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Federal Reserve Fiscal Impact Tool:
Users Guide

(2003 version)

Board of Governors of the Federal Reserve System

Disclaimer
Please read before using FIT
The Federal Reserve Fiscal Impact Tool (FIT), including its contents, is a product of the Board of Governors of the Federal Reserve System (the Board), and is furnished on an “as is” basis.

Access to or use of the tool constitutes consent to the following terms:  

Although the Board has taken reasonable measures to ensure the quality of the tool, the Board does not warrant that the tool is accurate, correct, complete, timely, or without mistake.  The Board makes no express or implied warranty regarding the data or the programming, and hereby expressly disclaims all legal liability and responsibility to persons or entities for damages, whether caused directly or indirectly, by use of the tool.  Like any set of executable instructions, the macros contained in the worksheet are vulnerable to errors, corruption, and viruses that may affect programs on the computers to which the worksheet is downloaded.

This tool is not designed or intended to provide authoritative financial, accounting, investment, legal, or other professional advice that may be reasonably relied on by its users.  If expert assistance in this area is required, the services of a qualified professional should be sought.

This disclaimer is in addition to, and not in lieu of, any disclaimers found on Board web pages, applications, or programs.
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About FIT
The Federal Reserve Fiscal Impact Tool is an automated process, in the form of an Excel workbook, for estimating the effects of proposed economic development projects on local sales and property tax revenues and on costs to local government.  The estimates are based on user-provided information about the project (such as location and number of jobs) and the locality (such as tax rates and one-time government costs); default values embedded in the application that can be modified by the user for greater specificity; and simple assumptions made by the tool’s developers.  FIT enhances the analysis by providing supplemental information.
The estimates produced by FIT (together with the assumptions used to arrive at the estimates) are contained in easy-to-interpret tables, charts, and text summaries.  FIT can 
also provide a mini-economic profile of the user’s community, county, and state, including (where available) data on population, per capita income, retail trade, and the labor force.
FIT is intended for use by economic and community development professionals, primarily in small and mid-size communities.  It
 can be used simply to inform users about the general costs and benefits of permanent basic development projects.  In this form it is an economic literacy device for individuals interested in development.  It can also be used as an aid in decisionmaking, providing information on the extent of support a community or region might be able to afford when planning for different development possibilities.

FIT is intended to provide a quick analysis of the impact of proposed economic development projects.  It does not purport to allow analysis with a high level of precision, but seeks to give only a rough picture.  Users can increase the precision of results by providing more-precise data and by reviewing the parameters of a project more broadly.
Quick Guide
This Users Guide is provided as a comprehensive guide to using FIT.  It explains the features of FIT; gives instructions for entering data; and provides specific answers to questions that users might have.  Users are encouraged to read through the first sections of the guide as an introduction and to use the sheet-by-sheet explanations as a reference when conducting their own analysis.

Users who want to start using FIT as quickly as possible can do so by following these simple procedures:

· Open the workbook

· Enable the macros

· Accept the disclaimers

· Enter data in the Data Entry and Cost Module sheets

· Print the results.

Users who just want a brief community profile only need to fill in the place name and print out the four pages from the CountyData sheet.  To obtain a regional, multi-county profile, users must also include the codes of the counties desired in cells D84 through D93 of the Data Entry sheet and invoke the Ctrl-R (regional) macro before printing from the CountyData sheet.  [For more information about regional analyses, see “What is an advanced analysis?” in the Questions and Answers section.]
Workbook Contents 
The FIT workbook contains six worksheets (plus the Introduction sheet).  All but the final two sheets (Summary and Retail Sales and Population) have preset print ranges to simplify their printing.  The contents and functions of each sheet are summarized below; details are given in subsequent sections.

· Data Entry sheet.  User enters information about the proposed development project and about local sales and property tax rates, and accepts or overrides default values based on certain company and community characteristics.  (three pages of printout)

· Output sheet.  FIT provides estimates of the direct, indirect, and induced effects of the proposed development project on employment, income, and tax receipts based on data entered in the Data Entry sheet.  (three pages of printout)

· Cost Module sheet.  User enters additional information about the proposed development project and about per resident costs (based on provided data on historical state averages), and FIT provides estimates of the costs of the project to local government.  (three pages of printout)

· County Data sheet.  FIT displays historical data on population, the labor force, and income for the county and the state in which the proposed development project is located.  (four pages of printout)
· Summary sheet.  FIT collects in one sheet all the tables and text summaries produced on the Output, Cost Module, and County Data sheets.  This sheet is useful for cutting and pasting FIT results and for examination by visually impaired users.  (Not designed for printing)
· Retail Sales and Population sheet.  FIT displays population and retail sales data for all incorporated places in the multi-state region for which that particular version of FIT was created (see later section “Versions of FIT”).  (Not designed for printing)
Output from FIT
FIT produces the following tables, charts, and text summaries:
· From the Output sheet


Estimated effects of project on employment, investment, and spending


Estimated effects of project on tax receipts



Estimated total tax receipts



Estimated tax receipts per direct new job 



Text summary interpretation of data



Project parameters and various tax rates



Major assumptions used in analysis



Ability to generate sales tax revenue

· From the Cost Module sheet


Recent state and local government spending data from the Census Bureau



Cost estimates for the proposed development:  One-time capital outlays and




ongoing spending, by category



Estimated share of ongoing and one-time costs borne by city, by category



Summary fiscal impact results from development project on entire county or region



Ongoing revenue and cost streams for city, rest of area, and total 



Distribution of one-time costs for city, rest of area, and total 



Summary cost–benefit and payback period results

· From the CountyData sheet



Population estimates for city, area, and state



Annual population growth rates for city, area, and state (table and chart)


Per capita income for area and state



Annual per capita income growth rates for area and state (table and chart)


Labor force for area and state



Labor force growth rates for area and state (table and chart)


Ratio of labor force to population for area and state (table and chart)


1997 retail sales per capita and dollar of income for area and state



1990 and 2000 census population for city, county, and state



Longer population series for area and state 



Longer total personal income series for area and state 



Unemployment rate series for area and state



1997 retail sales data for city, area, and state


Migration and employment for area and state

Versions of FIT
Different versions of FIT are tailored to different geographic regions (generally according to Federal Reserve District).  The following list shows which states are covered by each version.  There is no version for Alaska and Hawaii, and Virginia has its own version because of the degree to which government budgeting is done at the county (or independent city) level.  Community data for nine states are included in two different versions. 
· Boston.  Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, and Vermont

· New York.  Philadelphia, Cleveland, Delaware, Kentucky, New Jersey, New York, Ohio, and Pennsylvania

· Richmond.  District of Columbia, Maryland, North Carolina, South Carolina, Virginia, and West Virginia

· Atlanta.  Alabama, Florida, Georgia, Louisiana, Mississippi, and Tennessee

· Chicago.  Illinois, Indiana, Iowa, Michigan, and Wisconsin

· St. Louis.  Arkansas, Illinois, Indiana, Kentucky, Missouri, and Tennessee

· Minneapolis.  Michigan, Minnesota, Montana, North Dakota, South Dakota, and Wisconsin

· Kansas City.  Colorado, Kansas, Missouri, Nebraska, New Mexico, Oklahoma, and Wyoming

· Dallas.  Louisiana, New Mexico, and Texas

· San Francisco.  Arizona, California, Idaho, Nevada, Oregon, Utah, and Washington

· Virginia.  Virginia

Availability of FIT

To inquire about this tool and to obtain a copy (by e-mail or on CD), please contact the Community Affairs unit of the Division of Consumer and Community Affairs of the Federal Reserve Board.  See http://www.federalreserve.gov/community.htm.
Before You Start:
Aids to Understanding FIT and Its Use
This Users Guide provides sheet-by-sheet instructions, explanations, and discussions to help you with your analysis.  Some of the explanations are repeated (in substance if not word for word) on the sheet printouts to make them handy when the printed material is being reviewed and interpreted.

Before you start your analysis, you might want to look over several aids in this guide.

Glossary
The glossary, later in this guide, discusses terms and concepts that are useful when performing an economic impact analysis.  They address what the tool attempts to measure and what some of its limitations might be.
Sample Analysis Illustrating the Use of FIT
Users are encouraged to work through the sample analysis described at the end of this guide to get a feel for the process.  After doing so, you can invoke the “reset” macro (Ctrl-F) to clear the sheets for your own analysis.

Questions and Answers
Some users might feel apprehensive about performing an economic analysis.  The Questions and Answers section is designed to provide the user with a bit more comfort about the analytical approach the tool utilizes.  A glance at the list of questions can tell you if the concern you have is addressed there.  If it isn’t, don’t hesitate to send your question to the tool’s developers (via the links at http://www.federalreserve.gov/community.htm).  In addition to giving you a response, we might want to add your question to the list in future editions of this guide.







Getting Started
Copying and Saving FIT
You will have received FIT either on a CD or via e-mail.  It is recommended that, to speed the working of the tool, you copy it to your hard drive.  If at any time the tool does not appear to be functioning properly, replace the copy on your hard drive with the original.

If you want to analyze different scenarios, you might choose to save the several working documents under different file names.  The file name will automatically print at the bottom left of each printed page.

Opening FIT
When opening the Excel workbook, you’ll be asked about

· Terms of use.  You’ll be asked to read and agree to the terms of use mandated by the Federal Reserve Board.
· Macros.  If you accept the terms of use, you’ll then be asked to enable the macros contained in the workbook.  The macros are automated shortcuts that perform multiple tasks, such as entering data for a sample analysis to get an idea of how the tool operates, toggling between county and regional analyses, and resetting all data entry cells to their original values and functions.  Much of the tool will work fine without the macros, but full functionality requires that they be enabled.



To invoke a macro, hold down the Ctrl key while pressing the letter identified below.


Regardless of where you are in the workbook, you will always be returned to the Data


Entry sheet.



Keystroke
Function


Ctrl-S

Enters Sample data detailed in this Users Guide



Ctrl-F

Resets all major data entry cells to their original Fill-in values



Ctrl-R

Toggles from a county to a Regional analysis



Ctrl-C

Toggles from a regional to a County analysis



Ctrl-U

Unprotects all sheets



Ctrl-P

Protects all sheets (with no passwords assigned)  


Operating FIT
· Comments.  Associated with each significant cell in the Data Entry and Cost Module sheets is a comment (visually represented by a small red triangle in the upper right-hand corner of the cell and readable by “mousing over” the triangle).  The comments provide information about the contents of the cells and guidance on entering data.  They are intended primarily for visually impaired users who use screen readers; however, others might benefit from them as well.  If you want to eliminate the comments, highlight all the cells in the sheet and invoke the command Edit–Clear–Comments.  You should exercise caution in using this command, as it may not be possible to reinstate the comments once they have been deleted.  

· Locked cells, and protecting and unprotecting the worksheets.  
·  When you first open the workbook, you will find that all the cells in each worksheet can be entered and changed.  To protect all the worksheets, you can invoke FIT’s Crtl-P macro.  Doing so will lock all the cells except those that require data entry or that are accompanied by comments.



Protecting the worksheets has two benefits.  First, when the sheets are protected, you


will be much less likely to accidentally corrupt cells that contain important formulas.


Also, you will be able to use the tab key to scroll from one unlocked cell to the next, a


valuable feature for visually impaired users and others using screen readers.


Invoking the macro Ctrl-U will undo the worksheet protection.  The ability to

unprotect the sheets is important because switching back and forth between regional and

county analyses requires that the worksheets be unprotected (see “County and Regional

Analyses,” below).


Worksheet protection does not affect the functioning of the macros that reset the data

entry cells to their initial values (Ctrl-F) or to the values used in the example (Ctrl-S).




It is important to avoid making entries in any cells but those in which




data are to be entered.  Data entry cells can always be reset (see “Sample




and Reset,” below); however, other cells that have been corrupted cannot




be “repaired.”  If you think that  you have mistakenly changed a cell




other than those intended for data entry, please close the tool without




saving it and open it again!

· Sample and reset.  FIT contains two macros that make it easier to get started and to start over.  The macro Ctrl-S fills in cells with a preset example (see “Sample Analysis” section of this guide).  You can consider the sample analysis to be a practice run for later analyses and can manipulate some of the entries in it to get an idea of the sensitivity of results to changes in the size of the project and the assumptions made by FIT.  The macro Ctrl-F can be used at any time to reset all unlocked cells back to their original values.  (Please note that locked but unprotected cells will not be reset, so it is imperative that you not change any cells but those that are for data entry!)
· County and regional analyses.  FIT allows users to toggle between a single-county and a multi-county (or “regional”) analysis.  It initially sets the analysis to examine fiscal impacts in the community as well as the county in which it exists.  However, it can examine the community as part of a multi-county region if you want.  The technical details of how to perform a regional analysis are explained in question 12 in the “Questions and Answers” section; the mechanism for switching to a regional analysis is the macro Ctrl-R.  When you use that macro, many cells and formulas across several sheets will change to reflect the change in focus of analysis, and you will see changes in the output, including table headings.  To toggle back to a single-county analysis, simply invoke the Ctrl-C macro.  Note that the worksheets must be unprotected to use either of these macros.

· Data entry.  In each cell in which the user must make an entry (these are on the Data Entry and Cost Module sheets), FIT prompts the user with the words “Fill in” (usually in blue, sometimes in red, but always with a border around it).  The user must change each “Fill in” prompt to a value--a number, a descriptor, or simple blanks.  The example

(Ctrl-S) shows users a data entry scenario.
· Readability.   The sheets have been set up to get as much information on one page as possible.  In some cases and for some users, the small font size may make the type difficult to read.  Although the format properties of individual cells cannot be altered if the sheet is protected, the type seen on the monitor can be enlarged by invoking the View–Zoom command.
· Altering the format.   Because the sheets are set up for printing on 8-1/2” x 11” paper and because several sheets contain formulas in cells that aren’t always readily apparent, you should not attempt to add or delete rows and columns or to alter their widths and heights.


	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	




	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	






	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	





 
Data Entry Sheet

The Data Entry sheet is the sheet in which you enter information about your locality and the proposed development project and also accept or override assumptions made by FIT.  It produces three pages of printout.  Given here are a discussion of some of the inputs you are asked to make and a description and discussion of some of the assumptions made by FIT.  First, a few hints about working in the sheet:
· “Fill in” prompt.  You must make an entry in cells containing the words “Fill in.”

· Color key.  The black numbers (column F starting in row 37) are values computed by FIT once you have entered your initial data.  These are referred to as assumptions or defaults.  The red numbers (column H) repeat the adjacent assumed values but can be overridden by entering a different number in the cell.  As you change a value in column H, the “Is default used” answer in column I will switch from “yes” to “no.”
Place Name (Cell C8)
 Enter the name of the city or town for which the analysis is to be done.  Unless the word “City,” “Town,” or “Village” is an official part of the community name (such as Ashland City, Tennessee), exclude such words from the name you enter.  Accurate spelling is necessary; to verify a place name, refer to the Retail Sales and Population sheet (RetailSales&Pop, column G) for a list of place names.
· If the community name entered is a place in more than one state, a warning will appear in row 6.  For such duplicate names, enter a comma after the place name, followed by a space and the two-letter state abbreviation used by the Postal Service.  For example, entering “Lebanon” in cell C8 will result in the following statement in row 6:

Duplicate name - use Lebanon, ST (IL, IN, MO, KY or TN)

To perform the analysis for Lebanon, Missouri, enter “Lebanon, MO” in cell C8.

· If the community is split across more than one county, entering only the city or town name in cell C8 will return information about the city and the multi-county region but not about the counties separately.  To obtain information for a county-level analysis for the portion of the community in one particular county, enter the community name followed by a comma, a space, and the county name.  An example is Goodlettsville, Tennessee, a community of nearly 13,000 residents split roughly 70–30 in Davidson and Sumner Counties.  To analyze only the Sumner portion of the town, enter “Goodlettsville, Sumner” in cell C8.  (To perform a regional analysis of the entire city, enter only “Goodlettsville” and add the two counties’ codes--47037 and 47165--in the advanced analysis section in rows 85 and 86.  See question 12 in the “Questions and Answers” section of this guide for more information on advanced analyses.)
· If the community is a place in more than one state and extends into more than one county, specify either the state or the counties in which the community is located.  For example, there is an Albany in Kentucky, Missouri, Illinois, and Indiana, and the Indiana community extends into two counties.  Entering “Albany” in cell C8 results in the following warning in row 6:

Duplicate and split city, type Albany, ST (MO, KY, IL, or IN); for partial IN analysis type Albany, County (Delaware or Randolph)

Entering “Albany, MO” will result in an analysis for that community; entering “Albany, Delaware” will result in a partial analysis for the area of Albany in Delaware County; and entering “Albany, IN” and specifying the two counties in the advanced analysis section will result in an analysis of the community within its two-county area.
· Verification of place name (cells J3–K5).  After you enter a place name, FIT will automatically enter information in cells J3–K5.  That information identifies the city, county, and state that will be used in the analysis.  If “United States” appears as a county or state, the place name has not been specified correctly.  If a state name appears in the County field, FIT has been unable to identify a single county for the analysis (in which case, an advanced analysis may be necessary).

Property and Sales Tax Rates and Utility Franchise Fee (Cells C12 - D17; C21 - 24; C28)

Local authorities may be able to provide this information.  The information and web sites listed in appendix A may also be helpful.  The following web sites also provide links to state tax information (note that mention here in no way constitutes endorsement of any products or services sold on these sites):

· http://www.statetaxcentral.com/Tools/FAQ/
· http://www.taxsites.com/state.html
· http://www.bna.com/states/state.htm
Special Property Tax Information and Directions for Minnesota Users
The state of Minnesota has recently changed the way communities calculate property tax burden.  This requires the following special instructions for users of FIT in that state:

In Cells C12 to C16 place the appropriate tax rate without the percentage sign.  For example, if the county tax rate is 69.89%, place 69.89 in cell C12.  Duplicate these numbers for cells D12 to D16.

In Cells H70 to H72, the model is looking for the Tax Capacity.  For personal property (Cell H71), use 0%.  For residential property use 1% (the rate for residential property with value less than $500,000).  The tax capacity for commercial and industry property is 1.5% for values up to $150,000 and 2.0% above that amount.  For projects with large investment, you can use 2%.  [The effective tax capacity for $1,000,000 of commercial and industrial property is 1.925%.]  To be more accurate (and to take into account the lower tax capacity on the first $150,000 of property), you can use the following formula for projects with more than $150,000 in taxable commercial and industrial property: =(+F11*1.5%+(F11-150000)*0.005)/F11.

Also, to allow for the residential homestead credit, you can reduce the mean home value in Cell H58 by the ratio of 40/Cell C17.  For example, a $60,000 home with a 150.00 tax rate would have a local property tax bill of $900 but would be eligible for a $240 homestead exemption credit resulting in a net tax of $660.  If all property is eligible for the credit, then reducing the home value by (40/150) results in an effective value base of $44,000.  If half of new residential property is eligible for the credit (perhaps because half is rental property), a good estimate would be to use the midpoint of these two values, in this case $52,000.

Project Profile (Cells F8 - F13)
The basic data entered in these cells are used to estimate other amounts.
· Manufacturing or service project? (cell F8).  Identification of the project as manufacturing or service-providing helps in the estimation of project sales and spending.  For retail-sales-intensive projects (such as a department store), you might enter “S” to designate the project as a service project.  However, because the ratio of sales to payroll for the retail sector tends to average multiples closer to ten-to-one rather than the two-to-one that FIT uses for basic business services, you might want to change the ratio in cell H37 (Ratio of wages to sales) to 10%, from the default of 50%.
· Average employment (cell F9).  Used to estimate total project payroll and, from that figure, consumer spending.  Enter estimated full-time-equivalent employment once the project is fully staffed.

· Average salary (cell F10).  Used to estimate total project payroll and, from that figure, consumer spending.  Enter the expected taxable annual wages per worker employed by the project.
· Incremental increase in real and personal property (cells F11 and F13).  Used to estimate property tax streams.  Enter the estimated amount of real and personal property that would be added to the tax rolls (the “business investment”).  Do not include property to be purchased that is currently on the tax rolls unless you are assuming that the property would otherwise become vacant.  A retention analysis might allow for the use of current property that is at risk and could be lost without local action.


Additional Revenue Streams (Cells G17 - J19)
Identify, if you wish, an amount representing one source of one-time revenue and one source of ongoing revenue.
· One-time revenue (cells G17 - G19).  This source might be an impact, permit, or construction fee charged to the developer to recover infrastructure costs associated with the development.  Or it might be sales taxes associated with the purchase of supplies or with purchases made from construction workers’ payroll before the project comes on line.
· Ongoing revenue (cells J17 - J19).  This source might be



•  
Sales taxes resulting from sales by the business or businesses that make up the



    project


•  Local income taxes


•  Public utility revenue streams (especially in places where utilities are profit centers)

•  Rental income or “in lieu of property tax” payments made to government entities


•  Local inventory taxes.
To use on-site sales tax collections as the additional ongoing revenue stream



(cell J17), multiply the amount in cell H41 (Estimated project sales) by the sum of


cell C23 (City sales tax rate) and cell C24 (County sales tax rate).


To use local income taxes as the ongoing revenue stream, multiply the amount in cell F9 (Average employment) by the amount in cell F10 (Average salary) by the average effective income tax rate.



If the property will produce rental income or “in lieu of property tax” payments rather


      than traditional property tax payments, the business investment figures that would


      otherwise be used to calculate anticipated property tax revenue from that investment



(cells F11 and F13) can be set at zero.  The “in lieu of” payments can then be entered



as ongoing revenue.  Another possibility (if the product would produce a second ongoing



revenue stream) is to work backward and divide the total payment in lieu of property



taxes by the property tax rate to come up with an imputed, or synthetic, investment level.



To use
 the levy of local property taxes on inventory as the ongoing revenue source, you might multiply the property tax rate by the amount of inventory--a figure frequently expressed as a fraction of sales (in this case, Estimated project sales, cell H41).  Freeport exemptions may allow firms to pay property taxes on only part of its inventory; if your locality levies property tax on inventory, you will need to be familiar with your state’s property tax code, as well as the source and destination of the firm’s product, to accurately capture this item.
· % to place (cells G19, J19).  In many cases, the one-time or ongoing revenue will go to a single entity.  If the receiving entity is the city, this figure will be 100%.  If it is some other entity--say, a school district--it will be 0%.  If you are looking at on-site sales tax collections, calculate this proportion as the ratio of cell C23 (City sales tax rate) to the sum of cells C23 and C24 (County sales tax rate) (that is, the city sales tax rate divided by the sum of city and county sales tax rates).
Estimated Project Sales (Cell F41)

For manufacturing projects, annual sales volume is estimated at five times the sum of annual payroll and amount of annual purchases subject to sales tax.  For service projects, annual sales volume is estimated at two times the sum of annual payroll and the amount of annual purchases subject to sales tax.  (See appendix B for industry-specific data relating sales to taxable wages.)

Estimated Project Energy Costs (Cell F42)
For manufacturing projects, annual electricity and natural gas purchases are assumed to total 2% of annual sales.  For service projects, the default is 0.5% of annual sales.
Estimated Project Purchases Subject to Sales Tax (Cell F43)

For manufacturing projects, 1% of company purchases are assumed to be subject to sales tax.  For service projects, the default is 10%.  These are general estimates; other percentages may be more accurate for specific industries and firms.

Estimated Proportion of Retail Leakage Out of Area (Cell F45)
The default for this item, 10%, is based on the estimate that some 10% to 20% of all employees nationwide cross a county border to work and the observation that commuting employees are more likely to spend their wages in the county in which they live than in the county in which they work.
A more precise estimate of the proportion of retail spending that may leak out of the county (or region) would take into account likely commuting patterns, the geographic size of the county (or region), the location of the project within the county (or region), and the retail purchasing opportunities inside and outside the county (or region).
· Commuting patterns.  Commuting patterns often depend on wage and skill levels and on general labor market conditions.  Existing employers may be able to provide insight into the patterns new firms might see.  Data on county-to-county worker flow are not yet available from the 2000 Census but are available from the 1990 Census, at 
http://www.census.gov/population/www/socdemo/jtw_workerflow.html.
· Location of the project.  For geographically larger counties, the location of existing retail purchasing opportunities relative to the location of the project and to worker housing (including new housing for in-migrant families) also matters.  Projects located across the county (or region) from the retail center may be associated with much great retail leakage than those located near the retail center.
· Location and extent of retail purchasing opportunities.  Where are the purchasing opportunities for durable and non-durable goods?  Does the county serve as a retail hub, drawing in dollars from residents of other counties regardless of where they work?  The higher the ratio of retail sales to total personal income for the county, the lower the anticipated level of retail leakage.  For counties with relatively low ratios, the percentage of leakage should probably be increased from the 10% default figure to account for the likelihood that even the dollars of workers for the project who live in the county will be leaking to other counties.


Consider a hypothetical case in which 70% of workers at a new facility in


county A will reside in county A and the remaining 30% will reside in adjacent county B.  

If each county has a robust complement of retail purchasing opportunities, the leakage



figure should be perhaps 30%.  If county B lacks the purchasing opportunities of



county 
A and has a much lower retail-sales-to-income ratio, a leakage figure of 15%



might be more appropriate; the 15% figure implies that half the spending of commuting



workers residing in county B will occur in county A.  Conversely, if it is county A that



lacks the purchasing opportunities of county 
B and has a much lower retail-sales-to-


income ratio, a leakage figure of 50% or more might be justified; the 50% figure suggests



not only that commuters will spend all their income outside county A, but that resident



workers will take 30% of their retail spending outside the county.

· 
· Availability of housing.  The presence of readily available housing in adjacent counties will likely increase net migration into those counties by workers who will then commute to the county in which the project is located.  Such migration most likely will also increase the level of retail leakage.

Estimated In-Migration Rate (Cell F48)

The estimated rate of in-migration of residents as a result of the proposed development project is used to approximate new government costs and amount of new and upgraded housing.
Research suggests that up to 90% of jobs from economic growth could be filled from in-migrants to a metro area.  The actual proportion will depend greatly on such variables as local labor market conditions, wage levels, the size and nature of a project, and the number of available housing units.  Local real estate, economic development, and human resource professionals in communities that have experienced similar projects can provide more-informed estimates.
Estimating the rate of in-migration is complex.  The “check figure” provided by FIT (for general guidance only; not a default figure) is the estimated proportion of twelve-year employment growth in the county accounted for by new resident workers.  This proportion was calculated by (1) dividing net in-migration for the county for the years 1990 to 2002 by two (on the assumption that one in two in-migrants enters the workforce, just as, nationally, one in two Americans is in the labor force) and (2) dividing that number by the Bureau of Labor Statistics figure for county employment growth for the years 1991–2002.

In the event that population and net in-migration in the county of interest move in different directions, the check figure will be negative and hold little significance.  If county employment declined and the county experienced net out-migration, you should be slow to assume that a rebound in the economy will result in a commensurate rebound in in-migration.  Similarly, the check figure may be incorrect for counties that have had very small employment growth.

Another factor to consider when estimating the in-migration rate is labor force participation level.  FIT provides a time series for the ratio of labor force participation to total population, by county and state.  Locations with lower labor force participation rates will be more able to fill positions from the existing population stock and will experience less net in-migration.

Timothy Bartik, research economist at the Upjohn Institute, has suggested that in the long term, in-migrants to large metro areas may fill 75% of new jobs, with the remainder of the jobs being filled by the unemployed or those re-entering the labor force.  (See Who Benefits from State and Local Economic Development Policies, W.E. Upjohn Institute for Employment Research, 1991, p. 95.)  This estimate, however, may have been sensitive to the unique performance of the overall economy during the period of analysis (1972–86) and may not reflect the experience of non-metropolitan counties, or even of specific individual metropolitan counties within metro areas.

Think about the skill sets of the existing labor force and the skills needed to fill the new jobs being generated by the project.  Assess the status of the local housing market as well as alternative housing in surrounding counties.  Look for benchmarks.  How have other areas reacted in the past to changes in the economy?  Try to find a place that has recently experienced the type of change your area is now expecting.  Consider asking those associated with the project what their past experience in such cases has been.

Number of Members per In-Migrant Family (Cell F53) and
Number of School-Aged Children per In-Migrant Family (Cell F54)

According to U.S. census figures, excluding households populated by elderly singles, U.S. households averaged 2.76 members.  The default--3.0--rounds up this average so as to increase the cost estimates produced by FIT.  This is likely an extreme upper-bound estimate, with 2.0 being a reasonable lower-bound estimate (and consistent with the “one job per each two in-migrants” check figure).  If you use the lower-bound figure, it would also make sense to reduce the estimate of number of children per in-migrant family accordingly.  An estimate of 0.5 children per in-migrant family would be consistent with smaller (and probably younger) households.
To refine your estimate, you might think about the likely extent to which in-migrants will bring families and children.  Lower-wage jobs might be less likely than higher-wage jobs to induce families to migrate.  Projects that seek large proportions of college-educated workers but offer primarily entry-level positions will be more likely to induce recent college graduates--who are more likely to be single and without children--to migrate.  Again, comparisons with other places with similar experiences can be valuable in honing your analysis.

Share of In-Migrant Families Producing New Housing (Cell F56)

The default for this item is 100%; the actual percentage may be higher or lower depending on the existing housing stock.  If your area has a significant amount of vacant housing, consider lowering the default percentage.  Note, however, that this figure is used to estimate the value of residential housing and hence the property tax increment from households.  If the new jobs might be filled by existing residents who use their income to improve or add on to their current housing and/or if the project is significant enough to tighten the existing housing market and drive up property assessments for a portion of the market, consider using a figure above 100%.

For example, suppose you anticipate 10 new in-migrant families and 10 new $100,000 homes being built in a neighborhood currently having 100 homes assessed at $80,000.  If you have reason to believe that assessments on the existing homes will rise to $85,000 after the new homes are built, there will be two components to an increased residential housing tax base.  The first is the $1,000,000 of new housing.  The second is $500,000 of increased assessments on existing homes (100 units times $5,000 increased value per unit).  You can attribute this $1.5 million in incremental property tax value to the new homes by changing the default share of in-migrant families producing new housing to 150%.  (Be sure, however, to check with local assessment officials before doing so because in many places assessment levels or assessment increases are capped for existing homeowners either by law or by practice.)
Estimated Mean Value of New or Upgraded Housing (Cell F58)

The default on this item, which is used to estimate the market value of new housing for estimating property tax revenue, is 2.5 times the average annual salary, with a floor of $50,000 and a ceiling of $120,000.  The “2.5 times average salary” figure is similar to the figure used by mortgage lenders in determining how much potential homebuyers can afford.  Obviously, the maximum default is unrealistically low for a free-standing single-family home in some housing markets in the country.  Recognize, however, that new housing can take other forms, including apartments; manufactured housing having much lower per unit assessments than traditional single-family homes; and renovated, vacant, or underutilized housing.

Estimated Economic Impact Multiplier (Cell F60)

Users of economic impact multipliers generated by input–output models (such as RIMS II and Implan) are accustomed to industry-specific multipliers carried to four or five decimal places (see the Glossary for an explanation of economic multipliers).  The variation across industries is instructive in terms of educating users about differing inter-industry relationships and the overall impacts of shocks in different industries.  This tool does not suggest that you forgo referring to such sources when modifying the defaults.  Indeed, if they are available, do not hesitate to use them.  The economic impact multiplier used in this tool, however, is based solely on the population of the area being analyzed.



Multiplier

County population



1.05


0 to 10,000



1.10


10,000 to 20,000



1.25


20,000 to 35,000



1.35


35,000 to 50,000



1.50


50,000 to 100,000



1.75


100,000 to 200,000



2.00


200,000 and above

While basing the multiplier solely on population may be considered controversial, it has been done for several reasons.  First and foremost is availability.  There is simply no way to provide both place-specific and industry-specific default values.  Yet there are other reasons.

Economic impact multipliers are traditionally a result of examination of industry interrelationships in a geographic area.  Localized input–output models are produced by scaling down national models that estimate the average mix of inputs or purchases for each industry.  Then estimates are made of the degree to which local businesses and consumers make purchases from local firms.  A host of assumptions are then made to allow the models to estimate the overall impact a change in output from one or more sectors (usually as a result of new business production) has on the local economy.  However, more often than not, these assumptions are violated by the changes being considered.  For example, the firm in question may not be representative of its industry, or the project may induce significant structural changes in the economy, including changes in the presence of local service providers.

Moreover
, the multipliers produced by different models sometimes differ considerably.  Any attempt by FIT to use an industry-specific multiplier default will still be subject to the nature of the model chosen.  Consider the output multipliers derived for the state of Michigan by IMPLAN and RIMS (appendix C).  The significant differences in the estimates produced by these two leading input–output models are indicative of the difficulty of identifying a logical starting place for developing a more focused default for this tool.
Investment Multiplier Effect as a Percentage of Total Impact Multiplier (Cell F61)

In FIT, the investment multiplier effect is calculated as 20% of the economic impact multiplier used.  For example, if the economic impact multiplier effect is an added 75%, the investment multiplier effect would be an added 15% (20% of 0.75).

This item represents an effort to recognize that investment begets investment.  One of the assumptions used in deriving multipliers is that resources are at full employment.  If that is the case, then in order to expand production to provide inputs to new development, the resources (existing firms) will have to expand their facilities.  In FIT, the added facilities (extra plant and equipment) show up as an increment in business investment and subsequently on property tax rolls.

Why is the default for the investment multiplier less than the economic impact multiplier?  For two major reasons.  The first is that existing firms are likely to have some excess capacity and hence might not need much additional machinery and equipment to handle the extra demand.  The second is related to scale.  The larger the economy, the more likely that the additional spending associated with a few hundred jobs can be absorbed by the existing economic structure.

Still, there are a few cases in which the default may need to be increased substantially.  For example, the project operators may prefer to purchase inputs locally.  In such a case, new local suppliers may spring up to provide these goods.  Indeed, in some cases, obtaining a commitment to relocate suppliers along with the new project is a fundamental part of business recruitment.
Estimated Consumer Retail Sales Occurring in City (Cell F64)

This figure defaults to the city’s share of county (or regional) retail sales.  The number is used to allocate county or regional retail sales (and hence sales tax collections) to the community being analyzed.  The default assumes that workers are spread evenly throughout the county or region and that they spend their income from the project in the same geographic distribution as all other citizens spend their income.  The actual value will depend greatly on the commuting patterns of residents and workers and the shopping opportunities in areas near the new development.  For projects in isolated communities that offer shopping opportunities, it is very likely that the community will receive a higher-than-historical-average share of retail spending from new payroll.  Projects located on the edge of a town, closer to the shopping and transportation access of a neighboring community, will likely experience greater-than-average retail leakage to that other community.

Percent of Consumer Dollars Spent Subject to Sales Tax (Cell F68)

This figure will vary a bit from state to state because the sales tax base differs from state to state.  A good check figure may be available from the state budget office that uses this figure to estimate state and local sales tax collections.

Assessment Ratios (Cells F70 - F72)

In some states, property tax assessment ratios are same throughout the state.  In other states, the ratios vary from one community to the next.  FIT provides estimates of assessment ratios for most states; no estimates are provided for Delaware, New York, or Pennsylvania, as assessment ratios in those states are not established at the state level.  The ratios that FIT uses are the legislated amounts if the state has them or are the ballpark figures for the largest community in the state.  If you are not sure of the appropriate ratios, the county assessor’s office should be able to provide the figures.

Estimated Share of Business Spending and
Residential Investment in City vs. County (Cells F74 - F77)
These parameters distribute business property tax, sales tax, franchise fee receipts, and residential property tax among the various taxing jurisdictions in the region being analyzed.

Output Sheet
The Output sheet provides estimates of the direct, indirect, and induced effects of the proposed development project on employment, income, and tax receipts based on the data entered in the Data Entry sheet.  It produces three pages of printout.

The sheet has several sections:
· Estimated effects of project on employment, investment, and spending.  Estimates of the direct, indirect, and induced effects of the proposed project on employment; payroll; real, personal, and residential investment; and business and consumer spending subject to sales tax.
· Estimated effects of proposed project on tax receipts.  Estimates of tax receipts generated, by type of spending.
· Estimated total tax receipts.  Estimates of tax receipts generated, by type of tax.
· Estimated tax receipts per direct new job.  Estimates of tax receipts generated per direct new job, by type of tax.
· Summary interpretation of data.  Text explanation of the results of the analysis, by type of tax.
· Definitions.  Brief description of the meaning of direct, indirect, and induced effects.
· Project parameters.  Description of the project location and size.
· Various tax rates.  List of local sales and property tax rates.
· Major assumptions used in analysis.  List of fifteen assumed values used in the analysis and an indication of whether the values depart from the tool’s default values.
· Ability to generate sales tax revenue.  List of sales tax revenue generated by local sales taxes (requires that entries be made in the Data Entry sheet).
· Additional notes.  Explanation of the economic impact multiplier used by FIT.
Cost Module Sheet
The Cost Module sheet is a data entry sheet in which you enter additional information about the proposed development project and about per resident costs (based on provided historical state averages) and FIT provides estimates of the costs of the project.  It produces three pages of printout.

One-Time Capital Outlays (Cells I18 – I37)

One-time capital outlays are project-specific, and estimates must come from those familiar with the entire project.  The “Other” category (cell I47) is a good place to put one-time incentives--such expenses as an employee-relocation package or the cost of purchasing or deeding over a facility or a tract of land.

Ongoing Annual New Expenses (Cells J18 – J37)

The default figures for ongoing annual new expenses assume that the marginal costs of providing additional government services are equal to the historical per capita average costs.  Two main factors can influence marginal costs.  The most significant is existing capacity in each spending category.  The other is the degree to which costs in your community differ from the community average across the state.

· Education and public safety (cells J18 and J24).   Education is a good place to begin to examine capacity issues, as communities vary greatly.  For example, a school district with 5,000 students might be able to accommodate 50 more students spread across twelve grades in ten schools with almost no additional costs.  In this case, the figure for ongoing annual new education expenses might be zero, rather than the default figure.  Another district, one with already-stretched capacity, in contrast, might have to spend appreciably more per capita than the community average to accommodate new students.



An entertainment-related project would very likely have ongoing new public safety


expenses well in excess of the default amount.  Accurate analysis in such cases depends


on information that may be available from government planners and project principals.

· Utilities (cell J33).   Many communities have no municipally owned utilities.  In such cases, estimates of ongoing (as well as one-time) costs can be set at zero.  Most communities with municipally owned utilities price their services at cost and hence will have a revenue stream that offsets the cost stream.  For such communities, it makes sense to set the cost at zero, as FIT doesn’t explicitly seek to capture the new ongoing revenue stream from this source.



Some communities, however, use their municipally owned utilities as profit centers or


as subsidy programs for development.  If the utilities operate at a loss, the amount of the



loss can be considered an ongoing annual new expense.  For those few communities that



operate their municipally owned utilities at a profit, the user can account for the gain



either by (1) identifying it as an additional gross revenue stream (cells J17 through J19 on



the Data Entry sheet) and entering the cost as an ongoing expense (cell J33 on the Cost



Module sheet) or (2) entering a negative amount as the ongoing annual new expense



(cell J33) to represent the net annual operating profit.

Share of One-Time and Ongoing Costs Borne by City (Cells F47 - F53 and H47 - H53)

Assigning one-time and ongoing costs to the city and other government jurisdictions is necessary to completing the cost–benefit analyses.  In most places, education is handled by school districts or county governments, meaning that the city’s share of new one-time and ongoing expenses will be zero.  Conversely, cities and towns are usually responsible for public safety and recreation.  Obligations for highways and roads are often split between city and county, the relative shares depending on the location and size of the infrastructure being built or supported.  If hospitals are municipally owned, the greater burden will likely be borne by the city.

Obviously, each place is unique.  The results of your analysis, and your confidence in those results, will assuredly benefit from tweaking of the tool to match your particular situation.

County Data Sheet
The County Data sheet contains a variety of datasets produced by various government agencies.  Data for all counties in the United States, sorted by county code, appear in rows 12 through 3195.  Data for the fifty states and the District of Columbia, and the U.S. total, appear in rows 4003 through 4054.  The rows for state data also contain, in columns GQ through IS, detailed figures from the State and Local Government Finances series of the U.S. Bureau of the Census.  The portion of this sheet that prints (four pages) appears in columns FZ through GL.

Dataset



Columns
Description
Total personal income
E–AK

1960–2001, from the U.S. Bureau of Economic Analysis

Population


AM–BS
1969–2001, from the U.S. Bureau of Economic Analysis

Per capita personal
BU–DA
1969–2001, from the U.S. Bureau of Economic Analysis


income

Population (census
DD–DR
1990–2002, from the U.S. Bureau of the Census (census figures


and estimates)


      for 1990 and 2000 and two separate estimate series, one for








      1990 through 1999 and the other for 2000 through 2002)

1997 Census of

DT–DW
1997, from the U.S. Bureau of the Census (sales, number of


Retail Trade


      establishments, payroll, and employment)

Number unemployed
EG–ER

1991–2002, from the U.S. Bureau of Labor Statistics

Number employed
ET–FE

1991–2002, from the U.S. Bureau of Labor Statistics

Labor force


FG–FR

1991–2002, from the U.S. Bureau of Labor Statistics

Net in-migration
FT–FV

1990–1999, 1990–2002, and 2000–02, derived from U.S. Bureau 






      of the Census data

Summary Sheet
The Summary sheet collects in one place all the tables and text summaries produced by FIT that appear on the Output, Cost Module, and County Data sheets.  While this was done for primarily as a service for visually impaired users who use screen readers, many users may appreciate having all the output of FIT in one place for easier access--especially for purposes of cutting and pasting information to other documents.

The sheet begins with a list of the tables and text summaries.  The list is followed, each fifty lines, by the actual data and output of the twenty-nine items.  (This sheet is not designed for printing.)

Contents of the Summary Sheet
· From the Output sheet


Estimated effects of project on employment, investment, and spending


Estimated effects of project on tax receipts



Estimated total tax receipts



Estimated tax receipts per direct new job 



Text summary interpretation of data



Project parameters and various tax rates



Major assumptions used in analysis

· From the Cost Module sheet


Recent state and local government spending data from the Census Bureau



Cost estimates for the proposed development:  One-time capital outlays and




ongoing spending



Estimated share of ongoing and one-time costs borne by the city



Summary fiscal impact results from development project on entire county or region



Ongoing revenue and cost streams for city, rest of area, and total 



Distribution of one-time costs for city, rest of area, and total 



Summary cost–benefit and payback period results

· From the County Data sheet



Population estimates for city, area, and state



Annual population growth rates for city, area, and state



Per capita income data for area and state



Annual per capita income growth rates for area and state



Labor force for area and state



Labor force growth rates for area and state 



Ratio of labor force to population for area and state 



1997 retail sales data for city, county, and state 



Longer population series for area and state 



Longer total personal income series for area and state 



Unemployment rate series for area and state



Migration and employment for area and state

Retail Sales and Population Sheet
The Retail Sales and Population (RetailSales&Pop) sheet lists, alphabetically, all incorporated places in the multi-state region to which your version of FIT applies.  For each place listed, it gives population data for 1990 through 1999 (columns I to S) and 2000 (column BH).  Also listed, if they are available, are retail sales data from the 1997 Census of Retail Trade (columns AM to AS).
The list of incorporated places can be used to verify the spelling of place names entered in the Data Entry sheet (cell C8).

This sheet is not designed for printing.

Glossary
Familiarity with the following terms and concepts is useful when performing an economic impact analysis.  They get at what the tool attempts to measure and what some of its limitations might be.

Basic industry.  Refers to the wealth-generating portion of the economy--in contrast to the portion of the economy that only serves the needs of the existing population.  Economic activity is basic if it can be sold outside of an area or can substitute for activity that is currently being imported.  Exportability is important because exporting means using new or previously unused resources.  The use of such resources is what produces the additional output and additional wealth.

Cost–benefit analysis.  An economic tool that compares the costs of a project to the benefits.  The analysis might produce a single parameter (such as a payback period), an array of figures (such as an annual stream of net benefits or costs), or a detailed set of factors.  The results might be put into present value terms.  (FIT avoids the need for such a conversion by using constant dollars.)  It should not be assumed that if costs exceed benefits, a project is undesirable.  Any cost–benefit analysis is only as accurate as what can be quantified.  Some actual revenue and cost streams (such as local fees) may be missing from the analysis.  And some factors (such as pollution or job opportunity) may not be capture-able in quantifiable terms.

Economic multiplier.  A number that identifies the cumulative effect of new direct basic economic activity.  If a firm is to produce $100 of additional basic activity, it must buy more inputs, some of which will be produced locally.  Local firms will expand, adding payroll and making additional purchases to meet this need.  Their growth will produce additional ripple effects.  Also, the new employees producing the additional basic activity will need to spend their wages on living expenses.  Some of these dollars will be spent locally, also leading to additional income and output among local firms and workers.  The multiplier effect of the additional production necessary to support the first firm’s new direct basic output is known as the indirect effect.  The additional production that supports the additional consumer demand brought about by increases in (direct) consumer income is known as the induced effect.  Numerically, the economic multiplier is the ratio of the total (direct, indirect, and induced) effect to the direct effect.
Fiscal impact.  Measure of the budget items of government.  FIT looks only at government revenues and costs.  It does not attempt to value jobs, payroll, and investment, except to the extent that they generate tax revenues.  Nor does FIT look at qualitative factors--such as self-esteem, educational attainment, and environmental degradation--even though they obviously affect citizens’ quality of life.  It is left to users to evaluate such issues after FIT identifies the more tangible output.

Residentiary (or “non-basic”) activity.  Activity undertaken for the existing population, such as the provision of groceries, health care, and housing.  The amount and nature of such activity is a function of population demographics. 

Questions and Answers
1.
Why use a local fiscal impact tool?

Quantitative evaluation is an important yet often missing ingredient in the development process.  Without an understanding of the likely fiscal ramifications of economic development, deliberations may be unfocused and good decisionmaking is more difficult.  Further, when quantitative information is unavailable, the decisions that are made are more difficult to explain to others.  FIT provides a framework for enhancing quantitative literacy in the economic development process.

2.
What kinds of projects can be evaluated with FIT?

FIT is designed to analyze permanent basic business projects.  In this context, basic is an economics term meaning exportable (in contrast to imported) activity.  “Basic” economic activities are drivers of an economy and the source of economic growth.  “Non-basic” (or residentiary) activities, in contrast, provide the goods and services necessary to sustain the existing population of consumer-workers.

In most communities, most manufacturing is basic, as are farming and manufacturing.  (In larger communities, exceptions might be such activities as ice manufacturing, newspaper printing, and food processing).  Services that may be basic include large back-office operations such as customer support services, environmental engineering, and advertising.  
Non-basic service activities include most retail and entertainment activities as well as real estate, elementary education, and health services.  There are exceptions, of course.  In Las Vegas, for example, hotel and casino activities are basic, as are most restaurant sales, because the overwhelming share of their customers are non-resident tourists.  Medical services are non-basic in most places but can be basic in the smallest of communities; the same is true of a grocery store.  Universities and larger hospitals can be basic to a county.  Local government operations are always non-basic, whereas the operations of larger political entities (say, state or federal governments) are usually thought of as basic to a community.  Finally, the more than 200 private prisons built in non-metropolitan counties in the 1990’s are basic for those places.

A simple way to differentiate between basic and non-basic businesses is to remember that new basic businesses expand the economic pie in an area whereas new non-basic businesses simply redistribute the slices of the pie.

3.
Is it possible to adjust for projects that are not completely basic?

The quick answer is yes.  Consider a twenty-employee medical clinic to be located in a small town with just three other health care providers.  Suppose that half of the new clinic’s client base will come at the expense of the three existing providers and the other half will come from either existing county residents who currently leave the area for medical services or from non-residents who drive to the county just for the care provided by the new clinic.  In this case, half of the clinic’s operation is “basic” and one might look at the revenue impact of ten net new employees on the county.  Retail operations might even be examined in the same way.  Just remember to ask how large a share of the project expands the economic pie versus how large a share simply redistributes the existing slices.
4.
I thought the economic impact multipliers used by FIT would be much larger.   Why is the


largest multiplier used only 2.00?   And what are economic impact multipliers anyway?
Economic impact multipliers measure the change in total economic activity in an area given a change in output of a single part of the base of the economy.  New non-basic activity does not grow the economy (it only shuffles around slices of the existing pie) and, consequently, has no meaningful fiscal effect.  New basic activity, in contrast, has three effects.  The first is the direct effect of the new output.  The second is the increased activity of suppliers that gear up to produce input for the basic firm and all other newly generated activity (this is often called the indirect effect).  And the third is the added consumer spending in the economy as workers and business owners spend their additional payroll and business income (this is often called the induced effect).

National output multipliers tend to range between 2.5 and 4.0 depending on the industry.  That is, it is assumed that each $1.00 of direct activity spurs $1.50 to $3.00 of indirect and induced activity (be it output, wages, income, or employment).  The smaller and less robust the economy, however, the smaller the indirect and induced effects.  This is because smaller economies lack supplier networks and because dollars spent on retail goods leak to other places.  In smaller, less robust economies, fewer than 20% of inputs and new consumer purchases are likely to be tied to the local economy.  Thus, national multipliers tend to fall to around 2.0 at the state and major metro level, around 1.5 for smaller cities, and lower than 1.25 for isolated counties.

There are exceptions to the rule that smaller economies have relatively low economic multipliers.  Prime examples are counties having vertically integrated economies focused on mining or agriculture.  For certain industries in a few small but specialized places, economic impact multipliers can exceed 3.0.  In such cases, the user can change the defaults of the model.

5.
FIT does not specify multipliers by industry.   Why not?   And are these output,

wage, income, or employment multipliers? 
If it were designed for a finite number of geographies, a tool like FIT could come equipped with county-specific, industry-specific multipliers.  Because FIT is intended to be informative in a general manner, it does not provide such a level of specificity.  The lack of specificity may not be a significant drawback.  Industry-specific multipliers often are not as accurate as their apparent precision (sometimes to four decimal places) might suggest, given the nature of input–output modeling (including some of the underlying assumptions) and the sparsity of local data.  Moreover, the addition of basic businesses in smaller areas can significantly change the business composition of the economy, negating the structure that was used to develop the multipliers in the first place.

FIT assumes that output, wage, income, and employment multipliers are identical.  This, of course, is an oversimplification.  For higher-wage basic projects, employment multipliers tend to exceed wage multipliers because indirect and induced jobs will have lower average wages.  The difference between employment and wage multipliers should not be an issue for average-wage projects, but users should be aware of the possibility of a difference for projects for which the wages are substantially different from the area average.

Local economic impact multipliers can be purchased from various sources.  The three most common are

· U.S. Bureau of Economic Analysis--RIMS II (http://www.bea.doc.gov/bea/regional/rims/)

· Minnesota IMPLAN Group, Inc. (MIG; www.mig-inc.com)

· Regional Economic Models, Inc. (REMI; http://www.remi.com/).

6.
How does FIT take account of a community’s provision of incentives to encourage economic


development (such as building public infrastructure, abating taxes, or providing


subsidies)?

This is done in the Cost Module worksheet.  A one-time outlay for public infrastructure can be entered in column I.  Examples of such entries are $250,000 in cell I32 to account for the construction of an access road, $500,000 in cell I47 for the purchase of land and a building for a company, and $1,000,000 in cell I30 for the expansion of a public hospital because the current system is at capacity.  Long-term annual expenditures that are part of an incentives package can be accounted for in column J.  Most ongoing incentives, such as a twenty-year property tax abatement or a ten-year year wage subsidy, should be entered in cell J47.  Long-term subsidization of a firm’s costs for utilities provided by a municipal utility (such as water and electricity) can be accounted for in cell J43.

7.
How does FIT estimate public costs?

FIT’s default assumes that public costs are proportional to population.  Thus, the more people (residents), the greater the public costs.  Obviously, this assumption is an over-simplification; it is a good starting point, however.  What the tool does not know is the extent to which public systems are operating at or below capacity.  For example, if schools are operating below capacity, a 200-person project that results in 50 new families and 35 new school-aged children might have no impact on the costs of public education.  If that is the case, the user can enter zero in cell J28.  Conversely, if a new large warehouse in an otherwise empty industrial park means a town needs a new police cruiser and two new officers to provide security, the costs can be accounted for by entries in cells I34 (for the cost of the car) and J34 (for the added payroll and maintenance costs).

8.
How does FIT produce community-specific impacts?

FIT estimates the amount of economic activity in the area.  When it comes to local taxes, sales taxes may be estimated at the less than county level.  Retail sales are assigned to the specific city or county and the rest of the place based on the historical relationship between city or county retail sales relative to the place’s share of area population.

FIT initially places the property in a general area and not in the taxing jurisdiction in which taxes will be collected.  Later, however, on the Data Entry sheet, users can specify whether the business investment is within city limits and can estimate the share of new housing expected within city limits (not available in the Virginia version of FIT).  FIT does, however, assume that local property tax rates will not vary much within a county.  To the extent that they do, users must exercise caution when examining property tax implications.

To deconstruct the revenue impacts by political subdivision, users will have to project the location of all newly placed real and personal property.  One aspect of this dilemma associated with greater specificity is the value of getting political subdivisions to work together.  Users should learn that, generally, sales tax benefits accrue disproportionately to the largest community in a county.  They will also learn that costs and benefits associated with new investment and families can be highly unbalanced, with business investment in one jurisdiction and school children in another.

9.
Should I really change FIT’s default values?

Users should be comfortable with using FIT before changing the defaults.  Still, the defaults are set up only as guidelines.  Changing them will enable you to see how sensitive the output figures are to the various assumptions.

Remember, this is economic modeling.  Do not assume that FIT “knows” more than you do about your local economy.  On the other hand, straying too far from the defaults might not be easily defensible.

10.
The cost–benefit numbers suggest that my project will never have a positive return.   Does 
that mean that it should not be undertaken?

This is a good question, because it gets at how projects should be evaluated.  A positive return is just one criterion, and it might not be the one a community chooses.  Some communities might use the criterion of affordability, asking “Is the community comfortable with the price tag (say. a limited-length sales or property tax levy)?”  Likewise, a community might be willing to incur a permanent ongoing cost to subsidize a project (such as local hospital) that it deems to be a necessity.  Each of these evaluation criteria can find support from results produced by the Cost Module sheet.

11.
Does FIT allow for project growth over time, and second and third stages?

No, the FIT analysis is basically static in nature.  The project is either on or off.  The analysis uses constant dollars, so it does not allow for cost or wage inflation (or for appreciation or depreciation of the property tax base).  To build a two-stage analysis, you could run two scenarios and append the results of the latter to the results of the former.  This is about the best FIT can do without becoming unwieldy.  Further justification of this one-period model is the difficulty businesses have of forecasting out more than a handful of years.

12.  What is an advanced analysis?

FIT was initially developed to examine fiscal impacts on a community and the county in which it is located.  Because regionalism is a growing trend in development circles and in many cases the area of interest is larger that a community or county, FIT was modified to allow for the aggregation of areas of up to ten counties and independent cities.  Such aggregation can be done by entering codes for the counties of interest in cells D84 to D93 in the Data Entry sheet.  When the code is entered, FIT produces the county name automatically.  A list of counties and codes for all counties in the geographic region covered by a given version of FIT can be found in the Data Entry sheet beginning in cell M80.  Counties are listed by state.

To use this feature, simply invoke the Regional Analysis macro at any time by pressing Ctrl-R on the Data Entry sheet.  Instead of providing revenue and cost data for the city versus the county, FIT will present results for the city versus the multi-county region.  And instead of the County Data tables and charts providing information for the city, county, and state, the tables and charts will be for the city, multi-county region, and state.  (To bring back the county analysis, simply press Ctrl-C.)

Sample Analysis Illustrating the Use of FIT

In this example, the proposed development project is a 150-job service-sector project in New Ulm, Minnesota.  The average salary is $25,000, investment in building is $1 million, and investment in equipment is $500,000.  The example assumes that the city captures $25,000 in one-time constructions fees.  The tax rates come from public web sites.  No assumptions on the Data Entry sheet were overridden.

As shown on the Output sheet, FIT estimates that 38 indirect and induced jobs will be generated in addition to the 150 direct positions added by the project.  Multiplier effects augment the $3,750,000 of direct payroll by an additional $937,500 to yield $4,687,500 of new payroll in the county annually.

FIT estimates that each direct job will generate $383.83 in direct tax increments in the county and an additional $22.84 in multiplier impacts, for a total of $406.67 per job or $61,000 for the project per year.

On the Cost Module sheet, the analysis assumed that capacity in education and utilities was sufficient to handle increased demand.  However, the project was assumed to have two fixed costs associated with it:  $150,000 for highway improvements, and $50,000 in one-time other expenses in the form of a grant to the firm.  (Actually, FIT assumed that any new utility costs would be matched by an equal amount in new utility revenues.)

The cost–benefit analysis estimates that the annual direct tax increments (benefits) from the project will exceed the costs by $14,606.  However, when the multiplier benefits are added in, the project generates a net tax lose in the county of $11,181.  This ongoing operating deficil means that incremental new tax revenues will never be able to pay off the initial $175,000 in net up-front costs ($200,000 highway and other costs less $25,000 in impact fees).

The $175,000 up-front cost amounts to $7.50 per resident, and the annual operating cost of $72,181 amounts to $2.71 per resident.  The annual net operating cost amounts to $0.42 per resident.
Note that just because the project generates a deficit in the county, this does not guarantee that each jurisdiction will come out behind.  In this case (using the specified marginal cost of providing government services and the specified assumptions about the shares of the cost borne by different entities), the city of New Ulm winds up with an annual operating surplus of $14,571 while the other local jurisdictions record an estimated annual net deficit of $25,752.  Modest changes in the burden of cost assumptions – such as requiring the city to pay for 80% of the ongoing Public Safety expenses – could easily throw this equilibrium out of balance for the New Ulm.  This example illustrates the value of considering a regional approach to development involving the pooling of both revenues and costs.

[Also note that FIT assumes some positive local sales tax revenue in the county outside of New Ulm.  This is because in most places in the county, when local sales taxes occur, they exist for most communities in a county.  If no other Brown County community collects sales taxes, the user can eliminate this effect by entering $0 into cells E43 through G43 in the Output sheet.]
Appendix A:  Sources of Information on Taxes 

Alabama Department of Revenue
http://www.ador.state.al.us/
Arizona Department of Revenue
http://www.revenue.state.az.us/
Arkansas Department of Finance and Administration
http://www.state.ar.us/dfa/
California State Board of Equalization
http://www.boe.ca.gov/
Colorado Department of Revenue
http://www.revenue.state.co.us/
Connecticut Department of Revenue Services
http://www.taxsites.com/states/connecticut.html
Delaware Department of Finance, Division of Revenue
http://www.state.de.us/revenue/
Florida Department of Revenue
http://www.state.fl.us/dor/
Georgia Department of Revenue
http://www2.state.ga.us/Departments/DOR/
Idaho State Tax Commission
http://www2.state.id.us/tax/index.html
Illinois Department of Revenue
http://www.revenue.state.il.us/
Indiana Department of Revenue
http://www.state.in.us/dor/
Iowa Department of Revenue and Finance
http://www.state.ia.us/tax/
Kansas Department of Revenue
http://www.ksrevenue.org/
Kentucky Revenue Cabinet
http://revenue.state.ky.us/
Louisiana Department of Revenue and Taxation
http://www.rev.state.la.us/
Maine Revenue Services
http://www.state.me.us/revenue/
Maryland Comptroller of the Treasury
http://www.comp.state.md.us/
Massachusetts Department of Revenue
http://www.dor.state.ma.us/
Michigan Department of Treasury
http://www.michigan.gov/treasury
Minnesota Department of Revenue
http://www.taxes.state.mn.us/
Mississippi State Tax Commission
http://www.mstc.state.ms.us/
Missouri Department of Revenue
http://dor.state.mo.us/
Montana Department of Revenue
http://www.state.mt.us/revenue/css/default.asp
Nebraska Department of Revenue
http://www.revenue.state.ne.us/
Nevada Department of Taxation
http://tax.state.nv.us/
New Hampshire Department of Revenue Administration
http://www.state.nh.us/revenue/
New Jersey Division of Taxation
http://www.state.nj.us/treasury/taxation/
New Mexico Taxation and Revenue Department
http://www.state.nm.us/tax/
New York Department of Taxation and Finance
http://www.tax.state.ny.us/
North Carolina Department of Revenue
http://www.dor.state.nc.us/
North Dakota State Tax Department
http://www.state.nd.us/taxdpt/
Ohio Department of Taxation
http://www.state.oh.us/tax/
Oklahoma Tax Commission
http://www.oktax.state.ok.us/
Oregon Department of Revenue
http://www.dor.state.or.us/
Pennsylvania Department of Revenue
http://www.revenue.state.pa.us/
Rhode Island Division of Taxation
http://www.tax.state.ri.us/
South Carolina Department of Revenue
http://www.sctax.org/default.htm
South Dakota Department of Revenue
http://www.state.sd.us/drr2/revenue.html
Tennessee Department of Revenue
http://www.state.tn.us/revenue/
Texas Comptroller of Public Accounts
http://www.cpa.state.tx.us/
Utah State Tax Commission
http://www.tax.ex.state.ut.us/
Vermont Department of Taxes
http://www.state.vt.us/tax/
Virginia Department of Taxation
http://www.tax.state.va.us/
Washington Department of Revenue
http://dor.wa.gov/
West Virginia State Tax Department
http://www.state.wv.us/taxdiv/
Wisconsin Department of Revenue
http://www.dor.state.wi.us/
Wyoming Department of Revenue
http://revenue.state.wy.us
Appendix B:  Sales, Payroll, and Taxable Wages

for Selected U.S. Industries, 1997

	Industry
	Sales  (in thousands

  of dollars)
	Annual 

       payroll  (in thousands       of dollars)
	Number     of paid employees
	Ratio of sales to payroll
	Ratio of sales to taxable wages
	Taxable wages as a proportion

of sales

	Mining
	173,988,778
	20,798,257
	509,006
	8.4
	10.5
	10%

	Utilities
	411,713,327
	36,594,684
	702,703
	11.3
	14.1
	8%

	Construction
	858,581,046
	174,184,604
	5,664,840
	4.9
	6.2
	17%

	Wholesale trade
	4,059,657,778
	214,915,405
	5,796,557
	18.9
	23.6
	4%

	Transport. & warehousing (excl. USPS, rail & big airlines)
	318,245,044
	82,346,182
	2,920,777
	3.9
	4.8
	22%

	Information
	623,213,854
	129,481,577
	3,066,167
	4.8
	6.0
	18%

	Finance & insurance
	2,197,771,283
	264,551,401
	5,835,214
	8.3
	10.4
	10%

	Real estate & rental & leasing
	240,917,556
	41,590,766
	1,702,420
	5.8
	7.2
	15%

	Professional, scientific, & technical services – Taxable
	579,542,139
	225,376,050
	656,434
	2.6
	3.2
	33%

	Management of companies & enterprises
	92,473,059
	154,177,673
	2,617,527
	0.6
	0.7
	142%

	Admin. & support & waste mgmt. & remediation services
	295,936,350
	137,336,983
	7,347,366
	2.2
	2.7
	39%

	Educational services – Taxable
	14,933,318
	4,903,048
	248,685
	3.0
	3.8
	28%

	Health care & social assistance – Taxable
	418,602,207
	182,256,342
	762,604
	2.3
	2.9
	37%

	Health care & social assistance – Exempt
	466,451,794
	195,949,352
	7,329,811
	2.4
	3.0
	36%

	Arts, entertainment, & recreation – Taxable
	85,088,464
	26,103,856
	380,287
	3.3
	4.1
	26%

	Accommodation & foodservices
	350,399,194
	97,007,396
	9,451,226
	3.6
	4.5
	24%

	Retail trade
	2,460,886,012
	237,195,503
	13,991,103
	10.4
	13.0
	8%

	   Motor vehicle & parts dealers
	645,367,776
	50,238,931
	1,718,963
	12.8
	16.1
	7%

	   Furniture & home furnishings stores
	71,690,813
	9,959,441
	482,845
	7.2
	9.0
	12%

	   Electronics & appliance stores
	68,561,331
	7,064,114
	345,042
	9.7
	12.1
	9%

	   Building material & garden equipment & supplies dealers
	227,566,101
	25,608,856
	1,117,912
	8.9
	11.1
	10%

	   Food & beverage stores
	401,764,499
	40,581,095
	2,893,074
	9.9
	12.4
	9%

	   Health & personal care stores
	117,700,863
	15,190,635
	903,694
	7.7
	9.7
	11%

	   Gasoline stations
	198,165,786
	11,482,092
	922,062
	17.3
	21.6
	5%

	   Clothing & clothing accessories stores
	136,397,645
	16,597,371
	1,280,153
	8.2
	10.3
	10%

	   Sporting goods, hobby, book, & music stores
	62,010,926
	7,113,235
	560,839
	8.7
	10.9
	10%

	   General merchandise stores
	330,444,460
	30,870,965
	2,507,540
	10.7
	13.4
	8%

	   Miscellaneous store retailers
	78,109,161
	10,165,424
	752,986
	7.7
	9.6
	11%

	   Nonstore retailers
	123,106,651
	12,323,344
	505,993
	10.0
	12.5
	9%

	Manufacturing
	3,842,061,405
	572,101,070
	16,888,016
	6.7
	8.4
	13%

	  Food manufacturing
	423,978,723
	38,532,086
	1,471,050
	11.0
	13.8
	8%

	  Beverage & tobacco product manufacturing
	97,124,576
	6,746,774
	175,996
	14.4
	18.0
	6%

	  Textile mills
	58,804,269
	10,099,969
	393,914
	5.8
	7.3
	15%

	  Textile product mills
	31,107,992
	5,120,015
	236,170
	6.1
	7.6
	14%

	  Apparel manufacturing
	68,428,564
	12,748,228
	719,269
	5.4
	6.7
	16%

	  Leather & allied product manufacturing
	10,899,471
	1,835,675
	84,822
	5.9
	7.4
	14%

	  Wood product manufacturing
	89,211,563
	14,401,357
	574,426
	6.2
	7.7
	14%

	  Paper manufacturing
	150,635,435
	22,271,191
	576,920
	6.8
	8.5
	13%

	  Printing & related support activities
	97,944,985
	26,109,332
	838,240
	3.8
	4.7
	23%

	  Petroleum & coal products manufacturing
	176,217,259
	5,554,842
	107,878
	31.7
	39.7
	3%

	  Chemical manufacturing
	419,617,444
	39,887,185
	884,321
	10.5
	13.2
	8%

	  Plastics & rubber products manufacturing
	160,317,732
	30,028,561
	1,029,976
	5.3
	6.7
	16%

	  Nonmetallic mineral product manufacturing
	87,010,210
	16,271,427
	504,443
	5.3
	6.7
	16%

	  Primary metal manufacturing
	170,188,704
	24,069,436
	611,714
	7.1
	8.8
	12%

	  Fabricated metal product manufacturing
	243,254,492
	57,040,954
	1,774,874
	4.3
	5.3
	20%

	  Machinery manufacturing
	270,357,157
	53,059,543
	1,421,820
	5.1
	6.4
	17%

	  Computer & electronic product manufacturing
	438,209,195
	72,717,428
	1,698,529
	6.0
	7.5
	14%

	  Electrical equipment, appliance, & component mfg.
	111,809,707
	18,978,904
	594,914
	5.9
	7.4
	14%

	  Transportation equipment manufacturing
	571,979,634
	79,649,337
	1,848,558
	7.2
	9.0
	12%

	  Furniture & related product manufacturing
	63,939,540
	14,977,736
	604,845
	4.3
	5.3
	20%

	  Miscellaneous manufacturing
	101,024,753
	22,001,090
	735,337
	4.6
	5.7
	19%

	
	
	
	
	
	
	



Note.  Taxable wages are assumed to be 80% of payroll.


Source.  U.S. Economic Censuses, 1997.

Appendix C:  Selected Output Multipliers

for the State of Michigan from Two Different Sources

	

	
	         1990
	       1989
	

	Industrial sector
	 IMPLAN
	 RIMS II
	 Difference 

	Agriculture, forestry, and fisheries
	                                   
	                                         
	                                              

	Agricultural products and agricultural, forestry, and    fishery services
	2.00
	1.78
	0.22

	Forestry and fishery products
	1.64
	1.39
	0.25

	Mining
	                                   
	                                         
	                                              

	Crude petroleum and natural gas
	1.13
	1.45
	-0.32

	Miscellaneous mining
	1.26
	2.10
	-0.84

	Construction
	                                   
	                                         
	                                              

	New construction
	1.56
	2.19
	-0.64

	Maintenance and repair construction
	1.73
	2.12
	-0.39

	Manufacturing
	                                   
	                                         
	                                              

	Food and kindred products and tobacco
	1.64
	1.81
	-0.17

	Textile mill products
	1.58
	1.81
	-0.23

	Apparel
	1.50
	1.90
	-0.40

	Paper and allied products
	1.51
	2.02
	-0.51

	Printing and publishing
	1.56
	2.09
	-0.53

	Chemicals and petroleum refining
	1.39
	1.86
	-0.48

	Rubber and leather products
	1.69
	2.09
	-0.40

	Lumber and wood products and furniture
	1.69
	2.10
	-0.41

	Stone, clay, and glass products
	1.45
	2.05
	-0.60

	Primary metal industries
	1.48
	2.15
	-0.67

	Fabricated metal products
	1.48
	2.35
	-0.87

	Machinery, except electrical
	1.48
	2.17
	-0.68

	Electric and electronic equipment
	1.55
	2.18
	-0.63

	Motor vehicles and equipment
	1.51
	2.48
	-0.97

	Transportation equipment except motor vehicles
	1.40
	2.14
	-0.74

	Instruments and related products
	1.51
	1.98
	-0.47

	Miscellaneous manufacturing industries
	1.62
	2.06
	-0.44

	Transportation and public utilities
	                                   
	                                         
	                                              

	Transportation
	1.65
	1.90
	-0.25

	Communication
	1.41
	1.57
	-0.16

	Electric, gas, water, and sanitary services
	1.32
	1.58
	-0.26

	Wholesale and retail trade
	                                   
	                                         
	                                              

	Wholesale trade
	1.53
	1.76
	-0.23

	Retail trade
	2.21
	1.95
	0.26

	Finance, insurance, and real estate
	                                   
	                                         
	                                              

	Finance
	1.67
	1.96
	-0.29

	Insurance
	1.77
	2.21
	-0.44

	Real estate
	1.29
	1.20
	0.09


	Services
	                                   
	                                         
	                                              

	Hotels and lodging places and amusements
	2.38
	1.86
	0.52

	Personal services
	2.19
	1.90
	0.29

	Business services
	1.73
	1.97
	-0.24

	Eating and drinking places
	2.42
	1.94
	0.48

	Health services
	1.87
	2.01
	-0.15

	Miscellaneous services
	2.03
	2.09
	-0.06

	Households
	               -
	1.07
	             -

	Average 
	1.65
	1.95
	-0.31

	
	
	
	



Source.  Wen-Huei Chang, A Comparison of RIMS II (1989) and IMPLAN (1990) Multipliers for the State of Michigan” (table 2 in “Potential Bias of Using IMPLAN Type III Multipliers for Assessing Economic Impacts of Tourism Spending:  A Comparison of IMPLAN and RIMS II Multipliers for the State of Michigan”).  (http://www.msu.edu/user/changwe4/research.htm)
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