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Buckhead De-Annexation Fiscal Analysis

Executive Summary

This report assesses the fiscal impacts of the Buckhead area of the City of Atlanta de-
annexing (leaving) the City of Atlanta, from the City of Atlanta and the Atlanta Public
School (APS) perspectives. The analysis finds that the City of Atlanta would lose
approximately $252 million in recurring revenues from the Buckhead area derived mainly
from property taxes, sales taxes, lodging taxes, and business license fees. However, this
study also finds that the City of Atlanta would enjoy cost savings of between $136 million
and $178 million by not having to provide various services such as public works and
general government to the Buckhead area.

Despite the cost savings, the City of Atlanta would be financially worse off if the Buckhead
area de-annexes, with net fiscal losses to the City of Atlanta ranging from an estimated
$80 million to $116 million annually.

From the APS perspective, the district stands to lose approximately $332 million in
recurring revenues from the Buckhead area, saving only $98 million in student service
costs. Similar to the outcome for the city, the school district coffers would be substantially
depleted due to Buckhead de-annexation, with an estimated $232 million annual loss to
the district budget.

In addition to the quantitative estimates, this analysis considered qualitative aspects of
the possibility of the Buckhead region de-annexing from the City of Atlanta. Issues
regarding service of current debt and future debt, economic development disunity, and
reduced community services are all likely to be significant difficulties for both the City of
Atlanta and the Buckhead area if a de-annexation should move forward. Overall, if the
Buckhead area of the City of Atlanta de-annexed from the city, both entities, as well as
APS, would stand to lose financially, economically, and socially.
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Introduction

This report assesses of the potential fiscal impacts of the area known as Buckhead de-
annexing from (leaving) the City of Atlanta, Georgia. The analysis estimates revenue
losses to the city government and Atlanta Public Schools (APS), potential cost savings
as municipal and school service obligations decline, and the corresponding overall net
fiscal impact of the possible de-annexation. Additionally, the report provides a qualitative
assessment of other issues important to consider in order to fully understand the
consequences of Buckhead de-annexation.

The analysis detailed herein was conducted by KB Advisory Group, in conjunction with
key staff members at George Mason University’s Center for Regional Analysis who
participated as consultants to this study.

KB Advisory Group, formerly Bleakly Advisory Group, is an Atlanta-based consulting
firm founded in 2001. KB provides real estate and economic development consulting
services to cities, counties, developers, community improvement districts, nonprofits, and
design firms throughout the Southeast. These services typically focus on the overlap of
three drivers that shape the built environment: land and buildings, public policy, and
money and finance.

The analysis herein relies on readily available public revenue and expense data related
to the Buckhead area for the City of Atlanta, and uses widely accepted approaches to
assess fiscal impact, based on proportionality of local population and employment. This
analysis does not reflect a detailed operational impact assessment and cannot be
considered an “investment-grade” analysis. However, the data, analysis, and conclusions
can provide city leaders and planners important information on the potential impacts of
losing a culturally and economically important area of Atlanta.

This report first examines the magnitude of revenue losses to the City of Atlanta if the
Buckhead area were to de-annex from the rest of the city. We then estimate operating
cost savings as municipal services in the Buckhead area shift from Atlanta’s
responsibility. Comparing operating savings to revenue losses offers an estimate of the
net annual fiscal impact of the proposed de-annexation on the City of Atlanta and APS.
In addition to this empirical analysis, the report offers a qualitative assessment of other
important impacts for which there are no immediately available data, including topics like
the sharing of debt service burdens for in-place infrastructure, the potential impacts on
city bond ratings, potential impacts on economic development, and other issues that will
likely arise if the Buckhead area leaves the City of Atlanta. The report ends with several
conclusions based on the presented analyses.
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Area of Study

For this analysis Buckhead is defined as the northern portion of the City of Atlanta,
generally north of the 1-75/1-85 split (Figure 1). The Buckhead area accounts for
approximately 18% of the total land area of the City of Atlanta and about 20% of the City’s

population, according to data gathered and analyzed by KB Advisory Group.

Il Buckhead
___Rest of Atlanta

Figure 1
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Municipal Revenue Analysis

Atlanta receives revenue from the Buckhead area from four main sources: property taxes,
retail sales taxes, lodging taxes, and business license taxes. Property taxes derived from
the Buckhead area are estimated using the assessed taxable real estate values and
millage rates. Retail sales taxes are estimated using total retail sales in the Buckhead
area. Lodging taxes are estimated by applying tax rates to room nights for lodging in the
Buckhead area. Finally, business license taxes are estimated by applying the appropriate
tax rate and fees to the number of businesses, number of employees, and sales within
the study area. Given that the pandemic disrupted lodging and retail sales dramatically,
this analysis relies on 2019 revenue estimates for some components of the analysis. Our
assessment does not include other revenue sources such as fees for permits and licenses
issued to households, fines (speeding tickets, etc.), and other relatively minor sources of
revenue for the city.

Table 1 summarizes total city revenues by source generated from the Buckhead area. As
shown, approximately $152 million, or 60%, of Atlanta’s revenues that are derived from
Buckhead come from property tax collections. In total the city collects just under $251
million annually in recurring revenues from Buckhead. This represents 38% of the City of
Atlanta’s 2019 local revenues, which total $667 million.

Table 1. Revenue Estimates (millions)

City of Atlanta
Revenue Source Revenue from the
Buckhead Area

Property Taxes $ 151.57
Sales Taxes from Retail Spending $ 49.34
Lodging Tax $ 10.43
Business License Fees $ 40.62
Total Recurring Revenues $ 251.96

Sources: City of Atlanta, KB Advisory Group
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Figure 2: City of Atlanta Revenue Distribution (millions)

Municipal Cost Analysis

This analysis estimates the cost of the City of Atlanta providing municipal services to the
Buckhead area using two different estimation methods, based on Atlanta’s 2020
Comprehensive Annual Financial Report (CAFR). Interviews of city officials revealed that
the actual municipal spending did not vary dramatically as a result of COVID-related
impacts; therefore, spending in 2020 is a reasonable approximation of city spending on
the Buckhead area in the coming years. The total budgeted costs are adjusted to account
for only the locally funded share in both the methodologies described below. The locally
funded share is determined as the share of total expenses that are accounted for by
property taxes, sales taxes, local option sales taxes, etc. This step ensures that only the
expenses reliant on general revenue funds are estimated and do not include for-purpose,
targeted tax levies.

e Estimation 1: Weighted Share — The weighted share method of service costs for the
Buckhead area weights total expenses according to its share of business activity,
residential population, and property valuation in the Buckhead area. Each expense
category is first disaggregated by the approximate shares allocated to businesses, the
residential population, or property valuation for the entire city. These disaggregated
shares are then weighted by the portion of each value category that occurs in the
Buckhead area. When added together, the sum provides an estimate of the total cost
of providing city services to the Buckhead area.

e Estimation 2: Average Costing — The average costing method used here estimates
the costs of city services on a per unit basis for each of the major expense categories.
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General government costs to provide services to the Buckhead area are estimated
using an average of the share of jobs and population in the Buckhead area. Police
and Fire service costs are estimated by removing the police zone and fire battalion,
which broadly coincide with the Buckhead area. Corrections costs are estimated using
the share of serious crimes that occurs in the Buckhead area. Public Utilities are
estimated using the share of local road miles that are within the Buckhead study area,
which does not include state roads and highways. The cost to service parks is
estimated as the share of park acreage that is within the Buckhead area. Finally, the
cost to service debt is estimated as the percent of assessed property value that is
located in the Buckhead area. The analysis also used the proportionate share of total
household income in the Buckhead area compared to all the City of Atlanta in
assigning debt service costs. This alternative method offered nearly identical results
to using the share of assessed property value.

In sum, the amount that the City of Atlanta spends on the Buckhead area is estimated
using two notably different techniques. Despite the differing methods, the estimates are
broadly similar. The results of the two analyses provide a range of estimated costs to the
Buckhead service area of $135.7 million and $171.7 million annually.

The expenditure categories that vary the most between the two methods are Police, Fire,
Parks and Rec., and Debt Service, as shown below in Table 2.

Table 2. Expense Estimates for Major Expense Categories

Cost to Service Buckhead
City of Atlanta Total Area
(Millions $) (Millions $)
Locally . . . .
Expense Categories Buggged Fur;(f:itz:doftr;are El\jgtrnitdloln E'\jgmggozn
General Government $ 3556 $ 2352 $ 55.0 $ 529
Police $ 2372 $ 156.9 $ 36.7 $ 224
Fire $ 96.4 $ 63.8 $ 14.9 $ 9.1
Corrections $ 20.4 $ 13.5 $ 3.2 $ 2.6
Public Works $ 1248 $ 82.6 $ 26.0 $ 151
Parks, Rec, Cultural Affairs $ 67.6 $ 447 $ 11.3 $ 1.5
Debt Service $ 1224 $ 81.0 $ 24.6 $ 321
Total City of Atlanta $ 1,024.5 $ 6776 $ 1717 $ 135.7
Sources: City of Atlanta, KB Advisory Group
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Figure 3. Allocated Costs: Methods 1 & 2 (millions $)
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Net Fiscal Impacts: City of Atlanta

The total fiscal impacts to the City of Atlanta are calculated using both cost savings
estimations. Using either cost saving method, the City of Atlanta will have a net fiscal loss
if the Buckhead area completes a de-annexation. Depending on actual cost savings, we
estimated that total annual net losses will range from $80.3 million to $116.2 million (Table
3). To put these losses into perspective, these net losses represent between 11.9% and
17.2% of the $673.4 million budgeted general funds in 2020.

Narrowing this range of potential losses will require detailed assessments of potential cost
savings by city division and department and would be impacted by the outcome of de-
annexation negotiations.

Table 3. Net Fiscal Impacts

Estimation Estimation
Method 1 Method 2
Lost Revenue $ (251.96) $ (251.96)
Cost Savings $ 171.65 $ 135.73
Net Fiscal Change $ (80.31) $ (116.22)
Sources: City of Atlanta, KB Advisory Group
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Figures 4 & 5. Net Fiscal Impacts Methods 1 & 2
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Net Fiscal Impacts: Atlanta Public Schools

Atlanta Public Schools receives revenue from the Buckhead area from three main
sources: property taxes, retail sales taxes, and lodging taxes, with property and retail
taxes making up the vast majority of the collections. Similar to the municipal analysis,
APS’s property taxes originating from the Buckhead area are estimated using the
assessed taxable real estate values and millage rates, and retail sales taxes using total
retail sales in the Buckhead area. Lodging taxes are estimated by applying tax rates to
room nights for lodging in the Buckhead area. Again, similar to the municipal analysis, the
APS analysis relies on 2019 revenue estimates.

Figures 6. APS Revenues by Location

As shown above, of the $607 million that APS collected in local tax revenues from the
three sources noted above, $332 million (55%) are collected in Buckhead.

On the cost side, APS spends approximately $12,200 annually per student in local funds.
Based on data from APS collected in a separate assignment, the official enrollment for all
schools in the North Atlanta cluster in 2019 was 8,550. While the cluster boundaries
generally approximate the study area for this analysis, adjustments were necessary to
account for a somewhat smaller area. Using demographic and geographic data, this study
estimates that there are approximately 8,170 students in the Buckhead study area that
attend APS schools. This enrolment level represents 16% of all APS students.

Applying the $12,200 annual local spend to each Buckhead student, yields an estimate
of approximately $99.8 million in service costs originating in Buckhead that are covered
from local APS fiscal revenues.
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Thus, while only 16% of student service costs emanate from Buckhead, 55% of local
revenue comes from Buckhead, leaving a significant net fiscal loss if the Buckhead area
completes a de-annexation. The total APS annual net losses from de-annexation would
range up to $232.4 million. To put these losses into perspective, this amount would
represent approximately 28% of the $843 million 2020 APS budget, and even larger
expected relative loss than experienced by the City of Atlanta.

Other Municipal Impacts

There are other notable fiscal and economic consequences of a de-annexation that are
beyond the scope of this assessment. This assessment qualitatively addresses potential
impacts on municipal bond ratings, implications for economic development, and other
community focused activities. Perhaps the most economically important issue for the City
of Atlanta and the Buckhead area deals with servicing the debt on existing bonds and
cost of financing for future city projects.

Determining a method to fairly and adequately separate the service of debt on existing
municipal infrastructure will, by itself, likely be contested aggressively by the principal
parties, as well as community groups who would have standing to litigate any agreement
between the city and the Buckhead area. This will include existing bonded debt that was
used to expand or improve roads, water and wastewater systems, parks, and other
infrastructure. Given the term of municipal bonds (usually 20 years), this will require
unraveling decades of city investments to determine a basis for allocating what debt
service would remain a burden on Atlanta taxpayers and how much should be borne by
a new Buckhead municipality. However, the largest impact could be on the cost of future
debt.

As noted, Buckhead represents an outsized share of overall revenue generation in
Atlanta. The city’s current debt rating explicitly counts Buckhead area revenues in
considering the city’s overall ability to service existing and new debt to support the
infrastructure needed for a growing community. There is little in previous examples to
indicate how much a debt rating could drop if the city were to lose over $250 million in
annual revenue, but it is known that any drop in ratings could result in substantially higher
interest rates on newly issued bonds, which would result in higher taxes and delays in the
building of needed infrastructure. Existing bondholders could also challenge the terms of
any negotiated agreement for de-annexation based on their on-going interests in
receiving promised payments on issued bonds.

For Buckhead area taxpayers, the ability of a new municipality to establish the municipal
equivalent of a credit rating could result in increased tax rates as the new entity looks to
refinance debt assumed for existing infrastructure and engages in start-up spending. It is
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almost certain that both the City of Atlanta and a newly financially independent Buckhead
will see tax rates rise because of a loss of combined financial resources.

Economic development initiatives for the City of Atlanta may also suffer after a Buckhead
departure. While the city currently competes with suburbs and surrounding counties for
business investment and jobs, splitting off Buckhead results in two comparatively weaker
entities — weaker from having fewer financial resources to engage in business recruitment
activities, and less cohesion in overall economic development strategic planning. This is
important as competition among cities in southern, mid-Atlantic states, and Texas has
been building in intensity since the end of the Great Recession. Should Buckhead de-
annex, Atlanta will not only continue to compete with Charlotte, Nashville, Raleigh-
Durham, Houston, and Dallas, but it will find itself competing with a part of its former self.
A newly independent Buckhead will likely find it almost irresistible to offer incentives to
firms to move across a new city boundary. Atlanta will also want to attract current
Buckhead businesses. The result could easily be a race to the bottom with both entities
giving away critical financial resources in a zero-sum game of economic development
gamesmanship.

From another economic development perspective, it is often said that 215t Century
economic development is primarily about talent attraction and retention. Having the
Buckhead area and Atlanta offering separate “products” is not as attractive as the current
whole. Separating the Buckhead area from the City of Atlanta will likely result in lower
overall performance for the region in attracting and retaining workers. Buckhead is a part
of the unique Atlanta culture that has seen the city in recent years become one of the best
major cities in the nation in developing and deploying talent attraction strategies. The
public fight that will occur during a drawn-out de-annexation process could be a deterrent
for young, talented workers who can easily chose another regional city.

Increasingly, cities are finding that the most cost-effective strategy for meeting the social,
health, and other needs for community members is by having municipal funds go to non-
profit entities who then provide services. The loss of revenue for the City of Atlanta from
a Buckhead area de-annexation will almost certainly lower the level of funding going to
area non-government service providers. Moreover, the non-profits operating in the
Buckhead area may see municipal funding cuts, with little likelihood that a new public
entity would have the financial wherewithal to make up for those cuts anytime in the near
future. Overall, the residents of Atlanta and Buckhead could see less support for
community-based services that will reduce overall community welfare and detract from
the local quality of life.

Operational and capital spending on parks and recreation facilities and resources is
among the first to be cut during time of fiscal distress. As noted above, Atlanta and a new
Buckhead municipality will experience fiscal challenges after a de-annexation. While it
cannot be known for certain how local leaders will alter city spending under conditions of
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revenue constraint, historic precedence from the Great Recession and other previous
economic downturns shows that operational and investment spending in parks and other
public amenities will decline if the Buckhead area leaves the city. Not only will this
decrease the quality of amenities available to existing residents, but it will also negatively
impact the city’s talent attraction efforts.
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Appendix

Appendix Figure 1: Detailed Buckhead Boundaries

Appendix Figure 2: Population Estimates, Source: ESRI, 2020

2000 Census 67,208 418,156
2010 Census 79,921 420,003
2020 Estimate 101,564 503,991
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Appendix Figure 3: Buckhead Employment Estimates, Source: KB Advisory Group based
on data from US Census.

Appendix Figure 4: 2020 Public Revenues from Buckhead ($Millions), by source and
recipient, Source: KB Advisory Group.

Total shown also includes revenues to CID and CVB.
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Appendix Figure 5: Property Tax Revenues from Buckhead ($Millions), by source and
recipient, Source: KB Advisory Group, based on data from Fulton County Tax Assessor.

Buckhead City of
Fulton CID $6. N Atlanta
County $151.6 m
$149.9m __ [
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Appendix Figure 6: Sales Tax Revenues from Buckhead ($Millions), by source and
recipient, Source: KB Advisory Group, based on data from Georgia Dept. of Revenue.

Local Transportation
$14.1m

Other Fulto Georgia $141 m
Cities $19.2

APS $22.8 m

Fulton County $1.7 m

Fulton Schools
$12.3 m

Appendix Figure 7: 2019 Net Fiscal Impact from Buckhead, Source: KB Advisory Group,
based on data from various sources.

Greater Buckhead Remainder of Atlanta
$252 m Total Local Revenues 2019: $667 $415m
City of
Atlanta $170m Est Service Costs $497 m
Greater Buckhead Remainder of Atlanta
$332 m Total Local Revenues 2019: $607 $275m

ATLANTA
.A PUBLIC
SCHOOLS [S$100m Est Service Costs $507 m
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Terms and Conditions

Accuracy of Report: Every reasonable effort has been made to ensure that the data
developed in this assignment reflect the most accurate and timely information possible and is
believed to be reliable. This consulting assignment was based on estimates, assumptions, and
other information developed by KB Advisory Group (“KBA”) from its independent research
efforts, general industry knowledge, and consultations with the client for this assignment and
its representatives. No responsibility is assumed for inaccuracies in reporting by the client, its
agents or representatives, or any other data source used in preparing or presenting this study.
The research and reports are based on information that is current as of the date of the report.
KBA assumes no responsibility to update the information after the date of the report. The
research may contain prospective financial information, estimates, or opinions that represent
our view of reasonable expectations at a particular point in time, but such information,
estimates, or opinions are not offered as predictions or assurances that a particular outcome
will occur. Actual results achieved during the period covered by our prospective analysis may
vary from those described in our research and report, and variations may be material.
Therefore, nor warranty or representation is made by KBA that any of the projected values or

results contained in the work product from this assignment will actually be achieved.

Usage of Report: The research product may not be used, in whole or in part, in any public or
private offering of securities or other similar purposes by the client without first obtaining the

prior written consent of KB Advisory Group.
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