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This memorandum provides an overview of the fiscal impact methodology developed by Economic & Planning Systems (EPS) to help to City of Sparks better understand the fiscal impacts of new development. 
In an effort to better understand the fiscal impact of development EPS was contracted by the City of Sparks to develop a fiscal impact model that will measure the fiscal impact of proposals for individual development projects on the City’s finances. With the understanding that solely evaluating the impact of individual projects does not provide a holistic overview of the City’s overall fiscal health, subsequent analysis will provide a more general overview of the City’s overall fiscal condition.
This memo provides an overview of fiscal impact methodology and summary of the key factors driving the current analysis. 
Budget Structure
The primary purpose of fiscal impact analysis is to evaluate the fiscal impacts of residential and commercial development on major City expenditures and revenue sources. The focus of this analysis is on City funds with expenditures or revenues that are directly impacted by growth. As a result, this analysis primarily focuses on fiscal impacts on two City funds that include the General Fund and the Road Fund. The General Fund is the City’s largest fund and is primarily responsible for funding general management government services, the Police Department, the Fire Department, and other community services. The Road Fund provides for maintenance, repair, acquisition, and construction of local roads and streets in the City.


It is also important to note that there are a number of Enterprise Funds that are impacted by development, such as the Sewer Operations Fund and the Development Services Fund. The impact of development on these funds is, however, not estimated due to the fact that these funds receive the majority of their revenues from user fees that in theory are adjusted to account for new development.
General Fund Revenues
The General Fund’s primary revenue sources come from Consolidated Tax Revenue (CTAX), Property Taxes and licenses & permits. Together, these sources account for 93 percent of total General Fund revenues. Actual 2017 General Fund revenues are summarized in Figure 1.
Figure 1	
General Fund Revenue, City of Sparks, 2017


CTAX and Fair Share Revenue
Overview
In 2017, the City received approximately $25.1 million in what is known as consolidated tax (CTAX), which includes the following components:
· Cigarette Tax
· Liquor Tax
· Government Services Tax (GST)
· Real Property Transfer Tax (RPPT)
· Basic City County Relief Tax (BCCRT)
· Supplemental City County Relief Tax (SCCT)

These sales taxes are collected by the State of Nevada and distributed by the State to the various government agencies. The City of Sparks receives an annual amount distributed through Washoe County. Revenue received by the City of Sparks is distributed by the County according to Base and Excess Distribution formulas. The Base Distribution was determined in 1997, when CTX was established, and is recalculated annually to reflect changes in the Consumer Price Index (CPI). The Excess Distribution is the amount of revenue available to distribute after the Base Distribution has been made. Excess is distributed based on a formula combining the five-year moving average of the changes in population and assessed valuation for the City. The other significant source of revenue in this category is the distribution of revenue from County gaming licenses. 
Impacts of Development
Growth in revenue to the City from sales tax is most impacted by the growth of the overall population of Washoe County. Due to the State of Nevada’s laws and procedures related to the distribution of CTX, the City’s annual distribution of revenue generally grows as the County grows and typically equates to 20 percent of the County’s distribution. While it is generally assumed that more retail sales occurring in Sparks (versus elsewhere in Washoe County) would lead to more sales tax revenue, the impact of where the sale takes place is minimal and difficult to quantify due to the way the State collects and distributes sales tax revenues. In terms of this fiscal impact analysis, the location of retail (and the sales tax generated by retail) only significantly impacts Sparks if the retail sales are occurring just outside Washoe County (neighboring counties or Indian Reservations).
In terms of the CTX revenues received by the City of Sparks, it is important to evaluate the impact of development on the Base Distribution and the Excess Distribution separately. For the purposes of this analysis, it is assumed that development or growth has no impact on the Base Distribution amount due to the fact that the Base Distribution is purely based on the previous year’s distribution adjusted for inflation. The Excess Distribution, which typically amounts to approximately 20 percent of the Total Distribution, is assumed to be impacted by growth and is consequently included in the estimate of future revenues in this analysis.


Property Tax
Overview
The second largest revenue category for the General Fund is property tax with estimated revenue in 2017 of $21.0 million. The total overlapping tax rate for the City of Sparks in 2017/2018 was $3.66 per $100 of assessed valuation. Assessed value is calculated as 35 percent of the replacement value of property. Of the $3.66 per $100, the City of Sparks gets $0.9598 per $100 of which 100 percent goes to the General Fund.
Impacts of Development
The amount of property tax generated by the City is dependent on the value of existing developed property and the addition of new development to undeveloped parcels. Developing vacant property to higher valued uses generates more property tax. Also generating increased property tax is the increase in value of existing properties through additions, renovation, and/or redevelopment. 
Property value is determined through two measurements: the assessment of the value of the land and the assessment of the value of the improvements (buildings) on the land. The value of land varies depending on the location of the property and matches with differences in total market value in different geographies. The improvement value is determined through an assessment of replacement value (performed at least every five years) multiplied by a replacement factor that estimates the replacement cost of a building based on the use, age, and obsolescence of a building. In effect, the replacement value of a building or improvement is decreased by 1.5 percent annually for 50 years (assuming no major changes to a building). Therefore, the property tax generated from the value of land is fairly consistent by parcel (impacted by geography), but the revenue from a property improvements are greatly impacted by the age of the improvement. 
This approach to valuation increases the reliance on new development for property tax revenues, as no growth will produce diminishing returns in property tax revenue compared to costs that hypothetically are flat (or increasing with inflation). The increase in a property tax bill (assuming no change in use, new building or additions, or changes to parcel boundary) is also capped annually to an increase of 3 percent for residential parcels that are owner occupied, that are used as a primary residence, or that are rental units that rent for less than HUD median market rents.
Business Licenses and Other Revenues
Overview
The third largest revenue category in the General Fund is business licenses and other revenues, which were roughly $9.0 million in 2017. The specific composition of these revenue sources is one of the outstanding questions that EPS would like to discuss in greater detail with staff and is summarized in subsequent sections of this memo.
Impacts of Development
The revenue from businesses licenses and other revenues are assumed to generally increases with the growth of the City’s population and employment base. Businesses licenses are generated by the number of establishments in the City of Sparks and represent one of the few major revenue sources that vary between residential and non-residential uses. 

General Fund Expenditures
The expenditures in the City’s General Fund fall within 10 major categories or departments. These expenditures per department are shown in Figure 2. Two departments account for the majority of the expenditures in the General Fund: Police and Fire. The budget for the Police Department in 2017 is $17.3 million and the budget for the Fire Department is $10.7 million. Development has a major fiscal impact for both departments. The other two departments most impacted by new development are Community Services and general Management Services. The estimated impact of growth for these four departments specifically and the other departments will be estimated using a variety of approaches, which are described in subsequent sections of this memorandum.
Figure 2
General Fund Expenditures, City of Sparks, 2017






Road Fund Revenues
Overview
The City’s Road Fund is funded through a variety of revenue sources that include franchise fees, State gasoline tax, and a number of other fees and taxes. Total fund revenue was $4.8 million in 2017 of which $1.4 million was generated by electric franchise fees, $1.8 million was generated by State gasoline tax, and $1.7 million was generated by other sources, as shown in Figure 3.
Impacts of Development
Similar to some of the General Funds miscellaneous revenue sources, revenues to the City’s Road Fund are assumed to be relatively closely correlated to increases in population and employment.
Figure 3	
Road Fund Revenue, City of Sparks, 2017




Road Fund Expenditures
As one would expect, the majority of revenue received by the Road Fund is used to fund capital replacement road projects throughout the City. In 2017, $4.5 million was dedicated to Capital Outlay, which represents 60 percent of total fund expenditures. The impact of growth on the Road Fund is estimated on a per road mile basis, as discussed in greater detail in subsequent sections of this memo. 
Figure 4	
Road Fund Expenditures, City of Sparks, 2017


Fiscal Analysis Methodology
The purpose of fiscal impact analysis is to provide an objective estimate of the costs and revenue impacts to the City of new development in a variety of contexts. The analysis compares the estimated revenues generated by new development to the estimated costs of public services required to determine the net fiscal impact. Revenues and costs are estimated based on the budgets for each fund and department, and an assessment of potential effects of different types of development on each department or budget category. Certain revenue items are estimated using “case study” approaches based on formulas; for example, property tax is based on estimated assessed values multiplied by the applicable tax rates. Other items, such as public service costs related to residential development, are based on average cost factors (such as “per capita” estimate). The revenue sources and expenditures that have the largest impact on the budget and are most directly tied to growth will have a specific case study developed for them, while other revenues and expenditures will be estimated using average cost factors. 
Average Cost Nexus Factors
EPS developed nexus factors that relate to the budget item being estimated to the service population or other metric that is best associated with the impact. These factors are discussed below in greater detail.
· Peak Persons Served (Residents and Employees) – Many services are affected by growth in both residents and employees. The purpose of this factor is to derive a peak population of persons served within the City. The number of people each use generates is estimated on average person generation factor for each use (average residents per household for single family and multifamily, and the average number of employees per square foot for retail, office, and industrial). Using the persons served approach means each new use will generate a number of people (i.e., one new single family housing unit will generate 2.48 people) which will be used to estimate costs and revenues based on the number of people use generates and average cost per person.
· Per Unit – Functions, such as business or liquor licenses, that serve specific land uses, such as commercial development, are estimated on a unit factor of 1,000 square feet of commercial/industrial space per unit or per residential unit.
· Street Lane Miles – Impacts to the Road Fund are estimated on the basis of “centerline miles” for portions of those funds expenditures related to maintenance and capital improvements. The City maintains a certain amount of local and collector roads and, as a result, a new development’s impact will be evaluated based on the amount of street miles needed to serve the development and the average cost per centerline. 
Fixed and Variable Cost Adjustments
Directly applying the factors described above to new growth would be equivalent to using the average cost for each item, which can overstate cost impacts. For local governments whose services are at or near capacity, the average cost method is a generally accepted technique for estimating fiscal impacts. However, many functions still need to be adjusted to account for higher levels of fixed cost and/or a less direct relation to growth. The following process and assumptions were used in developing the “Percent Variable” adjustments to average costs.
· Administrative and General Government – Departments such as the City Council, City Manager, finance, communications and technology, human resources, and other department management functions have a high level of fixed costs regardless of the size of a City. 
Costs in these types of departments and functions are estimated to be 25 percent variable.
· Growth Impacted Departments – These include services such as development services (community development), municipal court, and dispatch. These types of services are estimated to be much more closely related to growth and increased population and are modeled using the average cost methodology or 100 percent variable.
· Functions with No Nexus or Relevance – Some City functions were determined not to have any relationship to real estate development projects.
City Revenues
A summary of the City’s primary revenue sources and corresponding nexus to growth and 2017 amount is summarized in Table 2. In addition, a description of the methodology used to estimate the City’s primary revenue sources is provided below.
CTAX
Due to the way the State of Nevada collects and distributes CTX, the generation of sales tax from new development is based on the forecasted growth of the County and the use of a peak person factor that ties retail sales to the number people generated by a use and not where the actual retail sale is made. It is important to note that the Base Distribution is assumed to have no nexus to growth and as a result is not estimated in this analysis.[footnoteRef:1] The remaining 20 percent that makes up the Excess distribution is forecasted based on the peak person served methodology.  [1:  In order to avoid overstating expenditures, revenues the City receives from the Base Distribution are subtracted from annual expenditures based on a pro rata share of each expenditure item’s proportion of the total.] 

Property Tax
Property tax is estimated based on estimates of the average value of new development by each major land use (single family, multifamily, office, retail and industrial). The average value will be factored down to 35 percent to estimate the assessed value of new development, and the property tax rate for the City’s General Fund will be applied to estimate property tax ($0.9598 per $100 of assessed value). Property tax is estimated based on the estimated average value of new development by each major land use (single family, multifamily, office, retail and industrial). Estimated market value is factored down by 65 percent (i.e. 35 percent of estimated value) to approximate the assessed value of new development. The property tax rate for the City’s General Fund ($0.9598 per $100 of assessed value) is applied to assessed value to estimate property tax revenues.
Due to the property taxation structure in Nevada and the impact of depreciation on assessed property values and corresponding property taxes, an annual rate of 0.5 percent of property appreciation is applied to property values used to estimate property tax revenue. This rate is based off a review of assessed values and property tax records for comparable properties over a 20 year period. The factor assumes escalation of property values net of the impact of annual depreciation of improvement value over a 20 year period. 
Other Revenue Sources
The majority of other revenue sources are estimated using a peak person factor, with the exception of a few revenue sources. Business licenses and fees that apply to only certain types of uses (i.e., business licenses, liquor licenses) will be applied on a per unit (either residential unit or equivalent commercial unit) basis. 
Table 2	
Nexus to Growth and Variability: Revenues
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City Expenditures
A summary of the City’s major departments and their corresponding nexus to growth, variability, and 2017 budget is summarized in Table 1.
The expenditures in the General Fund are estimated using a peak person factor or a per unit factor depending on the specific sub-department. For Police and Fire specific case studies were developed to estimate fiscal impacts. 
Police
In order to estimate future costs that the Police department will incur, EPS relied on call volume data that was provided by the Police department. This data is organized by the use that is generating the call (i.e., residential, office, retail, etc.) determined by the geographic location of the call. This approach more closely ties the cost of police service to the uses that are generating that service. As a result, retail uses have the highest per unit cost because retail uses generate a higher number of police calls for both crime prevention and traffic incidents based on the geographic distribution of calls. 
The impact on police services is based on the calls for service generated by a particular land use. This approach closely ties the cost of police service to the uses that are generating that service. The estimated costs per unit (residential) and per 1,000 square feet of development (non-residential) were developed.
Fire
In order to estimate future costs that the Fire Department will incur, EPS relied on call volume data that was provided by the Fire Department by fire station, and the service area of each fire station. The Fire Department is required to meet certain level of service standards that are related to response time. Unlike a police officer that is typically out on patrol while on duty, Firemen and their fire engines typically return to the station in between calls. As well, in areas with lower population and employment density, the call volume for a fire station can be much less than a station in a more densely populated area. Therefore, the impact of new development can vary depending on the part of the City it occurs in. 
The City of Sparks Fire Department has a 4.5-minute response time standard. Unlike a police officer that is typically out on patrol while on duty, firefighters and their fire engines typically return to the station in between calls. In areas with lower population and employment density, the call volume for a fire station can be much less than a station in a more densely populated area. Also, areas of the City can be too far from existing fire stations to meet response time standards, which can create safety issues. There are portions of the City where that is the case today. One example is in the northwest corner of the City and is currently served by either fire station 4 or 5. As well, the City of Sparks has a joint service agreement with the Truckee Meadows Fire Protection District, which primarily serves the unincorporated portion of Washoe County, provides service to this area in many cases. A sixth fire station is needed to serve this area (illustrated in Figure 1) but capital funding and revenues needed to operate the station do not currently exist. Therefore, the impact of new development can vary depending on the part of the City it occurs in. Areas of the City that are outside the fire service areas for existing stations and newly annexed areas are estimated to have a higher cost for service due a lower anticipated peak population in this area. Figure 1 and Table 4 indicate the locations and associated cost multiplier to serve areas outside of existing fire station areas.  
Table 3	
Fire Service Cost Multiplier for Outside Fire Station Service Areas
[image: ]
Figure 1
Fire Station Service Areas
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Road Fund
Expenditures for the Road Fund are estimated based on the current average expenditure per City centerline mile and the number of centerlines future development types are estimated to generate. Varying assumptions regarding density are used to convert residential units or commercial area to centerline miles.
Road Fund
Expenditures for the Road Fund are estimated based on the current average annual expenditure per square foot of pavement maintained by the City. The annual maintenance and replacement cost per square foot of pavement within the City is $0.44 per square foot. The location of the City’s fleet and roadway maintenance yards are in the southern portion of the City. This location makes service to areas of the northern portion of the City more expensive as the crew and materials need to be transported longer distances to make repairs. Factors for various portions of the City for road maintenance costs were developed based on average drive time. Portions of the City within the McCarren Loop (area 1) have the lowest cost, while areas in the north portion of the city (area 3) have the highest. The service areas are shown in Figure 2.The service areas cost multipliers are shown in Table 4. The Road Fund annual cost factors are provided in Table 5. 
Table 4
Road Fund Cost Multiplier by Area
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Table 5
Road Fund Cost Factors
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Figure 2
Road Fund Service Areas 
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Other General Fund Expenditures
The remainder of General Fund expenditures are estimated using a per person served average cost factor. In addition, a variability factor was applied to each sub-department to account for expenditures not impacted by growth and fixed costs.
Table 1	
Nexus to Growth and Variability: Expenditures
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Electric Franchise Fees	State Gasoline Tax 1.75 Cents	State Gasoline Tax 2.35 Cents	Right Of Way Fees TMWA	County Gasoline Tax 1.cent	Gas Franchise Fees	Misc From Other Govts	Interest Earned	1358032	909014	844081	652881	650858	431814	1709	1238	

Capital Outlay	Discretionary Services 	&	 Supplies	Salaries	Benefits	Non-discretionary Services 	&	 Supplies	4533206	1111847	1044505	626690	226276	

CTAX 	&	 Fair Share	Property Taxes (Real 	&	 Personal)	City Business Licenses	All Other Revenues	Electric Franchise Fees	Garbage Franchise Fees	Cable TV Franchise Fees	City Telecommunication License	City Gaming Licenses	Right Of Way Fees TMWA	Gas Franchise Fees	T/I from Stabilization 1299	City Liquor Licenses	Trash/Recycling License	Marijuana Licensing	City Business Lic Penalties	T/I from Muni Crt Admin Assess 1208	Accela Tech Fee	Home Occupation Permits	Liquor/Gaming Work Permits	Flea Market Permits	Temporary Use Permit	Zone Change Permits	Miscellaneous Permits	Solicitor Permits	Pawn Shop Work Permits	25108792	21027577	4622464	4374470	1358032	1291376	976331	884163	453674	435255	431814	251910	243567	165179	112307	109573	54426	16702	16200	11175	7507	5500	2945	2590	540	225	

Police Expenses	Fire Expenses	Community Services Expenses	Management Services Expenses	Transfers-Out	Financial Services Expenses	Municipal Court Expenses	Legal Expenses	Legislative Expenses	Mayor Expenses	17257729.578965969	10703240.873194886	4437525.6614697995	4175170.0303503103	2712910.3684790125	2120582.5711481441	1409261.0471296089	1104604.5290314483	295632.47366616735	73935.266564652527	
1
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Description Nexus to Growth % Variable Budget (2017)

General Fund

CTAX & Fair Share Peak Person Served 20% to 25% $26,208,792

Property Taxes (Real & Personal) Case Study N/A $21,027,577

City Business Licenses Total Commercial Space N/A $4,622,464

City Business Lic Penalties Total Commercial Space N/A $109,573

City Telecommunication License Peak Person Served N/A $884,163

Trash/Recycling License Peak Person Served N/A $165,179

City Liquor Licenses Total Retail Space N/A $243,567

City Gaming Licenses Not Estimated N/A $453,674

Marijuana Licensing Total Retail Space N/A $112,307

Cable TV Franchise Fees Peak Person Served N/A $976,331

Electric Franchise Fees Peak Person Served N/A $1,358,032

Garbage Franchise Fees Peak Person Served N/A $1,291,376

Gas Franchise Fees Peak Person Served N/A $431,814

Flea Market Permits Not Estimated N/A $7,507

Home Occupation Permits Total Residential Units N/A $16,200

Liquor/Gaming Work Permits Not Estimated N/A $11,175

Miscellaneous Permits Peak Person Served N/A $2,590

Pawn Shop Work Permits Not Estimated N/A $225

Accela Tech Fee Not Estimated N/A $16,702

Solicitor Permits Not Estimated N/A $540

Right Of Way Fees TMWA Peak Person Served N/A $435,255

Temporary Use Permit Not Estimated N/A $5,500

Zone Change Permits Peak Person Served N/A $2,945

All Other Revenues Peak Person Served N/A $4,374,470

T/I from Muni Crt Admin Assess 1208 Not Estimated N/A $54,426

T/I from Stabilization 1299 Not Estimated N/A $251,910

Road Fund

Electric Franchise Fees Peak Person Served N/A $1,358,032

Gas Franchise Fees Peak Person Served N/A $431,814

Right Of Way Fees TMWA Peak Person Served N/A $652,881

County Gasoline Tax 1.cent Peak Person Served N/A $650,858

State Gasoline Tax 1.75 Cents Peak Person Served N/A $909,014

State Gasoline Tax 2.35 Cents Peak Person Served N/A $844,081

Misc From Other Govts Peak Person Served N/A $1,709

Interest Earned Peak Person Served N/A $1,238

Source: City of Sparks; Economic & Planning Systems
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Description Amount

City-Wide Average

Response Time 0:03:51

Outside Existing Fire Station Service Areas

Response Time 0:04:29

Multiplier 1.16x

Source: Economic & Planning Systems
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Description Factors

Cost per Sq Ft of 

Pavement

Road Fund

1 - Within the McCarren Loop 0.66x $0.068

2 - McCarren Loop to Los Altos Pkwy 0.94x $0.098

3- North of Los Altos Pkwy 1.41x $0.147

City-wide 1.00x $0.104

Source: Economic & Planning Systems


image5.emf
Description Frequency Cost Unit Factor Annual Cost

Cost per Square Foot

Slurry/Crack Seal Year 5, 12, 20, 27 $0.3700 per square foot 8.75 $0.0423

3-inch Overlay 20 years $4.0000 per square foot 20.00 $0.2000

Road Rehabilitation 35 years $7.0000 per square foot 35.00 $0.2000

City-wide 1.00x $0.4423

Within the McCarren Loop 0.66x $0.2903

McCarren Loop to Los Altos Pkwy 0.94x $0.4146

North of Los Altos Pkwy 1.41x $0.6220

Source: Economic & Planning Systems
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Description Nexus to Growth % Variable Budget (2017)

General Fund

Legislative Expenses Peak Person Served 25.0% $435,584

Mayor Expenses Peak Person Served 25.0% $108,936

Management Services Expenses Peak Person Served 50.0% $6,151,683

Legal Expenses Peak Person Served 50.0% $1,627,521

Municipal Court Expenses Peak Person Served 50.0% $2,076,401

Financial Services Expenses Peak Person Served 50.0% $3,124,460

Police Expenses Police Call Data 100.0% $25,427,487

Fire Expenses Fire Call Data 100.0% $15,770,123

Community Services Expenses Peak Person Served 75.0% $6,538,237

Transfers-Out Peak Person Served 100.0% $3,997,194

Road Fund

Community Services Expenses Centerline Miles Case Study $7,542,524

Source: City of Sparks; Economic & Planning Systems
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