2005. The average annual fiscal impact results
for these two growth scenarios, projected over both a 10-
year and 20-year time frame, are shown in Figure 7.1.
Subarea D was projected to accommodate 5.8 million
square feet of office space and 2.7 million square feet of
retail activity by 2020. Three increasingly less-optimistic
scenarios were developed showing absorption of 75 percent,
50 percent, and 25 percent of the by-right office space.
Annexation of Subarea B would represent a net loss
of revenue for the city unless new revenue sources were
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The study confirmed that the city was in a good posi-
tion to accommodate new growth within the existing city
limits under its current land-use pattern that emphasized
low-density single-family housing. This was a result of
several factors: (1) no major capital expenditures other
than parks were required to serve new development; (2)
new development had high market values; and (3) the
existing revenue structure benefited from higher market
values (namely, property tax) and population growth
(state revenue sharing). The analysis also indicated that
the city would clearly benefit from attracting additional
economic development (i.e., nonresidential square foot-
age) and encouraging higher-density housing.

Germantown also analyzed the fiscal impact of an-
nexation of two new areas: subareas B and D. Subarea
B was primarily residential in nature. Analysis showed
that the remaining developable land in Subarea B had

Source: TischlerBise

B 2000 to 2020

found, existing rates increased, or different zoning put
in place. Annexation of Subarea D was projected to
generate average annual net revenues over the long
term under all four scenarios, although costs might
outweigh revenues in the short term.

HOWARD COUNTY, MARYLAND: PLANNING FOR BUILD OUT

Howard County, Maryland, a suburban county located
between Baltimore and Washington, D.C., conducted a
two-phase fiscal impact analysis as part of its 2000 com-
prehensive plan. Phase 1 determined whether revenue
generated by four different growth scenarios between
1999 and 2020 would cover the costs for additional
services and facilities. Phase 2 added the costs and rev-
enues generated by the existing development base and
evaluated how various economic, socioeconomic, real
estate, infrastructure-replacement, and related factors

TABLE 7.1. PROJECTED POPULATION INCREASES, HOWARD COUNTY, MARYLAND

Scenario Fiscal Analysis Zone
Ellicott Total
Columbia Elkridge City Southeast West County

Aging in
in Place 420 7,100 11,670 13,960 10,730 43,880
High

- 10,740 10,970 18,280 18,690 15,660 74,340
Mobility

Source: TischlerBise
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would affect county finances as the county approaches
build out. This was done in the context of two growth
scenarios: one in which the population ages in place
and one where there is an influx of new population
(high mobility).

The number of housing units is the same under both
scenarios, but as shown in Table 7.1, the population
increase under the high-mobility scenario is 30,460
persons greater than under the scenario of aging in
place.

Although the Phase 1 analysis indicated that new
growth would bring net surpluses to the county, the
Phase 2 analysis (which looked at the county’s over-
all fiscal structure and policies) indicated average
annual net deficits. The primary reason was that the
county relies partly on income tax revenues. While
strong financial markets boosted these revenues and
contributed to a $26.4 million surplus in the county’s
FY1999 budget, the fiscal analysis could not assume
similar revenue levels for the future. (In March 2000,
shortly after this analysis was prepared, the stock
market took a nosedive, confirming the wisdom of
the analysis.) Meanwhile, however, capital program
costs would continue because the county is required to
maintain current levels of service. The modest annual
net surpluses generated by new growth indicated in
Phase 1 were not enough to sustain the FY2000 level
of spending.

These net deficits increase when an infrastructure
replacement program is factored in, to reflect costs to
maintain or replace county buildings and facilities,
roads, stormwater infrastructure, sidewalks, curbs and
gutters, and parks and recreation facilities.

This fiscal impact evaluation resulted in several recom-
mendations: that the county adjust the ratio of debt to pay-
as-you-go funding for capital projects, enhance the economic
vitality of older areas (by combating crime and blight), and
monitor the direction and magnitude of demographic shifts
and county revenue patterns so that it can develop policies
to address future budgetary and service level impacts.

CHAMPAIGN, ILLINOIS: EVALUATING GROWTH ON THE FRINGE
The City of Champaign, Illinois, was interested in evalu-
ating the cost to serve new development in the future,
particularly as growth occurs near the city fringe areas.
Two scenarios were evaluated as part of this analysis:

Scenario 1: Growth Within the Service Area. All
growth occurs within the current sanitary-sewer
service area.

Scenario 2: Growth Beyond the Service Area.
Growth occurs both within and outside of the
current sanitary-sewer service area.

The two scenarios are intended to show the fiscal im-
plications of public policy decisions about key planning
issues and their impacts on broad land-use patterns. The

FIGURE 7.2. COMPARISON OF ANNUAL NET FISCAL RESULTS, HOWARD COUNTY, MARYLAND, 2000-2020
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The analysis (see Figure 7.2) also shows that if the
national trend of an aging population and decreasing
household size continues in Howard County, the costs
are less than if household sizes remain the same. The
loss of income-tax revenue and higher aging-related
costs are more than offset by lower education costs if
lower numbers of school-age children are generated.
This is an important fiscal finding.

OYrs.11-21

Source: TischlerBise

OYrs.1-21

first scenario assumes that no new sewer projects will
be completed to serve the fiscal analysis zones (FAZs).
Additionally, the only infrastructure specific to each
FAZ required is road construction. The second scenario
assumes that the sanitary-sewer service area will be
extended with four capital projects.

While the pace of growth in each scenario is very
similar, the mix of land uses varies, as does the amount
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of growth in each of the fiscal analysis zones. Land uses
are based on approved developments as well as the as-
sumptions in the Champaign Tomorrow plan. Growth
within each of the two scenarios is allocated to seven
different FAZs, defined by transportation nodes in the
city. These FAZs are shown in Figure 7.3.

FIGURE 7.3. FISCAL ANALYSIS ZONES (FAZS), CHAMPAIGN, ILLINOIS

D

Source: TischlerBise

As Figure 7.4 shows, the largest changes in the net fiscal
impact from one year to another for each of the growth
scenarios are triggered by capital projects and the associ-
ated operating costs. By showing the results annually, the
magnitude, rate of change, and timeline of deficits and
revenues can be observed. The “bumpy” nature of the an-
nual results during particular years represents the opening
of capital facilities or the incurring of major operating costs.

Data points above the $0 line represent positive annual
results; points below it represent annual deficits. Each
year’s result is not carried forward into the next year. This
enables a comparison from year to year of the net results
without distorting the revenue or cost side of the equation.
In reality, those positive impacts would be carried forward
or deficits would be funded through other means, such as
debt financing for capital improvements.

InFY2017, there is a significant decrease in the net fiscal
impact for the Growth Within the Service Area scenario,
which is caused by the beginning of road projects; addi-
tional road projects begin in FY2025. An accompanying
downturn in the net fiscal impact is seen that year as
well. The slight leveling of the net fiscal impact between
FY2019 and FY2020 and FY2025 and FY2026 is caused by
the triggering of new street-maintenance workers and
new snow-removal trucks coupled with added police
officers and vehicles. However, the net fiscal impact
remains positive in all years except FY2017.

The decrease in the net fiscal impact begins in FY2016
for the Growth Beyond the Service Area; this decrease is
caused by the beginning of road projects. The net deficit
increases in FY2017, when the new fire station opens and
another fire station moves. Another significant decrease
in the net fiscal impact occurs in FY2025 when the second
set of road projects begins.

The cumulative fiscal results comparing the net op-
erating and net capital impacts make this even clearer.
The relative size of each of these cumulative net posi-
tive and negative results as well as a comparison of the
cumulative net fiscal impact can be seen in Figure 7.5.
As the figure indicates, cumulative fiscal results for the
city are $52 million more favorable for the first scenario
than in the second scenario. The net fiscal impact of the
first scenario is a $32.8 million positive impact while it
is a $19.6 million deficit for the second scenario. This is
driven primarily by the higher infrastructure costs asso-
ciated with development occurring beyond the Service
Area. Note that the acreage available for development
under the Growth Beyond the Service Area scenario is

FIGURE 7.4. ANNUAL NET FISCAL IMPACTS OF NEW GROWTH, CHAMPAIGN, ILLINOIS
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FIGURE 7.5. CUMULATIVE NET FISCAL IMPACTS OF NEW GROWTH, CHAMPAIGN, ILLINOIS
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more than double that of the Growth Within the Service
Area scenario. This larger development area leads to a
more scattered and leapfrog approach to development,
which requires the expansion of fire-service areas as well
as of the road network. The fiscal impact results confirm
that this is an inefficient development pattern.

Three additional factors must be considered when
analyzing these fiscal results:

® The fiscal impact analysis results for each scenario are
a snapshot based on the FY2009 budget and levels of
service. Thus, it is assumed that these current levels of
service will continue over the 20-year analysis period.
If any levels of service are insufficient or the city raises
any levels of service, costs will increase, reducing the
net fiscal impacts.

® Road projects and fire-station construction are as-
sumed to be debt financed over a period of 20 years.
Thus, the debt payments extend beyond the time
period of this analysis. Remaining debt service for

B Capital

Growth Beyond the Service Area
B Combined

the Growth Within the Service Area scenario totals
$52.5 million, eliminating the positive impact of this
scenario, while the remaining debt service for the
Growth Beyond the Service Area totals $96.4 million,
creating a more extreme deficit.

® The Growth Beyond the Service Area also requires expan-
sion of the sanitary-sewer service area with four projects,
including the extension of interceptor sewers and new
lift stations. These sewer-project costs have not been
captured in this analysis because sanitary-sewer service
isnot provided by the city but by the Urbana-Champaign
Sanitary District. These costs and the difficulty of the
projects should be considered in addition to the net fiscal
impact. However, the city often carries the cost of sewers
and is reimbursed as development occurs.

The analysis also indicated that three of the FAZs with
positive net cumulative results in the first scenario—Sta-
ley and Kirby, Curtis Interchange, and Infill—maintain
positive results in the second scenario. (See Figure 7.6.)

FIGURE 7.6. CUMULATIVE NET FISCAL IMPACTS OF NEW GROWTH, CHAMPAIGN, ILLINOIS
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In fact, the Curtis Interchange and Infill FAZs show
very little difference in fiscal impact in the two sce-
narios and maintain net positive impacts in each year
of the analysis. Two FAZs—Olympian and Prospect, as
well as Olympian Extended—have net deficits in both
scenarios. Only the Bradley and Staley and Southwest
Champaign FAZs change from a net positive result to
a net deficit.

Summarizing the Impacts

Olympian and Prospect FAZ. The positive operating
impact does not outweigh the capital deficit in this area
due to the high cost of road projects and the mix of devel-
opment. Most residential development is lower-valued
multifamily housing coupled with far more industrial
and office development than retail. While the property
tax generated can cover the operating expenditures,
without the boost from retail-generated sales tax the
capital costs cannot be offset.

Staley and Kirby FAZ. A cumulative net surplus gen-
erated under both scenarios, as the positive operating
impact is large enough to make up for the capital deficit.
This is primarily due to two factors. One, the scenarios
assume a significant amount of neighborhood retail,
which generates sales tax. Second, road capital costs
are relatively low, due to the limited area available for
new development in this FAZ.

Southwest Champaign FAZ. This area generates the larg-
est net positive impacts under Scenario One and the second
best result under Scenario Two. Residential development is
a balance of all housing unit types, and this area generates
sales tax due to the amount of neighborhood retail.

Curtis Road Interchange FAZ. This FAZ generates cu-
mulative net positive impacts under both scenarios. Like
the Bradley and Staley FAZ, arterial road improvements
were not identified for this area. As a result, the operating
surpluses are large enough to make up the capital deficits.

IMAGE REMOVED
BY THE PUBLISHER

Olympian Extended FAZ. This area generates the
largest cumulative net deficit. Most (88 percent) of the
nonresidential development is offices, which results in
this FAZ generating the lowest level of sales tax revenue.
This makes it difficult to generate a significant enough
operating surplus to offset capital deficits created by the
cost of road construction.

Bradley and Staley FAZ. Cumulative net positive
impacts are generated under Scenario One, as this area
does not require arterial road improvements under this
scenario. A significant cumulative deficit is generated
under Scenario Two (Growth Beyond the Service Area)
due to the arterial road improvements required.

Infill FAZ. As development increases over the 20-year
period, the net positive impact increases. Infill develop-
ment does not require capital infrastructure, and the
balance of retail and higher value multifamily housing
units creates a positive net impact.

QUEEN CREEK, ARIZONA: EVALUATING THE TOTAL COST

OF GROWTH

The Town of Queen Creek, a Phoenix suburb with a
current population of 20,479, is expected to increase
by more than 55,000 persons within the next 15 years.
As a first step in evaluating the total cost of growth,
the town had an impact (i.e., development) fee analy-

79



Chapter 7. Fiscal Impact Analysis in Practice 53

FIGURE 7.7. ANNUAL NET FISCAL RESULTS FOR THREE GROWTH SCENARIOS, QUEEN CREEK, ARIZONA
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sis prepared for municipal facilities and equipment,
including police, parks, recreation, roads, library, and
fire services. The town’s existing fees were the high-
est in the Phoenix area at $10,200 per single-family
housing unit.

Queen Creek’s fiscal impact analysis included all
revenues, capital costs, and operating expenses. The
town’s major revenue source is a point-of-sale sales tax.
(In Arizona property taxes are levied by counties, not
municipalities.) However, many big-box stores and a
regional mall lie just outside the town’s boundaries, so
it is unlikely to capture significant new retail space.

While the impact fee study calculated new growth’s
fair share of future capital facilities, the FIA indicated
that new growth would generate insufficient revenue
to cover associated operating expenses. This is an im-
portant consideration, as by collecting the impact fees
the town is committing itself to construct and operate
the facilities.

Although the State of Arizona requires the local plan-
ning process to consider the cost of development, most
jurisdictions use an average cost-per-capita calculation.
Queen Creek chose instead to evaluate several growth
alternatives, which varied the pace of residential and
employment growth. Equally important, it used the
case-study marginal approach to model the associated
operating costs of new capital facilities as well as the
fiscal impacts on an annual basis.

The alternatives evaluated reflected three different
rates of residential growth. For each scenario, two non-
residential growth rates were evaluated to depict the
impact of slowed commercial development.

Source: TischlerBise

Scenario 1. Accelerated Growth. Average annual
growth of 1500 housing units.

Scenario 2. Current Growth. Average annual
growth of 1000 housing units.

Scenario 3. Slower Growth. Average annual
growth of 750 housing units.

The FIA indicated that the town will begin to incur
deficits in about year 5 under all scenarios, when ad-
ditional capital facilities are needed and the associated
operating costs for those facilities are incurred. The case-
study marginal approach used in this analysis forecast
the timing and cost of new capital facilities (Figure 7.7).
As discussed, construction of these facilities will trigger
additional operating expenses.

This FIA led to several important policy discussions.
First, town officials reviewed and revised the levels of
service Queen Creek could provide. They then reviewed
and recalculated some of the proposed impact fees since
the modified levels of service meant fewer capital facilities
would be required. They also created a revenue-strategies
committee to continue discussion on the study findings.
Finally, the study helped the town educate its citizens
on the need for additional revenues to maintain levels of
service, with the prime candidate being a property tax.

LINCOLN COUNTY, NEVADA: EVALUATING THE COST OF
GROWTH IN A SMALL COMMUNITY

In small communities with limited resources, a cost-of-
land-uses FIA can provide a comprehensive overview of
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the link between land use and fiscal health. A good ex-

ample is Lincoln County, Nevada, a large, rural county

(over 10,600 square miles) with a population of only

4,500. The county has recently experienced increased

development pressure and was interested in better
understanding the impact of various land uses.
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The Lincoln County cost-of-land-uses FIA found that
none of the prototype land uses included in the study
generates a positive fiscal impact, given the revenues
and costs associated with maintaining current levels
of service for each land use. (See Figure 7.8.) For all
funds combined, residential prototype land uses pro-

_FIGURE 7.8. ANNUAL NET FISCAL RESULTS, LINCOLN COUNTY, NEVADA

($1,200)

(51,400}

(31,600) 1

Source: TischlerBise

This chart shows the annual net fiscal results for residential

prototypes per residential unit.

The county had a cost-of-land-uses FIA prepared that
evaluated eight residential prototypes: (1) single-family
high value; (2) single-family medium value (2.5 acre lot);
(3) single-family medium value (one-acre lot); (4) single-
family medium value (5,000 square-foot lot); (5) single-
family low value; (6) mobile/manufactured housing;
(7) condominium unit; and (8) multifamily apartments.
It also evaluated three nonresidential prototypes:
(1) retail; (2) office; and (3) industrial.

TABLE 7.2. ANNUAL NET OPERATING AND CAPITAL FISCAL RESULTS, LINCOLN COUNTY, NEVADA

duce net deficits per unit. For the general fund, road
fund, and federal in-lieu tax fund, net surpluses are
generated. Net deficits are produced for nonmajor
special funds and capital improvements. (See Table
7.2.) The net surpluses generated in those funds are
insufficient to offset the deficits to maintain current
levels of service.

For all funds combined, all nonresidential land uses
generate net deficits per 1,000 square feet of develop-

— A= WL W i i
SFD SFD SFD
Category High Value Medium Value Medium Value
Large Lot (2.5 acres) | Medium Lot (1 acre)

Operating Net Fiscal Results by Fund
General Fund Operating Results $382 ($78) ($78)
Road Fund Results $29 $29 $29
Federal in Lieu Tax Fund Results $106 $106 $106
Nonmajor Special Funds Results (All Combined) ($358) ($479) (5479)
Subtotal Operating Net Fiscal Results $159 ($422) ($422)
Capital Net Fiscal Results
Subtotal Capital Net Fiscal Results ($723) ($742) (§742)
TOTAL RESULTS ($564) ($1,164) ($1,164)
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ment. (See Figure 7.9.) For the general fund, road fund,
nonmajor special funds, and capital improvements,
net deficits are generated. The federal in-lieu tax fund
generates net surpluses. (See Table 7.3 on page 56.)
These results show that existing development is not
paying its way in Lincoln County. The primary reasons

has not increased the property tax in many years. The
analysis also found that the county has a considerable
number of services for which it does not charge user
fees (charge for service).

Another important finding is that the county has
minimal dedicated capital revenues. Given the fiscal re-

FIGURE 7.9. ANNUAL NET FISCAL RESULTS, LINCOLN COUNTY, NEVADA
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This chart shows the annual net fiscal results for nonresidential

uses per 1,000 square feet.

are that the county’s revenue structure is not sufficiently
diverse, nor is the county doing its part to ensure fis-
cal sustainability. Many expenditures in the current
budget year, particularly in special funds, are covered
by fund balances. This leads to net deficits for these
functions since new revenue generation is insufficient
to cover the expenditures. This practice has occurred
for several years. Despite this situation, the county

Residential (per Unit)

SFD

Medium Value

SFD
Low Value

Mobile/Manufactured
Home

Small Lot (5000 sf)

sults, it was recommended that the county give serious
consideration to alternative capital financing sources
such as impact fees. On the operating side, the county
may also want to evaluate the level of cost recovery for
existing user fees and consider additional user fees to
cover costs.

Asaresult of this analysis, the county went forward with
a comprehensive revenue enhancement assessment.

[Overall] results show that existing

development is not paying its
way in Lincoln County,the primary

($78) ($386) ($379) ($321) ($171)
$29 $29 $53 $123 ($119) reasons being that the county’s
$106 $106 $110 $82 $50 revenue structure is not sufficiently
:::;2) (::(152) alh (3436) ($263) diverse, nor is the county doing its
792 , S
) ( , — g —= T(S:O? part to ensure fiscal sustainability.
($741) ($755) ($774) ($550) ($402)
(81,163) ($1,566) ($1,566) ($1,105) ($905)

82



56  Fiscal Impact Analysis: Methodologies for Planners

TABLE 7.3. ANNUAL NET OPERATING AND CAPITAL
FISCAL RESULTS, LINCOLN COUNTY, NEVADA Nonresidential (per 1,000 Square Feet)

Category Retail Industrial

Operating Net Fiscal Results by Fund

General Fund Operating Results ($69) ($383) ($85)
Road Fund Results ($2,102) ($857) ($186)
Federal in Lieu Tax Fund Results $64 $86 $24
Nonmajor Special Funds Results (All Combined) ($29) ($36) ($9)
Subtotal Operating Net Fiscal Results ($2,135) ($1,189) ($255)

Capital Net Fiscal Results

Subtotal Capital Net Fiscal Results ($1,2086) ($523) ($119)

TOTAL RESULTS ($3,342) ($1,712) ($374)

Source: TischlerBise




CHAPTER 8

Benefits of Fiscal Impact Analysis

Clearly, fiscal impact analysis has many benefits, whether it is used
for budgeting or for land-use, capital, or financial planning. At the
same time, there are certain common mistakes in using FIA that
planners should be aware of; most can be avoided with careful use

of this tool.
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BENEFITS OF FISCAL IMPACT ANALYSIS

Encourages Anticipation of Change

One of the major benefits of FIA is that it describes what
is likely to happen due to change within a jurisdiction.
A fiscal analysis measures the impact of growth (or
decline) on a local government’s services, including
capital facilities, and the resulting costs and revenues.
This is different from the preparation of the next year’s
budget. In most cases, a fiscal analysis does not replicate
the budget; it projects marginal changes in the budget
given possible land-use, demographic, and employ-
ment changes. Fiscal analysis enables local officials to
ask “what if” something happens and to consider the
effects beyond the next fiscal year. While the resulting
data are not necessarily completely accurate, they do
provide a clear sense of the likely effects of various
policies, which can be crucial to local officials making
policy decisions.

Projects Capital Facility Needs

A fiscal impact analysis can incorporate information
on the available capacity of current capital facilities
and project when additions or new facilities will be
needed for each development alternative being evalu-
ated. Fiscal analysis also can be used to help allocate
new capital facilities to geographic subareas of the
community.

The evaluation of capital facilities needs can be
helpful in developing or revising the local govern-
ment’s capital improvement program (CIP). The costs
and staging of facilities included in the CIP are often
based on the independent best estimates of the depart-
ments that have activities or programs affected by the
proposed capital improvements. In some cases, the
projections made by these departments are similar; at
other times, they vary widely. Fiscal analysis can add
an additional perspective.

IMAGE REMOVED
BY THE PUBLISHER

Helps Define Achievable Levels of Service

The level of service the local government will provide
is an important factor in calculating impact fees and
other user fees. In order to quantify levels of service,
department heads and managers must choose an in-
dicator as a basis: the number of residents or jobs in
the community, the number of average daily trips on
local roads, or some other appropriate denominator.
Defining the level of service promotes discussion about
the adequacy of services and enables the local govern-
ment to determine through fiscal analysis whether the
community can afford various levels of service, both in
terms of the costs of new or expanded capital facilities
and annual operating costs.

In addition, sometimes the CIP contains only those
projections for use of capital facilities needed over the next
year or two. Fiscal analysis can help the local government
forecast capital-facilities needs over a longer period of time
and in a more thorough fashion, giving decision makers
more information to make better investment decisions.

Clarifies Development Policy Impacts

In most cases, fiscal impact analysis focuses on the ef-
fects of growth or development, usually defined in a
development scenario. Development scenarios need to
be defined for each year of the forecast period in terms
of population, employment, housing by type, and non-
residential square footage.
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Defining development scenarios can be useful. Many
local governments never translate their policies or
major land-use plan changes into estimates of annual
revenues and expenditures. The process of describing
in narrative form how and why the numbers were
developed is a very important aspect of a fiscal impact
analysis, which provides local officials with informa-
tion to evaluate the logic of the assumptions underlying
policies or proposals.

For example, under an optimistic development sce-
nario, a community may project population growth of
25,000 over a 20-year period. The fiscal impact analysis
can be used to project how providing the various types
of housing that could accommodate this growth (garden
apartments, town houses, single-family homes, and
condominiums) would affect the need for services over
time. Since this scenario projects job growth as well,
the fiscal analysis could also assess the fiscal impact of
alternative job-growth pictures (e.g., mostly offices with
some retail versus industrial growth with some office
and retail). Using this process, local officials can review
existing and proposed policies from a more informed
perspective.

Fiscal impact analysis can help not only local officials
but also developers take realistic looks at the viability
of proposed development. In one community, a mixed
use high-rise development containing residential,
office, retail, and hotel activities was proposed. The
developer wanted the city to help provide infrastruc-
ture. To analyze the costs, the city requested that the
project be explained in terms of its effect on growth
on an annual basis (rather than at build out, as in the
developer’s scenario). When the developer projected
the absorption of the new residential and commercial
space into the local economy on an annual basis, he
found that his absorption figures were too optimistic.
He presented a revised proposal with a rationale for
annual absorption that appeared reasonable to all
parties.

Calculates Capital Costs and Operating Expenses

The calculation of capital costs and operating expenses is
an obvious benefit of a fiscal impact analysis. If the FIA
focuses on the marginal costs associated with growth,
rather than using an average-cost approach, the results
are more likely to accurately reflect annual needs and
therefore will be more useful. The calculation of capital
costs and operating expenses associated with service
changes clearly shows decision makers how the local
government’s budget will be affected by growth or
redevelopment.

Calculates Revenues; Helps in the Development of Revenue
Strategies

A fiscal analysis calculates the additional local govern-
ment revenues resulting from new development, assum-

ing existing rates and fee structures. A fiscal analysis
can show the magnitude of the revenues that would be
collected under different development scenarios and
can show whether there would be a surplus or deficit
of revenues over expenditures on an annual as well as
a cumulative basis for each alternative considered. This
enables local officials to consider alternative sources of
revenues.

Fiscal impact analysis presents a wealth of informa-
tion that a local government can use to develop revenue
strategies. Obviously, if the analysis indicates that exist-
ing plans for the community’s growth will result in a
deficit, the plans may need to be adjusted to arrive at
a neutral or positive position. The first area to evaluate
is the structure of rates for various revenue sources.
Revenue formulas used to set user fees, utility rates, and
property taxes should be reviewed as part of developing
a revenue strategy. Possible new revenue sources can
also be evaluated.

Even if the fiscal analysis projects a surplus of rev-
enues over expenditures as a result of new development,
rate structures for revenues such as user fees should be
evaluated regularly so that appropriate fees can be ap-
plied to new growth.

Encourages “What If” Questions

A good fiscal impact analysis with a narrative explaining
all assumptions and inputs encourages managers to ask
a number of “what if” questions. Alternative scenarios
can be described for service levels, for the cost and rev-
enue factors, for growth itself, or for almost any other
aspect of the analysis. Decision makers find that some of
the major benefits of fiscal analysis are the explicit defin-
ing of all the different service level and cost and revenue
factors, as well as the ability to change assumptions and
quickly see the impact of the changes. This makes fiscal
analysis a very effective policy tool.

RISKS IN USING FISCAL IMPACT ANALYSIS

There are several risks—all avoidable—that local offi-
cials should keep in mind so they can use fiscal analysis
effectively. Some of these are discussed below.

Garbage in, Garbage out, and Black Box Concerns

Making faulty assumptions or making assumptions
based on faulty data leads to faulty results. A fiscal
impact analysis must include a clearly written rationale
explaining the methodology employed as well as the
assumptions behind the level-of-service standards and
cost and revenue factors. It is also important to detail
the assumptions behind the development scenarios
evaluated in the analysis, including information on total
development, allocation by subarea (if applicable), and
the assumed absorption rate. A narrative that describes
the annual as well as cumulative findings and the rea-
sons for them is also necessary.
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This information enables users of the analysis to
understand the results and raise appropriate questions
about basic assumptions. For example, local officials may
want to question assumptions about issues such as how
the population’s demographics will change, how the
ratio of residential to nonresidential land use will change
over time, or how much revenue will be received from
intergovernmental transfers in the future.

Econometric models that use regional or national data
can be helpful if the assumptions are understood clearly
and are applicable to the local situation. Many communi-
ties find such models to be too different from the local
situation to be helpful. If the model is too different or
too complicated, then local officials should evaluate the
results especially carefully.

An example is the increasing desire from the general
public and many local governments to preserve open-
space lands because of their importance from an agri-
cultural perspective, for recreation and natural hazard
mitigation, or because they possess important geologi-
cal or biological features. Since local governments are
heavily dependent on property tax monies for operating
revenue, the fiscal and economic implications of open-
space preservation decisions are paramount. Conser-
vationists are frequently called upon to demonstrate
to local communities the economic value of preserving
open space (Fausold and Lilieholm 1996).

The most direct measure of the economic value of
open space is its real estate market value. Another way
to measure this value is through contingent valuation,
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Political Effects of Making Data Assumptions Explicit

While explaining assumptions is considered a benefit
by most people, levels of service as well as many other
data inputs can be politically sensitive. Local officials
should consider the impact of this information on the
public’s perception of services in determining how to
explain the data and how to involve citizens effectively
in discussing levels of service and related issues. For
example, if the number of police assigned to a certain
sector is controversial, then the number used in the fiscal
analysis will most likely generate interest.

Neglecting Other Impacts

Local policy makers may be tempted to focus on the fis-
cal impacts of alternatives at the expense of other factors
less easily quantified, such as environmental and social
impacts. Moreover, to the extent that a fiscal analysis en-
courages all assumptions to be made explicit, there may
be pressure to quantify the other factors for comparison.
Whether or not other factors can be quantified is an issue
that local governments need to consider then when evalu-
ating specific proposals or changes in land-use policies.

which is a survey-based economic technique for the
valuation of nonmarket factors, such as the preservation
of open space or the impact of contamination. Typically,
such a survey asks how much money people would
be willing to pay (or willing to accept) to maintain, for
example, the existence of open space.

CONCLUSION

The need for planners to evaluate the fiscal impacts of
development will only increase in the future. With local
governments facing growing financial pressures due to
declining state and federal revenues and local resistance
to tax increases, the need for new development to be
fiscally neutral, at a minimum, is more important than
ever. This report has shown that fiscal impact analysis
can be a difficult process and can be conducted at vari-
ous levels of sophistication. In addition, the analysis is
only as good as the information used in its prepara-
tion. Nevertheless, fiscal impact analysis remains the
best available technique for evaluating the impact of
development on the provision of local government
services and facilities.
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moting education and citizen empowerment, and
providing the tools and support necessary to effect
positive change.

516. Jobs-Housing Balance. Jerry Weitz. November 2003. 41pp.

517. Community Indicators. Rhonda Phillips. December
2003. 46pp.

518/519. Ecological Riverfront Design. Betsy Otto, Kathleen
McCormick, and Michael Leccese. March 2004. 177pp.

520. Urban Containment in the United States. Arthur C.
Nelson and Casey J. Dawkins. March 2004. 130pp.

521/522. A Planners Dictionary. Edited by Michael Davidson
and Fay Dolnick. April 2004. 460pp.

523/524. Crossroads, Hamlet, Village, Town (revised edi-
tion). Randall Arendt. April 2004. 142pp.

525. E-Government. Jennifer Evans-Cowley and Maria
Manta Conroy. May 2004. 41pp.

526. Codifying New Urbanism. Congress for the New Ur-
banism. May 2004. 97pp.

527. Street Graphics and the Law. Daniel Mandelker with
Andrew Bertucci and William Ewald. August 2004. 133pp.

528. Too Big, Boring, or Ugly: Planning and Design Tools
to Combat Monotony, the Too-big House, and Teardowns.
Lane Kendig. December 2004. 103pp.

529/530. Planning for Wildfires. James Schwab and Stuart
Meck. February 2005. 126pp.

531. Planning for the Unexpected: Land-Use Development
and Risk. Laurie Johnson, Laura Dwelley Samant, and Su-
zanne Frew. February 2005. 59pp.

532. Parking Cash Out. Donald C. Shoup. March 2005.
119pp.

533/534. Landslide Hazards and Planning. James C. Schwab,
Paula L. Gori, and Sanjay Jeer, Project Editors. September
2005. 209pp.

535. The Four Supreme Court Land-Use Decisions of 2005:
Separating Fact from Fiction. August 2005. 193pp.

536. Placemaking on a Budget: Improving Small Towns,
Neighborhoods, and Downtowns Without Spending a Lot
of Money. Al Zelinka and Susan Jackson Harden. December
2005. 133pp.

537. Meeting the Big Box Challenge: Planning, Design, and
Regulatory Strategies. Jennifer Evans—Crowley. March 2006.
69pp.

538. Project Rating/Recognition Programs for Supporting
Smart Growth Forms of Development. Douglas R. Porter
and Matthew R. Cuddy. May 2006. 51pp.

539/540. Integrating Planning and Public Health: Tools and
Strategies To Create Healthy Places. Marya Morris, General
Editor. August 2006. 144pp.

541. An Economic Development Toolbox: Strategies and
Methods. Terry Moore, Stuart Meck, and James Ebenhoh. Oc-
tober 2006. 80pp.

542. Planning Issues for On-site and Decentralized Waste-
water Treatment. Wayne M. Feiden and Eric S. Winkler. No-
vember 2006. 61pp.

543/544. Planning Active Communities. Marya Morris, Gen-
eral Editor. December 2006. 116pp.

545. Planned Unit Developments. Daniel R. Mandelker.
March 2007. 140pp.

546/547. The Land Use/Transportation Connection. Terry
Moore and Paul Thorsnes, with Bruce Appleyard. June 2007.
440pp.

548. Zoning as a Barrier to Multifamily Housing Develop-
ment. Garrett Knaap, Stuart Meck, Terry Moore, and Robert
Parker. July 2007. 80pp.

549/550. Fair and Healthy Land Use: Environmental Justice
and Planning. Craig Anthony Arnold. October 2007. 168pp.

551. From Recreation to Re-creation: New Directions in
Parks and Open Space System Planning. Megan Lewis, Gen-
eral Editor. January 2008. 132pp.

552. Great Places in America: Great Streets and Neighbor-
hoods, 2007 Designees. April 2008. 84pp.

553. Planners and the Census: Census 2010, ACS, Factfinder,
and Understanding Growth. Christopher Williamson. July
2008. 132pp.

554. A Planners Guide to Community and Regional Food
Planning: Transforming Food Environments, Facilitating
Healthy Eating. Samina Raja, Branden Born, and Jessica Ko-
zlowski Russell. August 2008. 112pp.

555. Planning the Urban Forest: Ecology, Economy, and
Community Development. James C. Schwab, General Editor.
January 2009. 160pp.

556. Smart Codes: Model Land-Development Regulations.
Marya Morris, General Editor. April 2009. 260pp.

557. Transportation Infrastructure: The Challenges of Rebuild-
ing America. Marlon G. Boarnet, Editor. July 2009. 128pp.

558. Planning for a New Energy and Climate Future. Scott
Shuford, Suzanne Rynne, and Jan Mueller. February 2010.
160pp.

559. Complete Streets: Best Policy and Implementation
Practices. Barbara McCann and Suzanne Rynne, Editors.
March 2010. 144pp.

560. Hazard Mitigation: Integrating Best Practices into Plan-
ning. James C. Schwab, Editor. May 2010. 152 pp.

561. Fiscal Impact Analysis: Methodologies for Planners.
L. Carson Bise II. September 2010. 68pp.

For price information, please go to APAPlanningBooks.com or call 866-620-6945.
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Placemaking on a Budget
PAS 536. Al Zelinka and Susan Jackson Harden. 2006. 133 pp. $48.

Does your town lack a distinctive main street? Can visitors
distinguish your town from the next? Public spaces are failing
in many communities—and they are often the barometers of
vitality, social cohesion, and public health. This report offers
help for small towns, neighborhoods, and downtowns that
need to enhance identity and social connections without
spending a lot of money. Find out how citizens can get
involved in identifying the history, culture, and resources

that make their community unique. Learn how to recognize
opportunities for expressing community values.

Project Rating/Recognition Programs
PAS 538. Douglas R. Porter and Matthew R. Cuddy. 2006. 48 pp. $44.

Project Ruting/Recognition Progrsms

What is smart growth? Communities that want to implement smart growth
need criteria and standards for evaluating the extent to which proposed
developments qualify as smart growth. Learn how to create project rating
systems that help turn smart growth principles into built projects. This report
describes ratings systems used by various organizations and evaluates their
effectiveness. It also explains how such systems can be used to educate the
public and officials about smart growth, and how to use them in recognition
and awards programs.

An Economic Development Toolbox

e —— PAS 541. Terry Moore, Stuart Meck, and James
Ebenhoh. 2006. 78 pp. $48.

This practical guide to economic development
will help local governments analyze their
economies and incorporate economic goals into
comprehensive plans.

Complete Streets
PAS 559. Barbara McCann and Suzanne Rynne, eds. 2010. 144 pp. $60.

Drawing on lessons learned from more than 30 communities around

the country, this report provides insight into successful policy and
implementation practices that have resulted in complete streets. Readers will
learn how to build support for complete streets, adopt a policy, and integrate
complete street concepts into plans, processes, and standards. In addition,
this report provides insight into design issues, handling costs, and ways of
working with various stakeholders. Case studies highlight communities that
have adopted and implemented complete streets, and model policy language
provides guidance to communities interested in writing and adopting a
complete streets policy.
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Louisville

Fiscal Impact Model Overview
May 14, 2024

= City,
LL L(l)lfigville

|
r- /]
Fiscal Impact Model Review
Fiscal Models Can Help:
* Ensure new developments have

sustainable funding for City capital

needs and services
+ Tax and fee revenues vs City
expenditures to maintain level of service

» Evaluate fiscal impact of different land
use scenarios and changes

2 City,
LL L(l)lrigville
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Fiscal Impact Model Review

Fiscal Models Do Not Evaluate:
» Market Conditions Needed to Support
Desired Land Use

» Secondary Economic of Fiscal Benefits
from Allowing Certain Land Uses

» Alignment of Land Use Policies with

Other City Polices
E.g. Affordable Housing, EDI, Sustainability,
Community Character and Vitality

L“ Cityy

Louisville

Fiscal Impact Model Review

Two Fiscal Model Types
Originally Developed in 2014 —Direct R
Cost and Marginal Cost Models

L Cit of
* Development Impact Model E LOIZiéVille

Marginal/Average Cost Hybrid for TischlerBise
Individual Development Proposals C -

* Area Planning Model
Marginal Cost Model for City-
Wide or Area Land Use Scenarios

L“ Cityy

Louisville
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Standard Assumptions ™"

Persons/Unit

Fiscal Impact Model Review

Source/Assumption

Census/American Community Survey

Unit/Construction Value

Developer/Market Research

Residential Income

Developer/15% of Unit Value

Items

[ Vehicle Trips
[ Employee Density

Residential Income Spent on Taxable

[ Residential Spending Captured in City | 40%

35% of Income

Institute of Traffic Engineers

Institute of Traffic Engineers

Employee Spending ICSC/Staff Assumption:

Office = $5,000 & Retail = $1,200
Retail Tax/Sq. Ft. <25K = $100

25K-50K = $200

> 50K = $300

the Development)

= Cityy
LL L(l)lfiéville

Absorptions Rates (Time to Complete

Developer/Staff Assumption:
7 Year Residential & 20 Year Commercial

Standard Assumptions

Fiscal Impact Model Review
I [ S "

Residential Units 100 80
House Value $600,000 $450,000
Construction Value $300,000 $225,000
HH Income $120,000 $67,500
Absorption 4 years 8 years

Office 20,000 sq. ft. 16,000 sq. ft.
Market Value $300 $240
Construction Value $200 $160
Worker Spending $5,000 $4,000
Absorption 10 years 20 years

Retail 10,000 8,000
Market Value $250/sq. ft. $200
Construction Value $180/sq. ft. $144
Worker Spending $1,200 $960
Sales Per sq. ft. $100 $80

L“ Citvﬂj Absorption 10 years 20 years
Louisville
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Fiscal Impact Model Review
Model Inputs
RESIDENTIAL DEVELOPMENT COMPONENT YES
Potential New Annual Absorption/
Land Use Profile Development Type of Absorption Percent Absorbed
Residential Low Densit: 2.57 Persons Per Unﬁ‘ 33 Lin. Ft. Lot wrmrl 1,000 Unﬁs‘ |Percent Absorbed | ¥ 10 Units
Market Value: $600,000 Per Unif] 6.76 VVehicle Trips| 50% Adij. Factor] 10.00%
Construction Value $300,000 Per Unif] $132,000 HH Income 35% on Taxables [fems)
Residential Medium Densit 1.26 Persons Per Unit 8 Lin. Ft. Lot Width) 361 Units| ’W 50 Units
Market Value: $550,000 Per Unif 4.13 Vehicle Trips| 50% Adij. Factor 14.00%
Construction Value $275,000 Per Unit| $121,000 HH Income| 35% on Taxables [tems)
Residential High Densit 1.38 Persons Per Unit 8 Lin. F1. Lot Width| 0 Units| ’W 0 Units
Market Value: $350,000 Per Unit| 4.68 Vehicle Trips 50% Adj. Factor| 30.00%
Construction Value $175,000 Per Uni| $77,000 HH Income 35% on Taxables Ifems)
NONRESIDENTIAL DEVELOPMENT COMPONENT
Potential New Annual Absorption/ |
Land Use Profile Development | Type of Absorption Percent Absorbed
Retail <25k 78.33 Vehicle Trips 28% Ad]. Factor 136,618 59. F ‘pg,cem Absorbed | W 47,000 5q. Ft.
Market Value: $272 Per Sq. Ft] Construction Value: $194 Per 3q. Ft] 10.00%
Employment Density:| 3.33 Per 1,000 Sq. Ft] $150 Scles Per Sq. Ft] $0 Spending per Emp.|
Retail 25 50k &1.46 \/ehicle Trips| 31% Adj. Factor] 05q. Ft] ‘Pmem Absorbed | ¥ 75,000 Sqi. F1.
Market Value: $259 Per Sq. Ft.[ Construction Value: $185 Per Sq. Ft 10.00%
Employment Density:| 2.86 Per 1,000 3q. Ft.[ $200 Sales Per 3qg. Ft. $0 Spending per Emp.
Hotel 6.33 Vehicle Trips 50% Adij. Factor 206,808 $q. FT.‘ ‘pemen[ Absorbed | W 08q. Ft.
Market Value: $272 Per Sq. Ft.[ Construction Value: $194 Per Sq. Ft | 10.00%
Employment Density:| 0.62 Per 1,000 Sq. Ft. $52 Sales Per Sq. Ft.[ $1,200 Spending per Emp.‘
Office <25k 13.00 Vehicle Trips 50% Adj. Factor 05q. i ‘Percenl Absorbed | W 03q. Ff.
Market Value: $272 Per Sq. Ft.| Construction Value| $194 Per 3q. Ft. 10.00%
Cith Employment Density:| 4.13 Per 1,000 Sq. Ft. 30 Sales Per Sq. Ft.| $5,000 Spending per Emp.
0
L Louisville

I
- —— /]
Fiscal Impact Model Review

Cumulative Combined Funds Results (x$1,000) - Scenario Comparisons (x$1,000)
MOdel Output City of Louisville

Fiscal Impact Model

SCENARIO
Revenue by Fund High % Low %
General Fund $2,416 0% $1,003 52%
Open Spaces & Parks Fund $309 8%/ $152 8%
Lottery Fund $0 0%/ 30 0%
Historic Preservation Fund $114 3% $56 3%
Capital Projects Fund 31,195 30%] 3701 37%
TOTAL REVENUE $4,034 100% $1,912 100%
Expenditures by Fund
General Fund $1,891 62%[ 3883
Open Spaces & Parks Fund $93 3% $42
Lottery Fund $0 0%/ 30
Historic Preservation Fund $0 0% $0
Capital Projects Fund $1,075 35%] $765
TOTAL EXPENDITURES $3,060 $1,691
NET FISCAL RESULT BY FU

General Fund $525 $120
Open Spaces & Parks Fund $216 $110
Lottery Fund 30 30
Historic Preservation Fund $114 $56
Capital Projects Fund $120 ($64)

L“ Cithf NET FISCAL IMPACT $974 $222

Louisville
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Il: City.s " CITY COUNCIL COMMUNICATION
Louisville AGENDA ITEM 3

COLORADO = SINCE 1878

SUBJECT: STATE LEGISLATION IMPACTING LOCAL ZONING
AUTHORITY
DATE: MAY 14, 2024

PRESENTED BY: ROB ZUCCARO, AICP, COMMUNITY DEVELOPMENT
DIRECTOR

SUMMARY:

For informational purposes, staff is providing links to four bills that were recently passed
by the State Legislature and have either been signed into law or are anticipated to be
signed into law. Each of these new laws will impact the City’s zoning authority. Staff
will need to conduct additional research to understand the full impact of each bill and to
be able to answer any detailed questions. Links to the State Legislature’s webpage for
each of the bills and a brief summary are provided below.

HB24-1007, Prohibit Residential Occupancy Limits:
Link: Prohibit Residential Occupancy Limits | Colorado General Assembly

This bill was passed by the legislature on April 8, 2024 and signed into law on April 15,
2024. The law prohibits municipalities from limiting occupancy in a dwelling based on
familial relationship but may limit occupancy based on health and safety standards.
Louisville’s municipal code limits occupancy to no more than two unrelated individuals
and staff anticipates that this will need to be amended to comply with the new State law.

HB24-1304, Minimum Parking Requirements:
Link: Minimum Parking Requirements | Colorado General Assembly

This bill was passed by the legislature on May 8, 2024 and is anticipated to be signed
into law. Starting on June 30, 2025, the bill prohibits municipalities from enforcing
minimum parking requirements for certain types of residential developments, including
multifamily residential development, adaptive reuse for residential purposes and mixed
use with at least fifty percent residential use.

HB24-1152, Accessory Dwelling Units:
Link: Accessory Dwelling Units | Colorado General Assembly

This bill was passed by the legislature on May 8, 2024 and is anticipated to be signed
into law. Starting on June 30, 2025, the bill requires municipalities to allow an
accessory dwelling unit (ADU) as an accessory use on any property zoned for single-
family detached dwellings. The bill includes limits on design standards for ADUs that
would restrict the construction or conversion of ADUs. The bill also sets up a grant
program to offset fees and costs for ADUs.

CITY COUNCIL COMMUNICATION 06



https://leg.colorado.gov/bills/hb24-1304
https://leg.colorado.gov/bills/hb24-1304
https://leg.colorado.gov/bills/hb24-1304
https://leg.colorado.gov/bills/hb24-1152

SUBJECT: STATE LEGISLATION IMPACTING LOCAL ZONING AUTHORITY

DATE: MAY 14, 2024 PAGE 2 OF 2

HB24-1313, Housing in Transit-Oriented Communities
Link: Housing in Transit-Oriented Communities | Colorado General Assembly

This bill was passed by the legislature on May 8, 2024 and is anticipated to be signed
into law. The bill requires minimum residential zoning density requirements within a
radius of certain transit stops and corridors. Louisville will need to confirm which transit
stops and corridors would apply to the bill and take actions to create a Housing
Opportunity Goal in these areas. The City would then need to create zoning and other
policies that align with the Housing Opportunity Goal and provide infrastructure to
support the development. The bill requires interim compliance steps starting in July of
this year and full compliance by December 31, 2026.

CITY COUNCIL COMMUNICATION o7



https://leg.colorado.gov/bills/hb24-1313
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