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Shelby County, KY COCS Study

EXECUTIVE SUMMARY

Maintain Our Rurd Environment (MORE) commissioned American Farmland Trust
(AFT) to develop a Cost of Community Services (COCS) Study for Shelby County. The
purpose of the study isto provide ingght into the contribution that agriculture makesto
the locdl tax base and qudlity of life. The study aso will provide context for decisons
about how to encourage the retention of agriculturd lands and stimulate invesment in the
agriculturd indudtry.

The study andyzes revenues and expenditures on aland use basis for fisca year 2003
2004 (July 2003 through June 2004). It examines revenues by land use and the financid
demands of public services (eg., public safety, government administration, schools,
courts, etc.) and shows the cost of providing these servicesto resdentiadl,
commercid/industrid and farmland properties. The study reviewed the county budget
induding general and specid funds, the Shelby County Public School Didtrict and other
sarvices including library, fire, Cooperative Extenson and hedth. City services provided
by Shdlbyville and Simpsonville were not included in the study, but property tax revenue
for countywide services from those areas was included. The revenues and expenditures
represent the majority of the government services provided to resdents living in Shelby
County.

The COCS study found that in Shelby County:
80 percent of revenue was generated by residential land uses; 17 percent was
generated by commercid/industrid land uses; and 3 percent by farmland;
95 percent of expenditures went to provide services for resdentia land use
compared with 4 percent for commercia/industria uses and 1 percent for

farmland.

In other words, for each $1 of revenue received from residentia propertiesin Shelby
County in fisca year 2003-2004, $1.21 was spent providing services to those lands. For
each $1 from commerciad and indudtrid land uses, 24 cents was spent; and for each $1

received from farmland, 41 cents was spent providing services to these land uses.
2
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Residentid land uses created a deficit of $9,322,195 that was offset by the other two land
use categories. $7,139,010 million from commercid/industrid and the baance from the

$999,899 surplus paid by farmland. The Shelby County COCS findings demongtrate that
abaance of land usesis necessary to ensure fisca stability. While resdentia

development contributes the largest amount of revenue, its net fiscal impact is negetive

because the total expenditures for that land use exceed its revenues.

Study Findings

Combined County, Fiscal Year Residential Commercial/ Farmland
School and Other 2003-2004 Industrial

Services Actual

a) Totd Revenues $ 54,903,998 | $ 43,844,097 $ 9,356,937 $ 1,702,965
b) Tota Expenditures | $ 56,087,284 | $ 53,166,292 $ 2,217,927 $ 703,066
Net contribution (a-b) $ (9,322,195) $ 7,139,010 $ 999,899
Land use ratio* $1:00/$1.21 $1:00/ $0.24 $1:00/ $0.41
Percent of revenue by

land use 79.86% 17.04% 3.10%
Percent of

expenditure by land

use 94.79% 3.95% 1.25%

*For every $1 of revenue from the land use category, the cost of providing services

back to that land.
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INTRODUCTION
Shelby County

Shelby County, with an estimated 35,900 residentsin 2003, is located in north central
Kentucky between Lexington and Louisville. Between 1990 and 2000, the population
increased 34.3 percent.t Geographicaly, the county encompasses 384 square miles, or
approximately 245,882 acres.

Agricultureisasgnificant part of the county land use and economics. There were 1,557
farms reported in the 2002 U.S. Census of Agriculture with 201,667 acres of land in
farms, representing 82 percent of the totad land area. Shelby County is known for its
Saddlebred horse farms that are visited by thousands of individuas each year. Some key
datidtics from the 2002 Census of Agriculture include the following:

Average Farm Size: 130 acres

Estimated Market Vaue of Land and Farms, Average per Farm: $441,808

Market Vaue of Agricultura Products Sold: $45,637,000
Tobacco — $10.9 million
Cattle and Caves— $9.2 million
Nursery, Greenhouse, Floriculture and Sod — $8.2 million
Milk and Other Dairy Products — $5.3 million
Horses, Ponies, etc. — $3.5 million

Farm Workers and Payroll: 2,391 workers with a payroll of $6,097,000

According to records from the Property Vauation Administration, the total equalized
assessment of red property in the county in 2004 was approximately $1.9 billion, with
resdentia properties (including mobile homes) accounting for 63 percent of the total
vaue, or $1.2 hillion. Commercid and indugtrid properties (including leasehold
properties) accounted for 19 percert or $368 million, while farm properties were 18
percent or $338 million.

1 U.S. Bureau of the Census, 2000.
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Cost of Community Services Studies

In communities that rely heavily on property taxes to generate revenues, COCS studies
arefairly straightforward. Revenues and expenditures from arecent fisca period are
distributed according to land use, and results are compared to provide aratio that shows
how much a community spent on public services for every $1 raised from a pecific land
use. In these communities, COCS studies are based on red time and redl dollars.

A COCS study is a case study andysis of the net fiscd impacts of exigting land uses on
county budgets. It provides a snapshot in time of cogts versus revenues based on current
land use. Unlike traditiond fiscd impact andysis, COCS studies are descriptive—not
predictive—and are based on rea budgets for a specific community. These analyses show
what services resdents and property owners receive in return for the taxes they pay to
their loca, county government and how these costs and revenues relate to land use.

COCS researchers rely on public financial data, departmenta records and budgets,
assessor’ s data, and interviews with budget managers and financia officers to dlocate
revenues and figure out how public services were delivered in a specific year. In effect,

the exerciseislike baancing a checkbook of community land uses. Local budgetary
information is dlocated to mgor land use categories. The studies rely on budget and
financid records and in-depth interviews with loca government officids and budget
managers to understand how revenues were generated and how appropriations were spent
during arecent year. The god of this COCS study is not to prescribe a course of action
but to provide rdiable financid datato help Shelby County officids make informed
planning decisions and evauate Srategies to maintain a baance in the distribution of land

usesin the future.

AFT developed this low-cost fiscd study to contribute local knowledge to decisions
about land use. It is hoped that by using acommunity’s own datisticd, financid, land use
and economic data, these studies will move public diaogue from speculation to
projection—from emotion to andyss. The results of this COCS study show the average
fiscal impacts of current land usesin Shelby County.
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AFT developed the COCS approach to investigate three common claims often heard at
community mestings
1. Open lands—including working agricultura and forest lands—are an interim land
use that should be developed to their “highest and best use’;
2. Agriculturd land gets an “unfair” tax break when it is assessed at its actud use
vauefor agriculture instead of at its potential use vaue for devel opment;
3. Resdentia development will lower property taxes by increasing the tax base.

Whileit istruethat 5 acres of land with a new house generates more total revenue than 5
acres of farmland, thistells us little about a community’ sfiscal sability. Farm, forests

and open lands generate less revenue than residential, commercid or indudtrid

properties, but they require little public expenditure due to the modest demand for
infrastructure and public services. COCS studies determine the net fiscd impact of land
uses in the present by comparing total revenues to total expenditures to ascertain the

overdl contribution of different land uses.

Cost OF COMMUNITY SERVICES STUDY IN SHELBY COUNTY

Before the study began, researchers contacted public officias to set up interviews, to
understand local issues related to budgets and to define land use categories for the study.
After areview of the county property tax classfication system, three land use categories
were defined for this study:
» Residential Development — property used for dwellings, including farmhouses,
mobile homes and rentd units.
= Commercial and Industrial Development — property used for business purposes
other than agriculturd or forestry, including retail and wholesde production and
utilities.
= Farmland —dl agriculturd parcels as defined by the PVA.

COCS dudies examine the relationship between public services or “community
sarvices,” provided by loca government and revenues (property taxes, fees for services,
fines, etc.) generated by individuals and private entities representing local land uses.

6
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Additional revenues provided from state or other government bodies dso are included in
the analyss. Direct community service expenditures—public safety, public schools,
highway maintenance, etc.—are comprised primarily of personnel and operating
expenses. They cover sdaries, hedth insurance, dectricity, fuel for county vehicles and
smilar codts

In this study, revenues and expenditures for three categories of services were included:
county government services represented in both the generd fund and special funds;
Shelby County Public Schools; and “other” services provided countywide including the
library, landfill/recycling, Cooperative Extension, health and fire department services.

There are three basic steps in the process of conducting a COCS study:
1. Collect data obtain relevant reports and other financid records, interview
officids, boards and departments,
2. Allocate revenues and expenditures by land use;
3. Anayzedataand caculaeratios.

The following sections describe these steps in Shelby County.

Step 1: Collect data and conduct interviews

AFT scheduled gppointments with county officias to obtain relevant information and
collect necessary documents. Some of the important documents and sources of
information provided include:

= Budget of Shelby County Fisca Court: Summary of Approprigtions, Fiscal Year

2003-2004;

= Shelby County Fisca Court: Revenue Condition Report as of 06/30/2004;

= Shelby County Fisca Court: Appropriation Condition Report as of 06/30/2004;

= Shelby County Fiscal Court: Cash Receipts Ledger Detail as of 06/30/2004;

= Sheiff’s Property Tax Settlement — Digtribution of Tax Year 2003 Taxes,

= Sheby County Board of Education, Summary of 6/30/2004 Financid Statement;
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= Propety Vaduation Adminigtrator’s Property Tax Roll Recgpitulation, and
Property Tax Roll Totals, 2004;

= Shelby County Dispatch, 2003 End of Year Run Card Totds,

= http://www.kycourts.net/AOC/BPR/ResearchStats.

Step 2: Allocate revenues and expenditures by land use

After andyzing the budget and finance statements, interviews were conducted to inform
the researchers for the dlocation of al fiscd year 20032004 revenues and expenditures
into the three land use categories. In the interviews, officias were asked to provide
additiona records showing how revenue was generated by land use and the degree of
services provided to resdential, commercid/industrid and farmland. The next step
involved dlocating revenues and expenditures to the land use categories based on the
information gathered from reports and interviews.

Revenues
Revenues for county government and community services come from avariety of

sources. The occupationa license fee was the largest source of revenue for county
government at $2.8 million, while genera property taxes were the second largest a $2
million. Other revenuesin generd and specid funds included motor vehicle property tax,
payments from the state and federal government, fees and charges for services, grants,
reimbursements from other local government services to the county, interest earned, and
renta of government property.

The Occupational License Fee Adminigtration provided aland use bregkdown from its
records for the fees paid by commercid/industrial, government, professond services,
congruction, agricultura and smal businesses. The dlocation of this fee was determined
to be 9 percent residential?, 88 percent commercia/industrial and 3 percent farmland.

2 About $346,170 was contributed by government employment and was apportioned to residential,
commercia and farmland based on the assumption that this money was generated from local property tax.

8
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The breakdown of property tax revenues into land use classes was available from the
Property Vauation Administration (PVA). The property categories used by the PVA
were grouped into three land use categories. resdentia, commercia/industria and
farmland. Mogt of the propertiesin the farmland category fall under the Current

Agricultura Use Vaue Program assessed at the current use vaue rather than at the vaue

of potential use for development. PV A records show a“Fair Cash Vaue’ of land

classfied as agriculturd as $860,417,674 in 2004. The taxable vaue of these properties,

after exemptions, was $337,901,927, or about 39 percent of the fair cash vaue. The vaue

of farmhouses and the land they rest on was separated from this value and added to the

resdentia category. The breakdown of property classficationsis shownin Table 1.

Tablel. Assessed Valuesand Land Use Categories

Shelby County Property Assessment

COCS Study Adjustments

Land Use Assessed Residential Commercial/ Farmland
Value* Industrial
Resdentid $1,211,758111 $1,211,758,111
Commercid/Indugtrid $ 365,111,386 $ 365,111,386
Agricultura (1) $ 337,901,927 $ 189,847,995 $ 148,053,932
Mobile Homes $ 176,800 $ 176,800
Leaschold $ 3,350,000 $ 3,350,000
Total $1,918,298,224 $1,401,782,906 $368461,386 | $148,053932
Percentage of Total Assessed Vaue 73.07% 19.21% 7.72%

*Taxable properties only; does not include exempt properties such as government land or

churches

(1) The value of the farmhouse and associated |and was placed under the residential category,

while the value of farmland and farm buildings was placed under the agricultural category.

In some cases, revenues were related to only one land use. Fees from marriage licenses

and anima shelter payments were some examples of resdentid revenue. Renta income

from county properties and franchise taxes were commercia land use revenues. Farmland

revenues came primarily from redl estate taxes and from some portion of items such as

deed transfers and recording fees. For the most part however, revenue line items were

attributed to more than one land use and were alocated based on research or department
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records. Federal and state revenues to the county were allocated based on the service
provided. For example, a grant to the sheriff’ s department for school resource officers
was alocated as residentia revenue, sSince schools are a service provided directly to
resdentid land use. State revenue provided to fund roads was alocated proportionaly to
al propertiesin the county, based on the assumption that roads are used by resdents for a
variety of purposes (social, commuting to work, shopping, €tc.), to provide

commercid/industrid access and to farmland for shipping goods and receiving supplies.

Other County Services
The county Sheriff’s Department collects property taxes for the public schoal digtrict, the

library system, hedlth department and Cooperative Extension from al property ownersin
the county and digtributes these revenues to the digtricts. Therefore, these revenues were
dlocated to al three land-use categories based on the relative taxable vaue of residentid,
commercid/indugtrid and farmland properties as shown in Table 1 above.

Shelby County Schools
The Shelby County Public School system has the largest budget of any service provider

in the county with revenues of $40,106,334 in fiscal year 2003-2004. Revenues for
education services came primarily from property taxes ($11.9 million) and state sources
($16.7 million), with much smaller amounts from the federa government and other locd
sources. Property tax revenue was dlocated to al three land uses based on assessed
vaue, while revenue from state and federd sources was alocated entirely to resdentid
land use. In fiscal year 2003—2004, the county had bond proceeds of $15 million. Only a
portion of the bond ($2.1 million) was counted as revenue for the year studied since the

bond will be paid back over severa years with state and property tax revenue.

Expenditures
County officias and department heads were interviewed to determine how county

expenditures should be dlocated to the three land use categories. Department heads gave
an overview of their services and identified any relevant reports (dispatch records, permit
summaries, organizationd charts) and other secondary sources of information. In the
interviews, officias were asked which land use benefited from each expense.

10
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Severa service expenditures such as public advocacy, animal control, parks, cultural
programs, and afew water system projects were alocated entirely to resdentia land use.
Expenditures for education of amost $40 million are entirely resdentia. Dollars

expended for library services are dso resdential. Economic Development funds were
adlocated to commercia/industrid land use. Soil and Water Conservation dollars were
dlocated to farmland. Hedlth didtrict services were primarily resdentia, with aportion
alocated to commercia. Most services, however, were dlocated to two or more land use
categories. Cooperative Extenson, for example was split between residentid (59 percent)
and famland (41 percent).

Use of “Fallback” Percentages
Even after extensive record searches, in afew cases it was not possible to attribute some
lineitems to specific land use categories. For example, adminigtrative sdaries and public
buildings serve the entire county in a generd capacity. In this Stuation, a fallback
breakdown was applied. It was calculated based on the percentage of taxes contributed
from real and personal property for fiscal year 2003-2004 taxes (see Table 1). Theland
use distribution of these revenues resulted in the following:

= 73.07 percent were from resdentia development;

= 19.21 percent from commercid and industria development;

= 7.72 percent from agriculturd land.
These falback percentages were used for both revenues and expenditures, but only in

cases where line items lacked a clear relationship to land use.

Step 3: Analyze data and calculate ratios

Once the necessary data were collected and interviews completed, the information was
entered into a spreadsheet. The dollar amount for each lineitem of the budget was
alocated among the three land-use categories based on information from reports,
interviews and research. Total revenues and total expenditures were summed for each of
the three land use categories. By comparing total revenues to totd expendituresin each
category, the total net surplus or deficit was caculated.

11
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Revenues and expenditures for services provided in Shelby County are included in this
report as Appendix A. Thisinformation is also presented as ratios to show the actua
expenditure for every dollar raised (see Table 2). The findings were rechecked for
accuracy. Findly, draft findings were sent to the study sponsors for their review and
comments. These comments were discussed with the sponsors and incorporated into the

fina report where appropriate.

FINDINGS

In fiscd year 2003-2004, residentid land in Shelby County generated $43,844,097 in
revenues to cover residential land use expenditures of $53,166,292. Comparing revenues
to expenditures shows thet resdentia land use had a deficit of $9,322,195, which was
covered by a surplus of $999,899 from farmland and $7,139,010 from commercia land.

The first two rows of the following table show the total dollar amounts alocated to each
land use for revenues and expenditures. The third row shows the net impact on the budget
for each land use. The next row of the table presents this same information in ratio form.
Thisisaclear way to see how much each land use cost for each dollar of revenue that it

generated for servicesin the county.

Table 2. Summary of Results

Combined County, Fiscal Year Residential Commercial/ Farmland
School and Other 2003-2004 Industrial

Services Actual

a) Totd Revenues $54,903,998 $ 43,844,097 $ 9,356,937 $ 1,702,965
b) Totd Expenditures | $56,087,284 $ 53,166,292 $ 2,217,927 $ 703,066
Net contribution (a-b) $ (9,322,195) $ 7,139,010 $ 999,899
Land useratio* $1:00/$1.21 $1:00 / $0.24 $1:00 / $0.41
Percent of revenue by

land use 79.86% 17.04% 3.10%
Percent of

expenditure by land

use 94.79% 3.95% 1.25%

*For every $1 of revenue from the land use category, the cost of providing services back

to that land.

American Farmland Trust
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Thefind land use ratios show the costs required per $1 of revenue generated in fiscd
year 2003-2004. For each $1 of revenue received from residentia propertiesin Shelby
County, the county spent $1.21 providing services to those lands. For each $1 from
commercia land uses, 24 cents was spent providing services to those lands, and for each

$1 received from farmland, 41 cents was spent providing services.

DISCUSSION

COCS dudies provide a basdine of information to help loca officias and citizens make
informed land use decisons. They offer the benefit of hindsight to see the effect of
development patternsto date. They aso demondtrate the fisca importance of privatey
owned land in agriculturd uses. The purpose of this study was to determine the net fiscal
contribution of agricultural land so that it may be duly congdered in the planning

process. Because it is descriptive, the study should not be used to predict the impact of a

single development or to project future costs of services created by new devel opment.

Theratios found in Shelby County are not unusud for COCS studies. The residential

ratio of $1 of revenue to $1.21 expenditure is dightly higher than the nationa median of
$1.15. A higher residentid ratio in a COCS study shows theat the other land use categories
(inthis case, commercid/industrid and farmland) are providing a substantia amount of
revenue that alows the county to reduce the burden of servicesto resdentia properties.
The commercid/indudtrid ratio of 24 centsis dightly below the nationa median of

28 cents and islower than the farmland ratio mostly because of the reliance on
Occupationa License Fees that brought in $2.8 million. The farmland ratio of 41 centsis
dightly above the nationad median of 36 cents.

The results of this study provide areliable fisca sngpshot of the baance of land usein
Shelby County. The results suggest that strategies to retain an agriculturad land base
would be a good long-term investment and that:

13
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Taxes and other revenues from resdentia land use do not cover al the public
services residents receive from the county. A balance of land uses, including
farmland, is needed to provide adequate revenue to pay for these services.
Farmland pays more in loca tax revenues than it receivesin services.
Kentucky’ s differential property tax program isjustified as away to provide
an incentive to keep land open and in active agriculturd use. Even with a
reduced assessed value, agricultura properties contribute a surplus of revenue
to pay for public services for resdents of Shelby County.

Farmland should not be considered an interim use awaiting converson to a
“highest and best” use. The results of the COCS study suggest thet this land
useisof great fisca vaue to Sheby County.

Beyond itsimportance in supporting fiscal Sability, active agricultura land provides
many additiona benefits to the county. Agriculture is an economic contributor that
benefits the loca economy through jobs, sles and products. Totd agricultura product
sdesin Shelby County in 2002 were vaued a $45.6 million by the federa agriculturd
census. In addition, farm operators produce significant agriculturad vaue-added services
and purchase materids, provide employment, spend money localy and have a postive
impact on other sectors of the economy. Farmland contributes to the scenic and
environmental vauesthat give Shelby itsrura character. Non-market natural resource
benefits associated with these lands include maintenance of water qudlity, flood control
and provision of wildlife habitat. Agriculture dso contributes to long-held culturd
vaues asociated with rura farming communities and enhances the community’ s quaity
of life

14
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APPENDIX

Shelby County Services - Revenues and Expenditures
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