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I. INTRODUCTION

On January I0, 1981, the Committee submitted to the Mayor a report which
outlined the extent of the City's projected deficit in the 1981 fiscal year
and recommended, given the urgency of the situation and tne Iateness in the
fiscal year, a$16 prope~ty tax iacrease, payable in six installmeness two of
$3 each in f iscal 198I and four of $2.50 each in fiscal i982.

In view of the severity of the recommendation, there has been understand-
able concern on the part of eleeted City and State officials and the citizens
of Providence about the economic and social implications of the recommendation.
Questions have also been raised as to whether alternatives exist, not only in
the long terai, but in fiscal 1981 as well.

It is the purpose of this second report to accomplish several things.
First, to portray as factually as possibie tne urgency of the present financial
crisis and the developments over the past several weeks. As explained in
Saction II, in the absence of extraordinary actions,. it appears that the City
wi11 run short of funds within thirty days and will not be able to meet its
obligations.

This report also discusses the possible long-term impacts upoa the individua].
cities and towns of Rhode Island and on the State if such a series of events is
allowed to occur in the City of Providence. In terms of higher interest costs
on municipal and state borrowing during the 1980's, the long-term costs of a
Providence default could dwarf the present $20 million 1981 projected City
deficit which we are a11 attempting to address.

<~ In Section III this report summarizes the etforts which have been ~de,
especially under the direction of the Acting City Finance Director over tne past
several weeks to control and reduce City expenditures in the current year. It
is as a result of these efforts thaC the original projected deficit of $24 million
has been reduced downward to approximately $20.5 nillion, even though tbe effort
was uadertaken at mid-year. The Committee also outlines additional critical
steps that must be taken to reduce City expenditures in fiscal 1982 and beyond.
However, with seven months of the fiscal. 1981 year already completed, it appears
unlikely that these.various efforts ean have a further significant impact upon
1981. expenditures,

In Section iV, the report addresses the important question of revenue aiter-
natives which were outlined in our initial report. It is extremely important
that the City, with the cooperation of the State, deveiop alternative revenue
sources and reduce its reliance upon the property tax. if any of these alterna-
tives were enacted in time to have impact upon the I981 fiscal revenues, it couZd
reduce, to some degree, the necessity for the proposed $16 property tax increase.
Gi.ven the lateness in the fi.scaI. year and the complexity of enacting alternative
revenue sources, the impact of any such efforts in the current fiscal year is
minimal. ~

c
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II. THE URGcNCY OF TiiE SITUATZON ~

Over the past several weeks it has been possible to more accurately project
~ cash flows of the City for the next several months. The receipts of the City

~° have covered the February 2 debt service payment and it would appear that the
City payroil will be met through Eebruary. Eiowever, in the absence of extra-
ordinary actions noted below, the mid-February debt service payment will. reduca

' cash sufficiently to cause one or more payless paydays: Whi1e this situation
will be somewhat relieved in April, the City will again run out of funds in May.

The City has already begun, with the cvoperation of the Greater Providence
Chamber of Commerce, to seek early payment of fourth quarter taxes normally due
in April from larger corporate taxpayers. Assuming the great majority respond,
approximately $2.5 miliion will become available to the City. This in turn will
permit the City to reserve the necessary $2.1 million to meet debt service oay-
ments through March, but does not address the problem of ineeting payrolls or
other necessary expenditures for both general municipal operations and schools.

The City must also seek the ~mmediate assistance and cooperation of the
State in providing early payment of approximately $8.9 miliion in state aid to
education which would normally be received at tne end of April. These funds will
have to be reserved for school department expenditures and payroll, but would
relieve the pressure on the general fund of the City and enable the City to caeet
non=school obligations through e~prii.

Should this assistance from the State aot be forthcoming, the City would
have no recourse but to attempt to esercise its authority under Section 6.26 of
the City Charter and attempt to borrow in anticipatioa of fourth quarter taxes
by selling siiort-term notes to the banking commuaity. But there are several
problems in goino this route.

In order for the City to proceed under Section 6.26, the banking community
must have a high degree of assurance that funds will be available to repay the

notes when due. Under Section 6.26, the City may only borrow 80~ of remaining
uncollected property taxes. Receipts to the City from all sources would then
have to be escrowed for repayment uf the short-tera notes. Assuming tne banking
and investment community were willing to purchase such tax anticipation notes,
the City could borrow up to $12 million Wt'11CI7 would enable it to continue to
meet operatin; expenses for a period of approximately four weeks. F?owever, with
such revenues to the City being escrowed for repayment of the notes, aC that date,
the City would finallq be out of cash aud would be'unable to meat its espenses.

The concern of the investment community, as possible purchasers of such
short-term notes, is further heightened by the receat actions o= Moody's
Investors Services, Inc: On 3anuary 23, 1981, Moodq's again reduced the City's.
credit rating from A1 to A(in I979 it was reduced from Aa to A1). In Koody`s
January 23, 1981, municipal credit repart on Providence, the agency stated:
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The City's ability to implement remedial measure successfully
will be a significant factor in future rating considerations...
Actions groposed in the latest budget submission, which are

• characterized by City officials as requisites to budget balance,
~ are reportedly to be acted upon within the next thirty days;

the bond rating will be reviewed again at that time.

The invest~ent community is greatly concerned given Moody's apparent inten-
tion ta further reduce the City's rating by the end of February in the absence
of decisive and effective action. There is a concern that a further reduction
will be to a level below investment grade (Baa is the lowest investaent grade).
If the City's rating is dropped below investment grade, and there is no assurance
of a balanced fiscal year 198i budget, the banks cou3.d be precluded from lending
the City funds, since City debt obligations would be uamarketabie to the investing
public. Further, once a credit rating is diminished, it should be recognized that
it oftea takes years for an improved credit rating to be regained.

As a practical matter, credit markets are already closed to the City of
Providence, thus halting a1I on-;oing major capital projects for which l~onds nave
been authorized but not sold within the City such as court mandated i.~mprovements
in the City seweraoe plant, water projects, municipal wharf and harbor grojects
and neighborhood renewal projects, including school renovations.

It is reasonaole to expect this decline in the cre3it-ratin~ of the City of
Providence to have a direct effect upon the cost of credit for the other cities

~~ and toc,rns in Rhode Island, as. well as the State itself. Based on the total
projected borrowings or these gov~rnmental units over the course of the 1980`s,
the total cost to the citizens of Rhode Island in terms of inc:eased interest
costs would be substantial.

Finally, it must be expected that the impact of such developments on the
economic reputation of the City and State could 'oe substantial and could affect
the ability of Rhode Island towns and cities to attract new economic activity
in Rhode Island.

III. EXPENDITURE REDUCTIONS

In attempting to propose salutions for otfsetting the City's potentiai
$24 million fiscal year 1981 shortfall, the Committee first attempted to deter-
mine if significaat expenditure reductions could be irnpiemented during the
remaining five months of the curzent fiscal year. It was the Committee's findings
that approximately $4 million of the oap coul.d be closed as a result af spending

, cutbacks and the identification of additional n.on-property tax revenues. In
. this regard, a number of significant steps have recently been taken; tnese include:

, • A$3.5 million reduction in the projected fiscal year 198I
. deficit due to personnel reductions and revised projections

of non~-property tax revenues and other miscellaneous savings.
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• Implementation of purchasing control procedures that require
the Acting Financa DirecCor to approve all spending for
materials and supplies.

~ Technical assistaace in the area o£ managecnent control by
experienced 3oaned executives from the private sector.
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However, while progress has and is being made to both reduce and control
eYpenditures, the Ci:ty's ability to further reduce spending in the current
fiscal year is limited by the tact that seven months of the current spending
year has been completed.

Table I summarizes annual projected expenditures ior fiscal year 1981 by
selected major ca[egories and functions.

Table I

Fiscal Year I9$I Expenditures by Major Category*

Category Projected Budget

GeneraZ Muaicipal
Persanal Sexvicesa $ 49,774,366
Nott-Persoaal • 35,340,281

Total $ 85 114,647

Schools .
Personal Servicesa 44,5b6,203
Non-Personal 7,711,282

Tota1 $ 52,2~7,485

Water 8,333,118

Grand Total $ 145,725,250

*Source: City Finance Deoartment

a2ncludes sal.a~ies, fringe benefits, unemployment compensation and aZl pensi.ons.

Analysis of the information presented in Table I reveals the difficulties in
fur~her reducing the potential fiscal year 1981 operating deficit beyond that
already recommended by the Committee. For instance...

A. 58.5% of the City's fiscal. ysar 198I budget for generai municipal.
purposes, or $49.8 ;nil.lion, is for persc~nnel costs. Additional
personnel savings can principall.y be only achieved as a result of
furCher layoffs. Hawever, the City's capacity to i.mplemenC and
reali2e finaacial benefits fram additional layoffs between February,
198I, and June 30, 198i, is severely Iimited by the following conditio
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1. Administrative and management limitations which required
approximately two months to affect the previous 183 Iay-
offs. The Co~aittee has no reasoa to project that addi-

»~ tional layoffs can be made in a more expeditious iashion.

2. Financiat savings from further Iayoffs are unavoidabiy
delayed because of termination pay requirements, e.g.,
vacation, unemployment compeasation and medical i.nsurance.

3. Further layoff decisions must be based on decisioas [o
either eliminate or reduce programs ia order to assure
order].y budgetary plaas and decision making.
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B. Exzmination of the City~s general municipal non-personnel casts
indicates that significant sums are for fixed costs and cannot be
reduced. For instance, of the projected general municipal budget
for non-personnel. items, which totals $35.3 miili~n, $8.6 million
is ior debt service and $8.4 million is for geaeral public assist-
ance.

While the Finance De~art~aent has taken steps to control purchasin~,
as noted above, i.t is impossible for the Committee at thi.s time to
project any significant zeductioRs in non-personn.el spendizsg to
further offset the $20.5 million potential deficit.

C. In fiscal year 198I the proposed budget ailocates municipal contri-
butions to the employees' retire~ent system of $7.3 million and
$I.1 mil..Iion to the Laborers Intarnational pensio~ fund. Some have
suggested that these contributions not be made in fiscal yeaz 1981
but, these contributions are mandated by 1aw.

D. As shown in 2able I, spending for schools in fiscai year 1981
represents 3b% of al]. City speading -- $52.3 miZlion of ~oCal
City expenditures of $I45.7 siliion. Further.aore, of the $52.3
millioa school bud?et, 85.2% or $44.6 million is for personnel
costs. In view of existing corttractual obligations and the fact
that one-half of the school year has been completed, it is unreal-
istic to expect significant changes in the SchooZ Department's
fiscal year I9$i spending program.

In conciusion, the Committee strongl.y bel.ieves that a necessary
step to bring ttte City's budget inta balance i.n the future is
reduced spending through improved manage:nent o£ City resources
and the more ef£icient deli.very of City services. Whi.Ie rnuch can
and must be done ta reduce City spendzng and the resultant tax
burdens, the effective implementation of efficiencies an~ economies
uri12 take several nonths to realize financial benefits. It is
prfljected that fiscal yea.r I982 should benefit from such sav~ngs.
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Fiscal Year I982 Spendia¢ ProQram
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In its January 10, 1981, Interim Report, the Committee recommended
~ that municipal spending growth i.n fiscal year 1982 not exceed 5% of the

. current spending IeVe1. Based on revised fiscal year 1981 projected
spending of $145.7 million (gross budget including state aid to edu~ation),
a S% growth would a11ow for a budget of $I53.0 million in fiscal year I982.

. However, spending at this level will exceed currently projected fis~al
year I982 revenue of $149.4 miilion by $3.6 million (see Appendix ~}, It
is the Committee's recommendation that the Mayor prepare a budget ffl r
fiscai year 1982 not exceeding $149.4 million. While such budget caould
not require an additionai tax increase beyond the $16 per $1,000 assessed
valuation that has already been proposed, it will require significant
changes in the way the City operates to keep spending growth down to 2.5%
in fiscal year i982.

In view of the estimated contracts.for personnel costs increasing by
approximately 7% and 12% inflation for materials and supplies, it is
obvious that a budget allowing only 2.5% growth in expenditures will require
significant reductions in City services and additional economies and effi-
ciencies in operations.

'. The degree of service cutbacks needed to~meet the proposed $149.4
million of 2.5% growth budget for fiscal year 1982 cannot be predic°ted 'oy

. the Committee at this time and is dependent upon actions taken prior to
.~ fiscal year 1982 to: ~

~ Transfer operations by the sewerage treatment~plant and
_ certain like services to the reaional sewer authority;

• Once-a-week garbage collections by a private contractor;

• Establishement of a water enterprise fund; and

~ Implementation of management efficiency study to be per-
iormed by RIPEC and Greater Providence Chamber ot Commerce.

The City's preliminary forecast of the impact of the above could mean
reduced fiscal year 1982 expenditures by $4-b million.

IV. EXAMINATION OF ALTERIVATIVES/ADDITIONAL REVENUE S~URCES

~ The Committee has reviewed a variety of additional/alternative sources of
municipal revenue that might reduce future, or even the presently proposed,

, propertq tax increase. ~Appendix B is a prelimiaary discussion paper pre~ared
, on this subject.
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Alternatives considered, with estimates as ta their poteatial impact on
revenues, iaclude:

~ Payroll tax

• Sales tax

• Revised user fees ~

• Charges for City Services rendered to tax exempt institutions

~ Sale of City property

~ Water generated revenues

~• Funding bond

1. Payroll Tax

The Committee recommends that furthe: consideration be ?iven to a
flat rate I%, local ootion, municipal payroll tax. It is clear that
consideration of such a tax aust be viewed on a statewide basis, with a
local option being offered to all cities and towns, via state le~islative
action. For this reason, the Conunittee believes it is unlikely that such
a tax can become effective before the City's fiscal year 1.982 unless
action is taken at the state level.

- For Providence a I% tax on wages earned ia the City would yield an
estimated $14.5 million on an annual basis. Should enactment oe possible
before July 1, 198I, this tax could impact the fiscal year 1981 budget by
approximately $1.2 million (or approximately $1 on the tax rate) for every
month in e~f ect .

2. Sales Tax

Adoption of a I% locai sales tax ,in t;~e City of Providence raould yield
aa estimated $4 million per year (or $300,000 per month in effect). Ho~aever,
the Committee reco~ends against this alternative because of we11 documented
e.Yperiences which indicate that such a tax could have a serious negative
impact on the retail trade in the City in the absence of similar levies in
other retail centers of Rhode Island.

Another alternative might be the enactment of an additional 1% of the
State sales tax, to be reapportioned back to all cities and towns to reduce
property taxes. If is estimated that Providence's snare wou2d be
$5.6 million.
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3. Revised User Fees

A comprehensive review of the City's fee and user charge program is
~ needed. Preiittinary analysis indicates that cnarges could be i.mposed for

' eatrance into the zoo and museum, and that various license and permit fees
could be increased to more realistic levels. These adjustments could
generate over $1 million ia new revenues for fiscal. year 1482 (or $83,000.

;' per month if imposed in fiscal year 1981), and further examination could
produce additional. revenues.

It is unlikely that much of this increase could be realized in fiscal
year 1981 in view of the fact that many of these fees have already been
collected (on an annual 6asis) and because of necessary start-up prepara-
tion and costs for others.

4. Service Charges for Tax Exempt Institutions

The Committee recommends that the feasibility of service charges being
assessed against schools, churches, hospitals and other charitable institu-
tions now exempt from property taxes be explored with al1 possible speed.
Because of 1ega1 and other considerations involved in this issue, no revenue
is projected for fiscal year 1981. However, under a`ormula that is based
upon an apportioning of service costs (fire, police, highway, street
cleaning, snow removal, etc.) against property values affected, using 1979
data, approxi.mately $3 million might be raised annually.

5. Sa1e of City Property

Utilization of proceeds from the sale of City oroperty or other
physical assets for anything other than re~uction oi the City's outstanding
debt is in violation of the City's Charter, and in the Committee`s judgment,
is unsound fiscal a~anagement. Further, utilization of such assets to meet
current operating budget needs, now or in the future, could lead to unwise
and expedient decisions i.nconsistent with tae City's Iong term interest.

Property currently mentioned for possible sale includes Valley View,
Camp Cronin, and vacant school properties for a total of perhaps $3 to $4
million, none of which probably could be real.ized in time to affect the

' fiscal year I981 deficit. The Committee recommends against consideration
of such an aleernative for fiscal year I981.

6. Water Generated Revenues

As noted, establishment of an enter~rise fund to manaoe the Water

Supply Board account is needed in fiscal year 1982 for the City to be
reimbursed for services provided to the Board. In addition, the feasibility
of water rates being ad,justed to reflect a return on the City's investment
in providing water to a number of Rhode Island communities should be d'eter-
mined.
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Because of the many ramifications of this revenue source, it is
important that it be acted uaoa immediately so as to provide meaningful
benefit in fiscal year 1982.

~ An immediate investigation should be under~aken to insure the
currency of payments by the cities and towns that are usiag Providence
water.

' 7. Funding Bond

Early in its review af alternative solutions to the City's current
financial crisis, the Committee examined the possibility of a funding
bond to take ttie place of all or part of t~e property tax increase. This
proposal was rejected for several reasons:

s Funding bonds merely provide cash, aot an ongoing source
of revenue and, therefore, merely postpone addressing the
basic budgetary problem.

• Amounts needed to be raised, even on rated bonds, would
require debt service costs that compound the City's finan-
cial problems. ,

•~ Bankers question whether such bonds could even be sold,,
given the current state of the City's finances and the

,~ alr2ady evidenced lack of confidence by bond rating aoencies.

Alternative reveaue sources do exist that can relieve pressures on the
property tax for the future. Some of the al.ternatives mentioned are not,
in the Committee's view, wise or proper; and in any case, the realizable
impact on fiscal, year 1981 is not sufficient to reduce significantly the
proposed $16 tax assessment.

1. Payroll tax
2. Sa1es tax
3. Revised user fees
4. Service charges
S. Sale of City property*
6. Water generated revenues
7. Funding bond

, *Only for debt reduction.

riscal Year 1981
(4th Qtr. Only) Fiscal Year 1982

$ 3.60 million $ 14,50 million
Not Recommended

.25 million i.00 million
- 3.00 million

:to Estimate
Not Recommended

$ 3.85 million $ 18.50 million



Second Report . . . . Page 10

V. SL't~fARY - FISCAI. Y:EAR 1982 - REVEcNES A1VD EXPEVDZTURES

The following is a summary of the Committee's recommendations from the
- information and findings set out in Section IIT and IV, above.

The Committee believes that any additional. revenues generated by increased
fees, service charges to tax exempt institutions, payro2l taxes, etc., should
be used to reduce property taxes. In summary, the plan proposed for ~~scal year
3982 is as follows:

L. The Tevel of City spending for fis~al year i482 should not exceed
$249.4 millioa with t;~e exception of increased water aad welfare
spending that can be offset by eartaarked welfare and water redenues.

2. Revenues generated above the preliminary Eiscal year 1,982 projection
oE $149.4 ;nillion should be used to reduce property taxes.

VI. CONCLUSION

Specific ste~s can be taken to reduce the property tax burden on Providence
taxpayers in fiscal. year i9$2 by ~enerating additional revenues as set out in

• this report, through program cutbacks and by implementing so.und..budoetary
control and ~aanagement procedures.

, For fiscal year 1981 the options are less obvious in view of the time
constraints and the City`s serious financial condition. In this report t:~e
Comrnittee has atte.*npted to more clearly speil-out the fiscal year 1981 alterna-
tive approaches and their fiscal impact. Unfortunately, aone of these options
appear to dispel the need for producing income in fiscal year 1981 equal to
that rea].izable from a$16 supplemental property tax increase, payable over
eighteen months.

In conclusion, the Cammzttee has tried to make cl.ear its unanic~ous belief
that.~t ~s the responsibility of elected ofiicials of the City o~ Provide*~ce
working with Sta~e officials to provide the concerted, immediate and force€ul
leadership which is needed to resolve this extraordinary crisis in the life of

this zmp4rtant city. '





Fr•eliminary FY1982 Revenue Projections

RECEIPTS

Property Taxes & Excise Taxes
State Shared Taxes ~
Business & Non-Business Licenses
Specia] Assessments
Fines, Forfeits & Escheats .
Grants-in-Aid {R.I. & Federal)
School Department

School Construction
State-Providence Plan, Sectian 4
Federal - Through R.I.

State Aid to Education
Genera3: Public Assistance, R.I.
In Lieu of Intangible Taxes, R.I.

~ In Lieu of Manufacturers ~fachinery
Equipment & Inventory Tax, R.I.

Oonations
Rents & Interest
General Departments
Sale of Surplus City Property
Sewer Rental
Federal Revenue Sharing
Water Fund

TOTAL RECEIPTS

Supplemental Tax Requested for Approval

1980-1981

S 71,93i,000
1,166,000
615,000
-0-
725,000
-0-

388,OQ0
621,775
143,108

I7,935,807
8,350,Q00
981,583

2,212,360
8,000

1,535,000
4,60Q,000

230,000
550,000

4,351,047
8,300,000

$ 125,144,180

20,581 ,070

S 145,725,250

a5ee attached~51,351,800 x 95,~ = 51,297,728 x~72.51 = S94,098,825

bDepartment of Community Affairs

~City Tax Collector

dState Oepartment of Education

AQpendix A

1981-1982

$ 94,.498,257a
1,.124,626b
615,000
-0-
725,000
-0-

386,OOOd
621,775
143,108

20 ,.331, 342d
8,350,0~0~

981 , 583

2,443,648b
-0-

1,535,000
4,300,000~
-0-
600,OOOb

4,875,C00
8,~oo,00a

-0-

~

~ 149,430,339



~~ ~~ Prelininary FY1982 Revenue Projections - Attachment
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i+ •~ ~~ Q 4~ n ~~ ,~ I ~°`'~~_~"~
V itr ~.J v .~„ ~ ,

TI-tE C1TY ,~rSS~SS~~t
CITY HALL, PRO~'IDENCE, RHOOE ISLA~O 02903

421-5400

The following figures are after exemption credits i+ave been

applied and/or estimated. ~

Certified Certiried Project~d
Category 1979 1930 1981==

Real Estate 998,949,'700

Tangible 177,923,050
Personal Prooerty

Manufacturers .
?~lachinery/Equio 1w,515,000

?•fotor Venicles 127 , 43'l , 811

; Total 1,30.8,825,~bI.

999,478,8?0

188,801,650

11,002,200

134,667,491

1,333,950,151

1,007,500,000

?5s,aoo,oeo

7,500,000

141,0OO,OGO

I,3SI,SOO,OOO

C+517,~LL?,849
ove~ 1980)

^"Note: These :igures are early projections without benefi~ Or
~ original pricing ~ata Cesoecially ia the category of t:~e

motor vehicles) from tne comouter. ~

1/28/81.
ads
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Tt~E C~iY ASSESSC~R •
CiTY HACL, PROVtDENCE. RHOD~ f5LAN0 0?903

421-5900

The 1°8I projections includes the follawing losses:

].. the transfer of the post oftice building
from Interlex Corporation (taxable) to
the United States ~overnment - exemot - .
for a loss of,$3,937,800 -

2. ~batements of 56,550,000

3. The manufac~urer's nachinery aad eq~ipnent
phase out for a Lcss o~ $3,5Q0,000

4. Addit:~.onal proaerties t;~at have been ~ransLerred
~rom taxable ownershi~ to tax exempt ownership

' ~.rith a loss of $o5o,000

5. Loss from ^azed bui?diZgs - $e00,OQ0

ihrough Oc~obe:, 198Q, properties transferrna from exempt
oroanizatzon to ;axable owr,ers represent S~~,OOQ =n assesseci
valuatian.



-r -----' --'--- .- .

~ OISCUSSION PRPER 
Append~x B

AOOITIONAL P4UiVICIPA~ REVcI`!UE SOURCES

CITY OF PROVIOENCE

1, Income/Payroll Tax ,

~ ~ 8ackground - At present, more than 4,400 jurisdictions in eleven states

have adopted a local income ~ax. Where authorized, the tax is ievied by

cities and counti~s; however, Kentucky, Io~va, and P2nns~lvania schoQl

systems are also permitted to ~~vy the tax. ,4lthough loca] income taxes

are used in eleven states, widespread coverage of the popuiation by the

Zocal income fiax is restricted to five states (Kentucky, i~laryland,

Michigan, Pennsyivanja and Of~io}. Tab1e I~sets fortn a summary of the

• use of locai incame taxes as of actober 1, 1979.

Three alternative forms of a local income or payroll tax can ~e considered

~ by a municipatity. These inciude a flat rate tax on gross income, a

,~ "stand alone" progressive income tax,. and a municipal income tax "piggy-

backed" on the state income tax structure. A majority of Ioca1 governments

that ievy a local income tax use the `iat rate method. Howe~~er, i~le4, Yori:

City has a progressive income tax, and Ptaryland has installed a"piggy~ack'

local income tax. - ~

' A progressive city tax on all income suffers the primary disadvantage

af high administrative casts along with reduced yield.

A"piggyback" iocai income tax concept invalves the tying of the locai.

tax to the federal or~ state income concept, rather than being madeled aftf

, it. Administrative cosis are reduced, but the city commits itselr to an

: acceptance of federal or state definitions of fncome~1 ~ Piggyback;ng a

Providence income tax on the present s~ate income tax would not produce

significant revenues. Statewide, the State Sudget Officer estimates that

~~~Income iaxes and Local Government, R. I. Hous2 Fiscal A~ivisory Staff,
Oecember, 19~0, p. 19.
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TABLE I

LOCAL INCOME TAX RATES, OCTOQER 1, 1979, ~ND JULY I, 1976

. Octflber 1, 1979 July 1, 1976

No, of Locai Rates `o. of ~ocai Rates
State b Local Government ~overnments (Percent} Governrt+ents (Percent~

- New England -- -- -- --

Mideast:
Deiaware--Municipaiities 1 1.0 I ~. 1.Z5

. t•laryland«Counties. 1 City Z4 ZO to 50% of state tax 24 ZO to SOX of state`•~
New Yark--Nex 'fork City 1 0.9 to 4.3 1 0.9 to 4.3
Pennsylvania--Cities~ Baroughs, ~
Towns, Townships. and School -
Oistricts 3,E65(approx.} 0.25 ta 1.0 1/ 3,515(apprax.) 0.25 to I.O1/

Great lakes:
IndSana--Counties 31 0.5 to 1.0 38 0.5 to 1.0
Michigan--Cities I6 Y.0 2/ 16 1.0 2/
Ohio--Cities and ViTTaqes 417 0.25 to 2.Q 385 0.25 to 2.0

--Schcol ~i;tricts 1 .

PPains:
Icwa--SchooT Oistricts 2I 1.75 to 4.Q 3 1 J5 to ~5.0
Ftissouri--Cfties 2 I.0 2 1.0

Southeast:
Alabana--Cittes 5 I.0 or 2.0 6 1.0 or Z,0
;~rkansas 1 J

• Geor.gia SI 5/
' Kentucky--Ctties and Ceuntfes 6~ 0.25 to Z.5 ~9 0.~5 to 2.5

Southr~es.t . -- -- -- --

~ Rocky Mountain -- -- -- --

Far West -- -- -- --

7ota1 4,456 4,050

f Except for Philadelphla, Pittsburgh. Scranton. and Wilkes 8arre. _
Z/ Except far Detroit where Lhe rate is 2.0 percent.
f Effective June 30. I919, school distrfcts may levy an income tax subject to voter approval at either 1/~ 0~ 1

percent, 1/2 of 1 percent, 3/4 of I percent. or 1 percent. Such tax Wouid be state administered and coilec!°~
~ Specific authority for first cia55 cities to levy an income tax was enacted in i971, 5ubject to votar approv~

To data no city incom~ tax has been enatted.
~ Specific authority far counties and municiyalities ta levy a I percent tax ~~as enacted in 1475, subject ta

voter approval. To Qate no localities:have levied the tax.

t;ote: Excludes Washingtan, O.C., which has a gradua[ed net income Lax that ts more close3y akin to a state tax
thzn to the municipal income taxes. Aiso exc]udes C.nver Ertployee Qccupationat Privite,e Tax o~ S2 p2r
empioyee per ~ronth, which applles omly to employees Parning at least S25o per mor.th; cFe ~aewark 1/2: pay
roll tdx inposed on empioyer'S, profit and nonprofit. having a payroll over S2,5o0 per calendar quarter;
the San Francisco I.Ix payroil expense tax; the 6/10 of lp quarterly payroll tax on emptayers imposed in
the Tri-covnty Metropaiitan Transit Oistrict (encompassinq ail of Washington, Clackacas and !tultromah

• counties~ Oregan); the 0.54 percent payroil tax fmposed on employers in the lane County Qreqon Mass Trzns'
• Oistrict; and the Portland business license tax of 2.2~ of net ince:ne. the rates shown appiy ta residents

In many instances the rates for nonresfdents are 1ess.

~ Source: ACIR staff compitatlon based aa Cartmerce Clearing House. State Tax ~eporter and supplementat Ioca9
• 9overnment data. •
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each lx of the Rhode Island income tax will generate ~11.1 million in fiscal

year 1982 (52]1.1 million projected yield = 19% rate =~11.1 million).

As noted, the majority of 1oca1 income taxes are of one type: A f1'at rate

tax levied on earned income or net profits, ~vith no exemptions or personal

. deductions. The flat rate tax on salaries., ~-~ages and net profits has the

advantage of administrative simolicity with attendant lovr costs. Furihermore,

due to the io~•i rates ~vhich are usually levied (0.5 - 2%) in flat rate structures,

such a system does not exert inequities and distortions to any large amaunt.~2~

ihe Advisory Commission on Intergovernmen.tal Relations ~~ncluded on the. .

point of tax equity:

Concerns for equity effects of a
flat rate local income tax - svhich ar~

, generally centered on their application
• ~ to low income groups - can be partially

resolved by the fact that the actual rates
. used are low and further mitigated by ihe
• inclusion of unearned income to the local

tax base. Nor can it be argued that ~
equity is best defended on the basis of~
progressivity. The introd~ciion af
progressivity into the local tax structure
via graduated rates reguires a defense of
a specific graduated structure, a~ith a
given degree o` prugression, rather than

. . a defense of ~he oeneral concept itself.
Seemingly, equity is easiest to defend on
the grounds of equivalen rates applied to
a broad income tax base.~3) ~

Flat Rate Tax in Providence - Based on che folloa~ing assumptio7s, a fTat-rate

payroll ~ax in the City of Providence could generate approximately 514.5 ~i1~;o~

and thus reduce the need for future properiy tax increases:

, ~2~Income Taxes and Local 6overnment, R. I. House Fiscal Advisory Staff,
Oecember, 1980, p. 4. ~

~3~Loca1 Revenue Oiversification, The Advisory Co~V~ission on Intergovernmentai
~e ations, lJashington, D. C., Oct., 1974, p. 56.
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Assu~ptions Used For A Providence Payroll Tax

a. lo tax on wages and salaries paid in the City of ~rovidence = 517,000,000~4~

b. Less 5S~ administrative start-up cost = 850,000

` c. Less siippaqe factor of 10% = i,70~,~00

Projected YieTd . ~ $14,450,000

If the tax v+as also levied against corporate net profits, the yield of $14.5 million

wouid obviousiy be increased. A~plying the tax to corporate net income r~ould raise

administrative problems and be a disincentive for econamic growth in the Ci~y.

. Adva~tages and Disadvantages - Advocates and opponents of a local payroll

tax have developed several arguments supperting th~ir respective positions.

Proponents argue:

1. The local inceme tax broadens ti~e jurisdiciional reach of

' the local unit.

Z. Loca] income taxes are generally preferred by the iocai

population to increases in the property taxes.

3. Income taxation injects some element of aoility to pay.

4. Local income taxation permits a municipal~ty to tar, those

that use city services but do not dir•ectly pay for them.

Those against the p.r000sition i~oid that:.

1. A local inco;~e tax adds a third layer of i,axation io the

already overburdened area of income.

2. A lflca] income tax requires skilled and expensive enforcement

' apparatus. •

3. Loca1 income taxes discrimfnate against wages and salaries.

~ 4. Local income taxes contribute to the balkanization of urban areas.

~ ~4~Rhode Island Department of Economic ~evelopment estimates the annual
oayroll in Providence to total $1,700,000,000.
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5. Local income taxes aggravate riscal disparities among :ieighboring

communities.

6. The local income tax can lead to individual and business decisions

to relocate elsewhere.

~ Observations -~~Jhile inter3ocal tax dixferentials can effect individual and

business decisions to relocate, the generaily ]ow rates~of municipal income

taxes do not.appear to cause any serious movement away from the imposing

jurisdiction.~s ~

As one study of the 1oca1 income tax found:

. ... major cities in Nevr York, Pennsylvania, Ohio, Kentucky,
Missouri and P1ichigan have imposed'local income taxes wi~h-
out the simultaneous enactment of identical taxes in the
surrounding metropolitan area. This disparity has probably

, resulted in some emigration by city d~rellers seeking to
escape the local income tax, but the movement has not yet
been signiticant enough to lead to the repeal of 1oca1 income

•, taxes in the central cities. Three factors have helped to
minimize such emigration. First, low rates i~ave iimited the
incentive to relocate. Second, most ]ocal income taxes apply

,~ to the inccme earned in the city, regardless of the viorker's
residenc~. Third, particulariy in Pennsylvania, suburbs
surrounding the central city often follow its lead, quickly
imposing compara~le local income taxes. Hence the incentiv
to fiee the city for the 5uburbs nas been somewhat re~uced.~E~

The same finding emerged from a more br~adly based questionnaire «hich

specifically asked: "In your opinion, has the imposition of an income tax by your

jurisdiction resulted in the loss af individuals or business firms to other

jurisdictions?" From the S4 responses to this ques~ion, only six indicated an

adverse effect ~•rhile 48 felt the use.~f the locai income tax did not distort

iocation decisions.~> >

• (5}Local Revenue Oiversification. Advisory Cortgnission on Inter~oti~ernmen~al
~ Relations, October, 1974, p. 58. . .

~6~R. S~afrord Smitfi. Local Income Taxes: Economic Effects and Eauitv, Institute
of Governmental Studies, University of California, Berkeley, 1972, p. 9.

t~~o . cit., ACIR, p. 59.



~ -6-

However, due to the unique demographic characteristics of the State of

Rhode Island, the question of a loca] income tax in the City of Providence

cannot be vie~r~ed apart from a consideration of the entire state-local tax

structure and the state-local public service delivery system. For instance,

if the General Assembly grants Pr~vid~nce the authority to ievy a local

income or payroll tax, should not this ability be granted to a11 39 cities

and ta~vns? If all cities and ~owns.are given the optfcn of taxing income, .

tF~e state must declare either the place of residence or the place of em=

pioyment as the tax situs. If the place of employment is the tax situs,

~ "the tax burden of the warker, in the city ~~rith the payroll tax, may be

excessive because in all likelihood the place of residence taxes the worker

through ... a relatively higher property tax."~8~ Conversely, if the area

of domicile is usec~ commuters may not pay a"fair share" of the city's

municipai services in the city of empioyment. Ciearly, the issue of the

apoortionment of tax liaoility between the commuter's area of residence and

his area of employment must be determined if a local option payroll/incore

tax is to be granted to Rhode Is11nd's cities and towns.

2. Local Option Sales Tax -

Eackground - Sales taxes at the local level d~ not have some of the probiems

associated with a 1oca1 payrolT tax. A local government that is given tlie

option of levying a 1oca1 ~aTes tax, at the risk of competitive retail dis-

advantage, encounters no significant adaiinistrative or jurisdictional problems.

Local general sales taxes are currently levied within 26 states, taking

in almost 5,500 units of iocal government. Table II sets forth a.summar~ of

1oca1 general sales tax rates by jurisdiction. Local sales taxes generally

have the follotiving characteristics:

~$~L. L. Ecker-Rac2, Tf~e Politics and Economics of State-~~ca1 Fin~nr~,
1970, P. 110. ~
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'€~ IOCAL GE~lERAL SALES TAX RATES, OCTOQER 1, I919I~

``'~: ~~ State Local Gavern~~nt Tax Ratesz~ ~'a;
`"K~~,.:;-: State and Type of Tax Rate Z ~:-..
_•`::~ Loca1 Gaverni~nt (Percent)1 I/2 Percent 3/4 Percent 1 Percent 2 Perc~nt 3 Percent ~
{' ^_: ̂ ~. t-,

`#~ ~'
~ ~z;-:-:. ~

Alabama
12T0 Muntci~alftfes3

4
... 3 ... ?7b 80 2

:

"~_ 3I Counties ... i • ... Z6 4 ... • '~

~'{~~'
-'

~`%~

Aiaska
96 Municfoalitiesl

...

... ... ... ' 9 38 3 4 ~j"
7 Boroughs5~ ... ... ... 3 1 1 .

='{' ;:ri;.ona 6 ~ .
•~ 39 Muntcipalities ... ,,, '... 35 4 . . -,~,,

:;~i Arkansas 3

.

'~1
•~t.
':~:

1 Municipality ... ... . ... ..• i ... -
Y~~
=:;=.. C3lifornia

381 tlunicipalitfes
4 3/4

_'::.~
.:.

.~;~~~.
~ 53 CountlesJ

...

. ..
,..
.

... 3311
~ ~ ~ ~7~;,,

':-~
~i`i

,
3 Transit Oistricts— ..,.

.
, 3

. ..

...
.. .
...

...

...
...
...

:: ,
-

~~',;_~. Co3orado 3 ~';;-:
~,; laa ;•tunicipalities f ... . . ... 44 78 17 {;

~`='a~ ~̀. ZO Counties ... 1 ... 13 6 ... r.:::
1 Special Distict ... 1 ... ... ... ~.;~..,.,

~`~, Geurgia 3
3 ~funicipaSities ... ... ... 2 ... ,..

A~~. - ~0 Counties ... ... ... 14 ...
- 1 Transit Oistrict ... ... ... 1 ...

...

...

~~~,~

~~V.

' [tlinois 4 ~';~
1,256 Municipalities ... 23 60 1,173 ... ... ~'.~?'~

,' > ( apOrox. )
'

~ T~r IO2 Caunties
1 7ransit Oistrict~

...

...
...
...

...

...
ip2
L~

... ... ~:':
=... .,,

Ci•~.:_

ransas 3
YC.~_

f~•-►;~:.
15 Municipalities ... 15 ... . . ... ... '~`"►:; •
5 CavntTes ... C ... 1 ... ... r..:•.~c, --

~ Lauisiana 1; 3 ~',
~`Yt3ti Municipai ities~ ... 1 ... t16 11

...21 Parishe511/
60 Schoal Oistricts~

.

...

...
. .
3

...
1

15
~34

•3
3 1 ~t~~-

~
E;r~

j!~i1t125Ctd 4

~~;;i t4uni ci pal i ty .. . .. . . .. 1 . . . . ..

~ ~lissauri . lZ
2:4 Munici~alities—~

3 1/8
2 209

k'''

3 Transit Gistricts.
...
... 3

...
,..

... ... ~._.
•

1 Caunty ... ... ...
...
1

.

... ... ~~

Ne~raska
4 !luniclpalities~

3

. . ...

,

... 3 ... ...

r:...
~~.
F=`-
~'~~~

, , „ , i:,=
f`%•'.tVevada

22 Cauiities
rJ
... 12 ... ... ... ... ~-~

' 1 Muntcipality ... 1 ... • ,.. ,,,
~. ~:,.

:..
See footnctes at the end of ta61e. t 

~
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,

~
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~ ~.
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i; ~
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LOCAL GENERAL SALES TAX R;~TES, OC70BER 1, I97~~

State Local Government ~ax Rates~~
State and Type of Tax Rate 2
local Government (Percent)1 1/2 Percent 3/4 Percent 1 Percen[ 2 Qercent 3 Perceni

' ttew 
t~exi93

3.3~4
~'unicipalities15/ 23 _. 28 ... ... ...

6 Caunties'-61 ... ... ... ... ... ...

, New York
25 Municipalitiest~~

4
... ...

' ~
... 1 6 4

45 Counties ... ... ... 3 1 JS

North Caroiina 3 . '
99 Counties ... ... ... 99 ... ...

Ohio 4
S4 Caunties ... 50 ... . ...

~1
...

1 ?ra~sft Oistrict ... ... ...

Oklahoma Z
' 398 Municiaaiities ... ^ ... ... • I24 258 16

South Dakota 18~
46 Municipaiities—

4
... ... ... 43 2 .._

Tennesse12 Municipalities~~
4.I~2 

4 1 ~~ ••. •••
92 CounLiesZ1/ ... ... ... 9=0/ 9 ...

Texas 4
• 921 htunicipalities ... ... ... 921 ... ...
' ES Municipal Transit

.~uthorities ... 8 ... 11 ... ...

. Uta~ 4
. 201 "tunicipaiities ... 201 . ... ... ...

24 Counties ... 29 ... ... ...

Vfrginia Z.~~ 3
41 Cities-23/ ... ... ... 4I ... ...
95 Counties— ... ... ... 95 ... ...

Washington 4 1/Z
264 ~lunicipa~~jies ... 26~~ ... ... ... ...
38 Counties— ... 3~~ ... ... - ... ...

uyoming 3
- i3 Counties ... ..< ... • I3 ... ...

1/ this tabulat~en inclu~es oniy thosE local sales taxes •ahich authorative irtformation is
— availabie.
2/ The rates shown are appiicabie to ceneral sales of tangibie personal praperty at retail,

and exclude nu~nerous linited sales taxes.
1 IncluGes 1 citfies uith a 1~ ~ercent rate and 2 with-a 2~S percent rate. In some cases the •

iegislation authorizing county sales taxes takes account of any city saTes taxes in Lhe
county. Numer~us cities specify that the rate outside the city but within its pulice
jurisdiction is ~ of the rate aop]icable ~ithin the city.

1 Includes one city with a 2,v, per~cent rate, one WiLh a 4 percent rate. znd three Hith a
' S~ercent rate. Several af these cttfes are lacated in the seven baroughs that also
• impose a sales tax. Sales in these cities are subject to Ooth taxes. .

: ~ootnotes contfnued on the next page.
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LOCAL GENERAL SALES TAX RATES, OCTOBER 1, 19791~

~otnotes continued fram previaus paqe.)

7/

8/
a/
101

11/

18/
19/
~/
2:/

22;

2?/
24/

25/

Includes one barough with a 1~ percent rate. and one with a 4 percent rate.
ine :: city tax is credited against the~l►:~: county tax, so that in effect, cities usually..receive d0; o`
the coltections under the 9radley-Surns taw.
The tax rate for the ~8 counties (including t~e city-county of San Francisco) under the 3radley-8urns
1 aw i s 1►.K.
The tax is in addi[ion to the present combined State and locnl saies and use tax rate of 5d.
Includes one city with a 2~ percent rate; dnd Pour with a 4~ rate.
The Chicago area Regional Transport Authority {RTA). One percent in Cook County and 1/4 af I percent ~n
OuPage, Kane, Lake, Mcyenry and Wili Counties. Effective Novemtrer 1, 1979,
:nciudes 2 cities with a 1~; percent rate, and six with a 1'; percent rate; one ~arish with a i/2 pertent
rate. one wath a lti ~ercent rate, and one with a 2.45 percent rate; txo schoal districts Nith `:~ rate,
three Hith a ll;'~ rate, and three with a isd rate. Because of overTappinq, a 2E or 3b locai rate is in
effect in several municipatities and parishes; municipal rate plus parish or schaol distr~ct rate in
municipaiities, and parish rate plus school district rate in severat parishes.
:nciudes three cities Nith a 7/8 of IA rate. '
[nciudes on~ cTty with a it,~ rate.
The randatory I4 "local school support tax" is included in the 5[ate rate.
(ncludes 42 cities with a 1/4: rate.
TF;e tar. rates are I/4 of cne percent.
Includes thirteen cities wiLh a 1= perc2nt rate. The statutory maximum combined city and count~ local
rate ~s 3 percent e.ccept Tn t~.Y.C. and Yonkers. Lhe New 'fork City 4E tax naw imposad as 3 state tax
~8K state tax in tlew York City) effectivc July 1, 1975. The revenues from this tax ~.~ill be distrfbuted
to ~he municfpal assisLance corporaLion created to assist "tew Yn~k City in meeting iGs financial
obliqatians until the notes and 6onds of the corporation are paid.
Inc]udes one city with a i~;a rate.
inciudes two cities aith a 1!;X rate.
The maximum tax on a sinqle Lransaction is S5.
Inciudes 53 counties wich a 1?; percent rate; 7 with a t 3/4 percent rate; I4 with a 2; percent rate; and
a maximum of 57.5~7 on a singie transaciion.
In additic~, cu~:nties or municipalities located in transit districts may levy 1/4 or 1 percent caz,
suoject t~ voter approval. Three co~nties and ene municfpality have enacted the taz.
locai sales tax levied by every county anG "~ndependent" city in the State.
County rates must be ii2 of i~, city rates may noL exceed li2 of ;'K. tf the county in ~~nich the city is
iocated imposes a tax, the rate of the city tax,muy not exceed 0.~25~. County tax ~ust allow credit for
full tr~aunt of any city tax.
lnclud~s two countes (King and Srohomish) with an 8/10 of 1% rate, ,',/10 of 1L to finance rubiic transporta-
tion systems. anC Grays Harbor with a 1/10 of lY rate , 2/IO of 1< `ar pubiic transportation syste~ns.

sovnce: aCIR staff compiiation based an Ccn~~rce Clearing i~uuse, StaGe Taz Re~urtet.
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o Conformity with the state base,

o Universa] or widespread coverage of the population
by the tax,

a State collection and administration of the tax,

a A local option, w~thin a specified range, as to
the tax rate, and

o Tf~e establishment of tax liability at vendor
location rather than place of custo~~er residence.

Ecenomic imoact.- Several studies using a variety of testing techniques have

considered the quest~on of whether a loca1 sales tax will drive consu~2rs to

neiGhboring non-tax communities. The ~dvisory. Commission on Intergovernmental

Relations and the i~-iunicioal Finance Officers Association asked:

"In your opinion, has the imposition of the
local general sates tax by your jurisdiction
resulted in the lcss of business or altered
t~he shopping habiis of individuals to the
detrir~n} of your com~nunity?" Of tne 17B
respons2s to this question, 173 indicaied that
there were no material or adverse effects
resulting from the imposition of.the local
sales tax. In ~.hose cases where the respondents
eiaborated on their "no" answers, the reason
~enerally cited `or tf~e lack ef a significant
adverse conseq~.:ence ~~1as the absence of a major
sales tax difrerential between ihe j~risdiction
imQosing this levy and the neighboring ccmmunities {9~

This analysis indicates that impasition of a 1oca1 sales tax does not

have an adverse economic consequence to the ta;cing jurisdiction v~hen the

neighboring communities also impose such a tax.

A study by a Special Subcammi~tee on State T~:<at~on of Interstate

Com~^~erce round:

...tax saving is most likely to induce crossing
s the borders for occas~onal major purcnaszs uhere
- the tax can be a significant corisideration. While

the overall effect on retailing is probably slight,
particular stores may be significantly disadvantaged
by sales tax border effects. But even if the

~9~Loca1 Revenue Oiversification, ~dvisory Cortunission on Intergovernmentai
Relations, October, 1974.



~

~

demonstrable effect is slight, it «ould seem
undesirable for the retail merchant t be sub-
jected to this kind of competition.t~~~.

Frovidence Sales Tax - The Rhode island Oepartment of Econamic Development

reports ti~at total retail sales in Providence subject to the RhodQ Island

, sales tax totalled approxima~cely ~~09 million fn fiscal year 1979. Therercre,

• at the rate of 1% a?rovidence sales tax eouid be proj~cted to generate

$4,000,000. Na~r~ever, because the Rho~e Island sales tax is basicaily a tax

on c±urable goods the literature sugges~s that such a tax could adversely

impact retail sa?es if Providence was the only city in the area to ievy

' such a tax. Furthermore,, it shoul~ be noted that in 1966, 38.6% or all

retaii sales subject to ~ne sales tax ii1 ~hede Tsland occurred in Prcvidence;

by 1978 ~he p~rcen~ was 17.7%.

3. Se•rvice Cnarqes

Background - Ex~mpiions from pr~party taxes in the City of Prov#dence have

' erod2d tiie Lax ~ase s~~b~~antially. According to the Ci~y's Tax Rssessor,

28°0 of ali proa~rty is excmpt fro~n property ~axzs in th~ City o` Pro~~idence.

Tnis `igut'e is ~ikely to oe conser~~ative considering the fa~t iiiat tax exempt

propert; es a;•e 1 i kely to be u~~der-assessed. ~~-a~erty tax exempti ors ~ n

rro~ridence ar2 varied. Sore ar~ a~ten,p~s to aid orivate causes that are

deer~d to hoid ~ub~ic imporcance ar,d oth~et~s promo~e 5ocial reforms. l~,owFver,

it must ~a remembered t;}at ~rer~ptiors from pro~erty iaxes are a`orm ~f

subsidy. T?~ese subsidizs ~c not appear on the City's budg~t or accoun;,irg

ret~rds and thus t2nd to receive appraval t~~itt~ 1Fss scrutiny than would

~ direct apprcpri~Lions ~or Lhe same purposes. rurtherror2, :roviding necessary

' municipal services for tax exempt uroperties piaces additional burdens on other

o~^aperty taxpayers.

~'~~Spe~:.ial Subcommittee on Siate iaxation of Interstate Commerce, Housz
Judiciary Committee, Report on State Taxatian of Inierstate Conu;~erce,
Hcuse Report 565, 89th Congress, lst Session, 'Jol. 3., 1965, p. 769.
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Determining Se~vice Charges - A study prepared for the Rhode Island Department

of Corr~unity Affairs suggests that service charges can be deiermined on t~:o

generai bases:

, ... the cost of providing tne service deFends
upon the level of usage, a rate based on the ~
number of units of autput shouid be used. On

, the uther hand if the cost of providi~g a.service
does not depend on its level of usage but rather
on its availability, the service charge can take
the form of an annual flat rate fee. Fcr example,
cost of providing «ater s~pply and sea~age disposal
increases almost proportionately to thP volume or
level af its use; consequently, the price charged
for these services should be based on the amount

, of usage.

?ublic sarety items iike fir~ protection and ~olic2
protection cos~s are determi~ied by their availa-
bilii.~ ratner than by the voium2 of their use.
Therefore, an annual flat r te fee could be
charged in tfiese instances.~~~)

~ In the first categor~, level of usage, f~es can be determined much a~

they are at the present iime ~vith 4rater supply. In the second category, flat

ru~~ charge, a basis for settir~g the charge R~ust be determined.

- Gne metFod to use in detern:ining service charge payments for municipal

services n~t based on the levzl of usage is as follo~•~s:

a. Iden~ify ser~iices far .rhich service cnarges can be justified. The

crit~rion used :~rould be ti~ose services ~•rhich t~e Cit~ perferms t~ac

na~ntain the value of all orop~rties ~,vithin ~he City. Surh s~rvic~s

include ~olice ar7d r?re orotzct;oii, higlnyay and s~r~et ;.~aint~r~nce a~~d

co~~struction, snovr rzm~val and strEet lighting.

_ b. Oetermine the total annual irunicipal appropria~ions for these servzces.

This figure z•eoresen~s the tax ievy that the Cfty would 'nave to raise

~ to suppari the identified services. ~. .

~j ~ }?eter R. ~~ioor~, Praperty Tax Exemotion and ~he ~Jse of Locai Service Cnarges,
~E-~ode Island Department of Comrunity A`fairs, 1977, pp. i1-12.•
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c. Calculate a tax rate for the services identified by using the total appro-

pr~atian ror the service as t;~e tax levy a^d the assessed value of a11

taxable aroperty plus the assessed value o` the tax exempt institutions.

Tax Levy Service Charge Rate for
~ Assessed Valuation 

X~1,Od0 = Tax Exempt Institutions

d. Oeternine the service charge payment `ar each insti~ution by multiplying
a ~

the service charge rate (c.) by the assessed value of the institu~ion.

e. ~etermine the service charge ~or each institu~ion by mui~iolying t`~e

tax rate for tf:e service by the assessed value of the institution.

Tabie III se~s for'~h a projection oT pot:.,ltial service ch,:rge~ ~he City

~~rould have received in fiscal year 1979 if thi; ~ethcd of assessing service

c5ar~es 4ras oFera~;ve. As shown in thi; Table, tr~e potential rev~n~es to ~he City

would yavE totalled ~2.3 million. Allot~~ing ~or inrlation and passible payn;nnts hy

` tne s~aie gove;~nr;ent, ttiis figure could total aver ~3.0 nillion in fiscal year 1°82.

~ 4. User Charg2 ~inanc~ng

In ~he Advisory Cammittee`s ~ni~rim report it was si~ggested tt~at a co~piete

analysis of the City's fee str~cture ~I,o~~ld be cenducted to deieri7ine if a~dit:onal

revenu~s night be get:erated frc^~ ~ion-praperty ~ax so~rces. To da~e suci an a~;:i~sis

has not b2e~ Uf1G2i•~3ken, an~ a compr~hensive revie~.~ of this subject wi;l prcbabiy

+~ave to a~.ait ~hQ ccmpr~hensive managerTiz~~ study of all City operations. ,a~•rever,

in the ~nterim, certain preliminary observations and su „ss~icns can ~e considere~.

~c-~sideration or us~r cnarge financing can be divided into four a~,eas:

a. Charges for the use o` specific City facilit~es;

b. C~arges for specific activities that are us2d by bath City residents

and non-residents;

' c: Cha~-ges ror City services used 'oy reside:~is such as serrage Gnd
. {

sanitation; and

d. Gharges ror iicenses and per~mits.
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TABLE III ' ~ c

Explanation:
This table illustrates service charge revenues and tax ral:es that w~ulcl have derived from tax exempt properties

in fiscal year 1979.

The horizontal axis shows Lhe service char9e revenue and tax rate ~•:hich would apply to each tax exemat category
or combination of categuries fur each s~rvice or combination of services as listed in column 1.

The last column (Total), reaclinc~ vertically, sho~~s ~iie total i~evenue and tax rate for each of ti~e services listed
if all tax exempt properties ~~iere assessed service chai•ges. Tlieref~re, iF HOspitals, Schools, Cl~urches and Charitable
Organizations had pa~id a servir_e c.harge for Fire, Police, Il~ighV~ay, Street Cleaning, Snow Removal and Street Lighting
the,service charge rate ~~ould have been $15.18 per $1,000 of assessed val~ation and the total revenue realized would
have been ~2,302,335.

Fiscal Year 1979 Nospitals-- — Schools Churches Charitable Total i,
_____

1. Fire Department $ 305,37£i ~ ~140,879 $ 156,310 ~ ~$i,,5fi6 $ 919,114 ~ ;
~xpenditure = ~8,76G,5~5 (~6.5~1) (~6.~13) ($6.65) (~6.71) (g6.06) ~, ~

2. Police Department . 315,650 455,963 161,4£31 89,425 949,q~IF3 ~~
Expenditure = $9,058,98~ (~6.76) (~6.65) ($6.~37) • ($6.93j ($6.2G) ;

I
3. Hightiray, Streei: Cleanin~, - ~ ,

Snow Rernoval, Street Liyhting 143,350 207,0G9 73,571 ~0,648 432,257 ~
Expenclitur-e = $~1,122,233 (S3.Q7) (.~,3.02) ($3.13) ($3.15) ($2.85)

4. Police, Fire and Qther 7G4,37~3 1,103,911 391,36? 21b,659 2,302,335 ~
Expenditure = ~21,9~t7,76£3 , ($16.37) ($16.10) (~16.G5) ($16.79) (~15.1t3) ;

5. Assessed Value 12/31/78 gq6,693,II30 $68,5b5,920 $23,505,200 ~12,90~4,030 $151,66II,9II0 ;
~

Source: Si:ate DeparL-ment af Co~nmunity Arfairs. Estiu~ates based upon actual FY '79 e~cpenditures anJ property assessments
as of Deceinber 31 , 197t3.
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Zoo and Mus~um -.In `iscal year 14~1, property taxpayers in Providence ~~rill be

asked to spe~d $512,000 to o~erate a=oo that is used and enjoyed by people tnrough-

out the ent;re regio~, and $121,OOC to operate a museum.

L~censes and P~rmits - Permits and 'icenses are freq~entiy issued to business

as a part of a general regulatory prccess. General?~, they involve a~ insoection

or ex~mination as a condition of obtaining or keeping the permii or license.

6ecause of tt~e large number or different ~ermits and the relatively modest size

~ of individual fees, local,jurisdictions often t'ail ~o maintain a realisfic `PQ

structu~~e. Qecause of ~he co~~iinuous increase in the general price level and

in real ~•lage rates (boih the paper~rork and th2 inspections are v~ry laoor

invensive in nature), the failure to upda~e fees short changes the local exchequer.

For instance, ;;r;mediat~ st2rs can bz taken to generate anott~er ~~OC,OQO

i n fQes for 1 i censes and pet-r~i ts as shotian bel ow :

License and Permit Fees

Oe~artnent
8uil~ing C~des and Inspect;on

~dministrativE
Structure & Zoning
Flumbing, Orainage '~ Gas Pipe
~lectrical Inspect.
?~!echanical Equ~pment & ?nstallation
Zoning aoa•rd of P,e~iiew
Ouilding Board of Revie~,v
Housing Board of P.eview _

Tatai - Building Gude & Inspection

Revenues E:<p~ndit~res

~ - - ~~~'rJ~2v~

115,000 1~4,404
20, CO~J 88, 760
35,000 59,234

. 35,000 72,377
4,000 49,469
1,500 i1,415

100 5,5~6

5210,600 $506,691

Further•it~ore, ~•~itn the exception of fees set by ihe state(such as liquor

licenses},license fees `ar entertainment, victualling, pe~roleun storage, and

parking ar~d traffic violations can be increased. For instance, if these vrer2

doubled, an additional 5700,600 might be generated (Bureau of Licenses - enter-

tainment, victualling, etc., ~85,000; petroleum storage, 510,000; and parlcing

and traffic violations, ~50Q,000 est.).


