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How to Produce More Accurate Fiscal Impact Analyses 
By Linda Tomaselli 

Planners are often asked to determine the fiscal impact of new development, usually within a short time 
frame. As a result, planners resort to simplistic methods that produce relatively quick, but not necessarily 
accurate, answers. Usually, fiscal impact reports are "one-shot" studies, which are not used on a continuous 
or ongoing basis by the local government. And often fiscal impact studies are largely "black box" analyses 
that use only a few selected data inputs and rely on a variety of unstated assumptions. In such instances, 
the reasons and bases for the results of the fiscal impact study are not known or decipherable.  

Major Limitations of the Simpler Methods 

There are several simplistic methods of fiscal impact analysis currently being used in practice. Most popular 
is the per capita method. The per capita method uses a per person average to make expenditure 
projections, which assumes that local government expenditures vary simply on the basis of population. 
Other, more subjective methods, such as the selective case study approach and the comparable city 
method, frequently use coefficients from other studies to derive expenditure calculations. Still other 
methods assume that revenue generation is proportional to property (and building) value. 

An overall list of the shortcomings of these simpler methods of fiscal impact analysis is provided below. 
These examples illustrate just a few of the many shortcomings of the more simple methods.  

 They often attempt to measure residential impacts or commercial and industrial impacts, but not 
both.  

 They may use total expenditures rather than separating operating from capital expenditures.  
 It is relatively infrequent that fiscal impact studies rely on actual local data about expenditures. 
 They do not address the impact of tax-exempt property. For instance, using assessed value as a 

measure of revenue generation totally ignores tax-exempt property. Yet, cities with a lot of tax-
exempt property need to know those fiscal impacts as well, especially if they are a government 
center, such as a county seat or state capital. 

 Methods that measure the fiscal impacts of residential land use typically rely solely on population 
alone, but population is not the only factor by which fiscal impacts vary. For instance, the occupancy 
rate for housing units may be decreasing in a community, while some of the per-unit costs like road 
maintenance, are increasing. 

 They assume that local government facility and service expenditures are proportional to assessed 
value or market value. Assessed value or market value can be useful for some expenditure items, 
but value is not the only factor that should be considered. For instance, what does market (or 
assessed) value have to do with road expenses? And what does it have to do with generating police 
calls? In the latter case, there may even be an inverse relationship. Also, expenditures for tax-
exempt properties are frequently over-predicted when using market value approaches. 

 Sometimes the fiscal impact method used may be chosen based on a desired outcome. Or, when the 
results are not coming out the way the practitioner wants, methodologists add an iterative feedback 
loop to change the method or assumptions until the desired outcome is achieved. 

Pursuit of the Ideal Method: GIS 

Ideally, local governments would have "transaction processing" systems with which they could record the 
origin of every dollar of revenue that comes in and the destination of every dollar of expenditure that goes 
out. In such an instance, the fiscal impact of every land parcel could be specifically measured. An ideal 
fiscal impact system would include all land uses in the entire city or local government jurisdiction, and all of 
the annual revenues and expenditures (including capital items). Further, the ideal system would take into 
account special laws, revenue distribution formulas, and the fiscal effects resulting from any special 
districts. 



Such an ideal system does not exist, and it appears to be nearly impossible to create. However, I contend 
that by using a Geographic Information System (GIS) and measurable surrogate factors that are indicators 
of revenues and expenditures, such an ideal system can be approximated. The best way to measure fiscal 
impacts is to study the entire community, using accepted planning practices and the new tools that GIS 
provides. A GIS approach provides a long-term approach to fiscal analysis, as opposed to one-time efforts, 
and it can yield results that can be used not just by planners, but by finance directors and department 
heads as well. 

Building the GIS Data Base 

The objective of fiscal impact analysis is to determine how fiscal impacts (revenues minus expenditures) 
vary on the basis of different types of land uses, i.e., summarize all revenue and expenditure variables by 
land use. A parcel level database is needed because the parcel is almost always the lowest common 
denominator for land use. Therefore, the first key step of the GIS method of fiscal impact analysis is to 
develop a database at the parcel level. 

An essential component of the database is the attributed tax parcel information, which is typically already 
developed and administered by the county tax office. Key attributes include the parcel identification 
number, owner name, parcel address, land-use type, structure type, year built, homestead status, market 
value, and taxes, among others. 

Other attributes that should be added to the parcel file include population, type of housing unit (if 
residential), employment (if nonresidential), police calls, fire calls, road frontage, sidewalk frontage, and 
electrical billing. For example, in the case of population, the numbers will only be estimates, but they 
should be based on a careful analysis of housing type and number of bedrooms, with control totals at the 
census block level. Police calls to specific parcels can be directly allocated, while calls to intersections or 
blocks can be spatially allocated proportionally to adjacent properties. One addition that could help 
immensely with fiscal impact analyses would be to add "right-of-way parcels" containing road name, type of 
road, and jurisdiction (city street, county road, state highway). Jurisdiction of roads is important because 
the county and state may maintain some of the streets, and local (city) streets may be the basis for certain 
revenues generated (e.g., state road aid to localities). 

Expenditure and Revenue Surrogates and Allocation Methods 

Given we don't have the ideal "transaction processing" system, a database can be built to include factors 
that are surrogate indicators of revenues and expenditures. Based on input from members of the police, fire 
and rescue, public works, parks and recreation, planning, community development, and other departments 
along with the finance director and the city manager, other surrogate factors that best indicate the revenue 
and expenditure categories can be identified. Hence, the GIS method incorporates expert judgment of local 
staff members as to how the surrogates or proxies contribute to each budget expenditure or revenue item. 

With regard to expenditures, some examples illustrate. In many cities, the largest operating expenses are 
for public safety. Fire expenses can be allocated separately by fire call location. To distribute operational 
costs (expenditures) for police, one may find that 50 percent of the regular police expenses are attributable 
to police calls, and the remaining 50 percent are based on an overall need for a police presence in the city, 
including routine patrolling to protect both people and property. Of the 50 percent of expenditures that are 
not attributed to actual police calls, 20 percent might be allocated based on population, 10 percent to 
employment, and 20 percent to the property market value. 

For parks and recreation, expenditures can be distributed based on population alone, although depending 
on local conditions an argument can be made that employment land uses generate demands on the park 
and recreation system that result in expenditures from those land uses. Public works expenditures (i.e., 
mainly streets and sidewalks) can be distributed based on the amount of locally maintained streets and 
sidewalks attributed to each parcel with some consideration of citywide impacts; this is where the 
aforementioned "right of way parcels" become extremely useful. 

With regard to revenues, a few examples illustrate. Police calls once mapped at the parcel level show not 
only expenditures but also can be used to derive certain police protection revenues received by the 
community, such as fines and fees. Similarly, on the revenue side of the fiscal impact equation, commercial 
restaurants can be identified as generators of liquor license fees, for instance. In more ambiguous cases, 
such as general government charges for services, population, employment, and market value can be used 
as surrogate factors. 



Conclusions 

Every locality is unique and has its own set of revenues and financing policies. Therefore, to make fiscal 
impact analysis meaningful, more accurate and reliable, a GIS system of the sort explained in this article 
should be developed rather than relying on more simplistic methods. In an idealized "transaction 
processing" setting, all expenditures and revenues could be allocated to the parcel level so that that the 
results can be summarized by land use. Since that ideal cannot be achieved, surrogates or proxies should 
be carefully developed to simulate that ideal system, using all city staff as expert inputs. Furthermore, 
developing a GIS database for fiscal impact analysis yields rich potential opportunities for further analysis; 
for instance, impacts can be classified by tenure (owner versus renter households). 

Local government finance is very complex, to say the least. Therefore, simple methods of fiscal impact 
analysis are inadequate. City leaders who want to better understand the complexity of differential fiscal 
impacts by land use should support the development of a comprehensive parcel-level database including 
several financial indicators. To be sure, the development of the database will require considerable 
resources. Elected officials should view the development of such a database as an investment, given it can 
be used for daily planning decisions beyond just fiscal impact. 
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