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Introdugtion

Growth or development affects a community in three
separate- but interrelated areas pryvate. social, and
public sectors, Private impacts are economic shocks to
the businesses and citizens of the community. '
Social impacts affect the community structure as
well as individuals within the community. Hard feelings
between groups may hamper community integration 1f
the incoming popuiation-1s from another area of’ the
country. or will be earning wages significantly above or
below “the present average wage rate in the commun-
ity Incomipg population may also increase the demand

. for housing.'In conjunction with potential property tax

Increases to provide new services, increased housing
costs may create hardships for young residents who
wish to purchase housing, as well as for older residents
on fixed incomes. -

4 The public sector is impacted by growth because
elected officials are ultimately responsible for coping
with changes in the community. Community officials
must deal with increased demands for public services
and rising property tax rates, as well as plarming and
zoning decisions. -

¥ Action by the public stctor can often reduce many
of the negative Jimpacls Jr costs to the private and
social sectors. For example, expansion of capital facij-
ities, properly planned and timed to accommodate the
actual change in population, can help control tax
increases, Action on zoning and building permits can
influerice the availability of adequate housing, as well -,
as water and sewer costs.

Because of the importance of publhic secto?r deci-
sions, it is essential that officials carefully analyze the
potential impacts of growth. Offen these, officials wilt
be required to make decisions on muitimillion-dollar
budgets with common sense, to guide them—and very -
Itle information. This publication attempts to provide
a simple framework that can be used by officials and
citizens to assess the effect ‘of a specific development
on public sector costs and revenues over time. “Growth
Impacts on Pubtic Service Expenditures: Some Ques-
tions for the Community” and other pubhcations in the
Coping with Growth series produced by the Western
Rural Development Center might also be helpful in this
type of fiscal analysis. - a

- )
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To answer thetypes of questions raised ab,bve a com-
mdﬁ‘fty faced with"the prospect of growth must exam-
ine at least three questions.

® How many people are expected to move gﬁtd the
commumity. how long will they stay. and whére wsll
they hve? )

® What costs will be generated providing public sery-
ices and expanded capacities of publiic facilities to
accommodate the growing population. and, when wili
the costs be incurred?

® What revenues will be generated by the growth

and when wili the revenues be available?

~heaith Lo .

.

The Incoming Populatign

The <% of the rcoming population (and its refation-
sh'p to the size of the community) average income
family size and other demographic information are im-
portant determinants of the 1rpact the community can
expect. The incoming population can be divided into
primary and secondary population The primary popu-
fation consists of persons directly assocated with the
source of growth such as a worker at a new industrial
plant or a family in a new resident:al subdivision I an

-

Table 1

M 3

industry 1s relocating in the community, 1t can some-_

times provide information on the size¢-ot the work force, ';

necessary to construct and operate the. plant. as weil

© as the number of-jobs available and typg of skills

4

ulation for services commonly provided by’communihes.' .

needed If the growth is due to-a new residential subdi-
vision. estimates must be made‘concerning how much
of the development will satisty existing housing needs
wiathin the community. and how much will be occupied
by new resnde,nt 3
Once the §1ze of the primary popuiation change has

been estimated, Mformation 1s needed on
(a) the income of the population (e.g. the average an-
nual wage if the population vylil be employed at a new
industnal plant}, and ,
(b} the family size of the new population and number
of school-age children. Fhis information may be avail-
able from the new employer or estimated based op
state or regional averages. Y

The selondary population increase, onsastmg’
workers (and theirr famifies) reguired in- other secfors
of the focal economy to provide services jgr the incom-
ing population must also be estimated. (Often” the
Extension Service will have access to economic mod-
els—suth~as input-output or econom:ic base models—
that can be used to estimate change’s 1n ail sectors of
a locai-economy resuiting from an initial change in ohe
sector Employment multipihers. for example, refer to
the totgl additional employment stimulated by the new
activity) With information on® unemployment in the
locatrommunity estinates of new employment. and
the worker/popuiation ratio, total population change—
both primary and secondary—can be estimated.

-

Estimating additional operating and maintenance costs and capital costs associated with incoming pop-
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The_provsSlop of public serv:cefs (a%d associated

costs) depends not only on the size of the incoming.~,
'fe'?-po'pulqhon but also on its location If the incoming

population 1s expected to tive withirt the boundares of
the community service such as sewer and water
might be provided If the incoming population is ex-
pectea to 'ive outsige community ‘boundaries. sewelr
and water. might be provided by the individual with’
S&pliC systems and wells at no cost to the community—
but school busing road maintenance, and police and
Ye protection costs can de expected Yo Increase
The ibcation ot the incoming population witi depena
orf the avalability of houses and hogsing lots within
and surrounding the community Langd, use pians or
zoning regulations as well as planred and existing

subdivisions may. provide indicstions of the most "

rikely locations » Information shouid also be available

.on the exsstence of roads and utihities within the suo-

~ -

dwisions .

Providing Public Services to New Residents

.Tab'es 1 contans a Iist of services commenly provided

Sy the communty and 3 worksheet ‘or computing
zasts The actual provision of services Al depénd to
2me extent ¢hotre img vidual communty Cos's to be
nsidered can be diviged nnto two categories—
perating ma.~tenance Costs ana capital costs

Operating maintenahce costs can often be estimated
for the incoming popdlation oy examining! the com-
myndy pudget The total operating/maihtenance cost
for each service divided by the existing population
represents the present per capita cdst of. prov:ding
2ach service This per ¢capita Gostcan be multipl.ed by
the estimated size of theuncoming primary and sec-
orndary 'population to provide a minimum estimate of
the total additional operating, mainteparce costs asso-
ctated with the new population. It should be recognized
that this |average cost pricing” procedure may not
accur‘a?ely>ref1ect the frue cost of providing services to
the incoming populago‘n for at least three reaséns

. ‘ <
s Community services are ‘fumpy. that s, a‘com-
munity cannot acquire one-tenth of a firetruck Once a
firetruck 1s purchased, it may be’ capable of serviting
an area targer than the present community If this is
tne case the incoming popuiation may actually réduce
the per capita cost of providing fire protection As the
pobulation continues to Increase however the excess
capacity” of the firetruck will be*used up and purchase
@f another firetruck will become necessary For this
reason_the presént average cost may approximate the
mirimudwg average cost for the new population: over
time - .

-

¢ Averading the cost of providing services does ot
take into account the quality of existing services For
example f the police force serving the community
coutd serve more people W‘lth'OUt increasing the size of
the police force. then it 15 likely that police protection
's better than average 1h the community Serving the

. new population requires additional ime by policemew

and thereby reduces the protection given to the exist-
Ing population” This reduction in police protection can
be viewed as a cost to the community Average cost
pricing for existing services assumes that the commun-
ity wishes to maintain the current quahty of services

* The average cost per capita. of prowiding servicgs
may change as the community grows S.ome services
such as solid waste disposal may exhibit economy of

.

A

" size Thats. as the community grogs the average cost

per capita to, provide the same quality servige will de-
crease The per capita cosk of other services—Iike law
enforcement—may ncrease as the community grows
This may be the result of irefficiency as the commun-
ity grows or it may be the result of changes in the
guahty of services demarded Special units like nar-
¢otics or Homicide or special équipment (like radar)
may be added that benefit all but increase the cost of
protecting each citizen

These problems associated with averaging the op-
erating/mainienance costs serve to illustrate some of
the difficulties in determining the cost of providing *
community services to new' residents They also illus-
trate the need for community officials who are most
familiar with the provision of services to participate in
the fiscal analysis These oficials should be the ones
who can best judge which costs will \ncrease, which
will temain the same and which will decrease. The
primary bene‘t (o.‘ applying the average cost tgo the
incoming population 1s that it is a simple method that
can be used by ary ¢ommunxy to obtan a rough esti-
mate of increased costs, : . 4

Two additonal points shou'd be made ahout operat-
ng-mamntenance costs First, per capita health costs
may decrease—eépeaally in rural communrties—as the
population increases An increase in the use rate may
bring the hospital closer to the national standard of 80
percent bed occupancy In addition. it may be easier to

"recruit and hold medical professionals as the popula-

tion increases . F R
“

Second. education costs. generally representing the
largest single cost item in th& community budg’et. are
closely tied to popylation size—or more specifically,
student numbers Accurite cost information 1s often
available either locally or at thé state level.

| 4

Capital costs, Estfmating the impact of incoming pop- “
ulation on the ¢apacity of existing capital facilities—
such as school bufldings or sewage treatment plants—
poses many of the same problems as estimating the im-
pact en operating/maintenance costs. Local officials
must estimate the capacity of existing serviges, and
then judge which services will reguire new capital
investment ‘Judgement must also be used i determin-
ing what portion of the new capital expenditure should
be paid by the incoming population The total expan- °
sion investment cost divided by the expected number
of new residents gives,the imvestment cost per new
resident. =

Even a rough estimate of the capital cost of new
facilities may often be difficult for local officials to ob-
tain, information 1s available from the” Extensiori Serv- ~
ice on tke average capital cost of providing selected
services based on the size of the gommunity, Consult-
‘ants and local public employees may also be able to .
provide estimates For example. the state superintend- -+
ent of schools may have information on the required
floor space: per student and’the average cost per
square foot of floor spate However, averages may se-
verely underestimate actual conditions in any com-
munity The' best procedure would be to review all the
public services thal wilt potentially require expansion’to
accommodate the incoming population In all ¢ases.
the process of examining each pubhs servicé fo de-
termine its capacity in relation to the size of the in- ¢
coming population will providelocal officials with a
better feeling for the impact of a rew development on
public services ' ‘-

!
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. Table 2. Hevenuq sources potentially affected by community population growth.

curreft cyrfent per

‘ revenue | capita revenue

Revenue Source * - . (3

»
'

size of incoming

‘éhange in
revenue
(b x ¢}

+
date revenue will be

population
‘ available to spend

(c) .

| (b)

Local 'I

" real property tax

) personal property tdx L
permits
fines . ~

. service fees_ . ;
user charges - A -
development fees . ‘ B
hookup ¢harges N
prepayment of taxes . | o

negotiated impact pay-
ménts from development |

other
State .
motor vehiclé tax , .
. hquor tax i '
cigarette tax
" sales tax
grants-in-aid ’ L
severance tax ) L,

other i}
A -

+

revehue-sharing s
grarits ;
federal en-lieu payments
special .pro_grams iy
other
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The Impact of Growth on Revenues
Revenues that may be affected by growth depend on
institutional arrangements in each Sommunity There-
fore, just as with estimation of costs” a chetklist should
be developed of revehues that are expected to change.
Each type of revenue can be analyzed to assess
whether 1t will b2 generated by the incoming popula-
tion or by the existing populdtion. Table 2 presents a
cheeklist of potential revenue sources, separated into
categories by leve! of government,

« Local property taxes are likely to be the primary
source of new revenue. These include taxes on new
development (e g ., the plant and equipment If it.1s an
industry, or the new houses if it is a residential devel-
opment), as well as taxes on any indirect or secondary
development (housing and commercial) resulting from
the initial development Communities should-recognize,
however, that new property tax revenue lags behind the
need for expenditures. This is due to the fact that new
‘construction does not go«on the tax roll immediately,
and there is an additional fag in the receipt of the tax
revenue after the new gdevelopment is on the tax roll.

Other revenue sowrces inchide service charges for
sewer and water hook-ups. as well as other fees. Com~+
munities have varying methods of financing services—
such as the extension of.sewer and water lines and
roads and sidewalks—within a new subdivision. |f the
developer or home buyer, is required to pay the full

* cost of instaling any of these services, then thése

item§( should‘not be considered costs to the existing!
community. In fact, the stipulation. that new residents.-
{or the developer) be required to pay for the inbtalia-
tion-of utilities and roads may be one method of miti-
gating the mpact of development on a* community.
Careful attention should be paid, however, to any agree-
ments bétwéen the developer and the community with
respect to operetion and maintepance of the faciities .
after theadevelopment 1s completed. Will the new resi-
dents be required to pay the full cost of gperating the
sewage treatment plant over time, or will general funds .
be refyured? . v

If general funds must be used to operate and main-
tain any developer-installed seryice then this repre- -
sents a continuing cost to exnsMetidents. This is

< ' .
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esp;caﬁﬂy important in the case‘of poor facility design
or below-standard construction Community action 1s
mnportant to ®nsure that the developer provides well-
desigred facirties that meet ali current and expected
local state. and fed*a! requiremients

Financing ‘

it the commbinity wilf need to expand capital facilities,
institutionai arrangements rhay again, ptay an impor-
tant role m determning the bene‘ts and costs of
growth For-example two types of bonds are commonly
used to finance capital imprévements such, as ex-
panded sewage treatment faciities or water systems
if general obhgaton bonds are used all members of
the community—new and existing residentsz—will pay
for the facility because community tax revenue is ob-
ligated for the capital improvement Alternatively spe-
c,}al’dlstryczs can be set up sothat only revenue from
the new residentiai district pays the bond (révenue
bonds)

Ipformation on the need for Additional caprtal facih-

tes gererated by a development may assit the com-
munity in negotiating directly with the new (ndustry or
devatopgrefor special impact funds Payment of these
‘funas caw to issuance of any building permits—-
an aad:toMal method of assuring that the developer or
source. of impact pears the cost of providing pubhc
services for the development . C,

There are many ¢ifferent institutional arrangements
between state government ang local communities that
affect revenue sources Some states levy special sev-
erance taxes on*coal mines and electrical generating
plants The revenue 1s -then shared by the impacted

scme of the costs of providing education contingerit
on the abihty of the local Community to bear those
costs i a” new development generates sufficient tax
revenus, the local share of statg, revénue for educa-
tion may actually be reduced Revenue from state
taxes such as sales ncome, «cigarette, and motor ve-
hicle taxes may, be shared with local communities’
based .on eitifer the cobmnwnity s population or rev-
enue generated within the commumty In either case
the focal »share of state revenue may increase witly
community*'growth ] 4

- Finally. the community may benefit from -federal
revenue-sharing funds. as well as other federal funds
for specific services (such as education). These sources
will vary over time and depend on the nature of the
developmenqt, ds well as the ability of the comniunity {o-
acquire funds. Often, the state tax office the regional
council-of-governments (COG). or the Extension Serv-
ice can provide information on available. federal funds.

Once the community has considered all potential
sources of revenué and all public services that vill re-
quire inckeased.expenditures. eifective planning for
the impacts of growth’can take place

Summary - -

Theré are no set methods of assesging the costs and
revenues associated with communily growth
Costs will vary widely depending on the initial size
of the community, the capacity of existing services, the
type of development, and available methods: of financ-
ing public services. Revenues may also vary, depend-
on the type of popufation moving in, the existing4

o\

Service, COG, or Private consultants.

.

area and the state Fot example.“the state may bear =

N

local tax  structlre. and institutional arrangements

,availab'e to the community for funding capttal .im-

provemenis . 5
{-The initial fiscal impact aesessment must be carried
ut by local officsals who are most familiar witlr &xist-
ing public services and reveniie sources The elected
officials may need help in asking the right questions—
and knowing where to go far answers to the more diffi-
cuft questions Possible sources include the Extension
LY
Costs and benefits fall on different members of a
community, Benehts are often recogmzed by those ex-
pecung to gain directly from growth—such as a devel-
oper or ‘an incoming industry=xand are therefore
generally well-documented Tosts Jon the other hand,
are difficult to quantfy and are ¢ nerally distributed
over 4 -greater number of indwiddals. For exampl€, if
an electric generating plant % 2cheduled for construc-
fion in or near 'a community. one relevant que'stion is.
Will taxey on the plant and fees and property taxes
from thenew residents be sufficient to-pay for required
serviced—and be available when needed? If not, exist-
ing residents might be required to bear the ,cost
through increased taxes. , ,

. Carefut investigation will point up potential costs—
and the distnbution of those costs—for both capital
expenditures and increased operating/maintenance
costs associated with community growth.

. J
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