
FACT SHEET

U.S. LOCAL GOVERNMENT FINANCE TOOLS

Local governments in the United States are responsible 
for paying for and providing certain services and infra-
structure, such as public education, affordable housing, 
road maintenance, and water infrastructure.1 This fact 
sheet identifies local government revenue sources and 
highlights a selection of tools local governments can use 
to plan for, implement, and maintain these services and 
infrastructure projects.
 It is important to remember that local governments 
operate in a complex set of structures that impacts which 
services and infrastructure projects they are expected to 
provide, and how they pay for them. While some localities 
may have access to all of the below revenue sources and 
tools, other localities may be much more limited by what 
their state governments allow. State and local laws should 
be consulted to determine what specific revenue sources 
and tools are available to a particular local government. 

Traditional Local Government 
Revenue Sources

INTERGOVERNMENTAL TRANSFERS

In 2017, state government transfers (including indirect 
federal funds) and direct federal government transfers 
accounted for 31.5 percent and 4.1 percent of local 
government general revenue respectively (Significant 
Features of the Property Tax 2017). In the same year, 
more than two-thirds of state government transfers to 
localities went to education programs and 40 percent of 
federal government transfers to localities went to housing 
programs (Tax Policy Center 2020).
 Almost all federal grants to state and local governments 
are conditional grants that require that funds be spent for a 
specific purpose and comply with federal regulations and 
mandates, such as the prohibition of employment discrimi-
nation on the basis of a protected class (Dilger and Cecire 
2018). Some state and federal grants require that local 
governments provide matching funds as a condition of 
receiving aid (Tax Policy Center 2020). 
 

 When it comes to state aid to local governments, the 
amount and type (earmarked vs. unrestricted) of aid local 
governments receive varies by state. For example, many 
states share specific state tax revenue (like the income tax 
or sales tax) with localities while other states share a lump 
sum amount with localities based on factors such as 
population size (Kass et al. 2020; Michel 2020).

PROPERTY TAX 

In 2017, the property tax—a tax generally based on the 
market value of privately-owned property—accounted for 
30.1 percent of local government general revenue, making  
it the largest source of tax revenue overall (Significant 
Features of the Property Tax 2017). The property tax 
includes both taxes on real property (land and buildings) 
and taxes on personal property (equipment, boats, etc.). 
Most local government revenue is generated from taxes on 
real property. Property tax rules vary depending on the 
locality, but properties owned by local, state, and federal 
governments are usually exempt from the property tax (Bell 
2015; Kenyon and Langley 2010). States also generally 
exempt religious, charitable, and educational properties, 
including nonprofit hospitals (Fisher 2015; Gruber 2019), 
though such organizations are often expected to make 
voluntary payments in lieu of taxes (PILOTs) to offset the 
financial cost of their exemptions (Kenyon and Langley 
2010). The property tax has several notable features:

• Property taxes are visible and transparent and  
help hold public officials accountable. 

• Property taxes provide fiscal independence for  
local governments. 

• Property tax revenue is responsive to economic  
growth and is stable over time compared to income  
and sales taxes.

• Property taxes are more progressive than sales  
taxes (Fisher 2009; Youngman 2016).
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INDIVIDUAL INCOME TAXES

Individual income taxes accounted for 1.9 percent of local 
government general revenue in 2017 (Significant 
Features of the Property Tax 2017). Local governments in 
13 states levy some type of tax on income in addition to 
the state income tax. This category also includes the 
corporate income tax; only seven states allowed localities 
to levy this tax in 2017 (Tax Policy Center 2020).

OTHER TAXES AND CHARGES AND MISCELLANEOUS 
REVENUE SOURCES 

Other taxes accounted for about 1.9 percent of local 
government general revenue in 2017 (Significant 
Features of the Property Tax 2017). These taxes include 
severance taxes, among others (Tax Policy Center 2020). 
Severance taxes are taxes on the extraction of natural 
resources (including oil and natural gas). Only 12 states 
allowed local severance taxes in 2017. 
 Charges and miscellaneous revenue accounted for 
22.7 percent of local government general revenue in 
2017 (Significant Features of the Property Tax 2017;  
Tax Policy Center 2020). This category includes interest 
earned on government reserves and balances; rents and 
royalties on government property; special assessments; 
and charges for services and facilities like water, 
sewerage, and parking. 

An example of 
local government 
revenue sources 

Houston, Texas  
Fiscal Year 2019 
Estimated Revenues 

Source: City of Houston, Texas, Proposed FY2019 Operating Budget.

 Many states impose limits on property tax rates, 
property tax revenue, or increases in assessed property 
values in order to lower tax liability. Many states also 
provide property tax relief to homeowners through 
homestead exemptions and credits, income-sensitive tax 
relief (such as circuit breaker tax credits), property tax 
deferrals, and income tax deductions for property taxes 
(Fisher 2015).

SALES TAXES

Sales taxes accounted for 7.3 percent of local govern-
ment general revenue in 2017 (Significant Features of 
the Property Tax 2017). The sales tax has several 
notable features:

• Thirty-seven states allow general sales taxes to be 
levied by at least one form of local government (from 
0.5 percent in Hawaii‘s counties to 8 percent in 
Colorado’s counties and cities).

• General sales taxes typically apply to most tangible 
goods; however, some localities exempt certain items 
such as food for consumption at home, prescription 
and nonprescription drugs, textbooks, and clothing. 
Services are also taxed, but with many exemptions. 

• Selective sales taxes, which have a different tax rate 
than the general sales tax, are applied to certain 
goods such as tobacco, alcohol, and motor fuels. 

• Local special sales taxes are imposed on specific 
goods and services like restaurant meals, hotel 
accommodations, and rental cars and primarily 
target visitors (Tax Policy Center 2020). 
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An example of 
local government 
expenditures 

Portsmouth,  
New Hampshire 
Fiscal Year 2020 
General Fund 
Expenditures

Source: City of Portsmouth, New Hampshire, FY2020 Popular Annual Financial Report.

Additional Local Government 
Finance Tools

DEBT

Short-term Debt
Local governments can issue short-term debt, usually to 
cover temporary operating cash flow deficits (Municipal 
Research and Services Center 2020). Short-term debts are 
usually referred to as notes and generally must be paid 
within 12 months. If the notes are to be paid from specific 
taxes due in the near future, they usually are called tax 
anticipation notes (TANs). If notes are to be paid from 
anticipated intergovernmental revenue, they are called 
revenue anticipation notes (RANs) (Driessen 2018).

Long-term Debt (Municipal Bonds)
A municipal bond is a debt obligation a local government 
issues to raise money for a capital project (for example, 
infrastructure or durable assets like fire trucks). Municipal 
bonds can be sold publicly in the capital markets or sold 
directly to a bank (or other large institution) via a private 
placement process. The locality’s creditworthiness is one 
of several factors that is very important in the process. 

Bonds are often classified into two general categories 
based on the way that they are repaid:

• General Obligation Bonds are secured by the full faith 
and credit of the local government (its taxing power) 
and generally repaid with any revenue of a municipality.

• Revenue Bonds are repaid with a specific revenue 
stream from the municipality or a specific revenue 
stream related to the project the bond is financing.

PUBLIC PRIVATE PARTNERSHIPS (P3/PPP)

A P3 is typically a long-term contractual agreement 
between a public entity and a private sector entity to 
complete all or some phases (such as designing, building, 
and operating) of a project. A P3 draws on the skills and 
assets of each public and private sector partner to deliver 
a service or facility for the public’s use. Each party also 
shares in the risks and rewards in the construction, 
delivery, or operation of the service and/or facility. 
Because P3s have a greater latitude for contract negotia-
tion and are developed with different private sector 
partners, each P3’s terms and outcomes are unique.
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TAX INCREMENT FINANCING (TIF)

Tax increment financing seeks to promote economic 
development in a designated area of a municipality by 
earmarking property tax revenues from anticipated 
increases in assessed property values resulting from 
investment in that designated area. TIFs direct a portion 
of funds captured by the property tax toward specific 
public purposes within the designated boundaries of the 
TIF. State statutes and regulations often require that this 
designated area is blighted (or in need of development) 
and that development would not occur “but for” the TIF 
(Merriman 2018).

LAND VALUE CAPTURE (LVC)

Land value capture, also know as land value return, is 
based on the premise that communities should be able to 
recover and reinvest land value increases resulting from 
public investment and other government actions. There 
are a range of land value capture instruments, some of 
which are described below.

• Special Assessments: Property owners that directly 
benefit from a public improvement or service are 
required to pay a fee to the municipality, defraying 
the costs incurred by the municipality.

• Charges for Building Rights: Developers pay the city 
a fee for the right to build beyond what is normally 
allowed in that area, such as the ability to exceed the 
maximum floor area ratio (FAR).

• Inclusionary Housing or Zoning: Developers are 
required or incentivized to include affordable units 
within their housing development or off-site or pay 
into a fund which the city then uses to build 
affordable housing.
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NOTES
1 Local governments include county governments, 

municipalities (which includes cities), townships, special 
districts (such as water and sewerage authorities), and 
school districts (Tax Policy Center 2020).
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