Executive Summary

Affordable housing impact fees are used to support and build new homes for lower income residents. The fees can be charged to developers of new residential or commercial projects, and used for land purchase, construction costs or site rehabilitation related to providing workforce housing. Several cities such as Menlo Park, Mountain View, Redwood City, San Carlos and Sunnyvale have already implemented these fees. Jurisdictions may tailor the fees so they meet local needs. The fees can be adjusted for a wide variety of reasons, so long as they are not arbitrary or capricious, and so long as the fees for all projects remain below the legal maximum.

As part of the 21 Elements multi-jurisdictional effort, a Residential Impact Fee Nexus Study and Commercial Linkage Fee Nexus Study have been prepared for City Name. These studies describe and quantify how the development of homes, offices and commercial space creates a need for housing, particularly for very low-, low- and moderate-income residents. The maximum impact fees that can be legally charged were calculated by estimating the number of new worker households associated with new development. A final analysis was then completed that considered factors like local conditions and the fees of neighboring jurisdictions to determine recommended impact fees. These studies enable the City Council to consider the adoption of residential and/or commercial impact fees that would be used to provide affordable housing. 

A summary of the maximum impact fees and consultant recommended fees are as follows:

Residential “Maximum Nexus-Based” and “Consultant Recommended Fees”
	
	Maximum Nexus-Based Fee 
	Consultant Recommended Fee

	
	Per Unit
	Per Sq. Ft.
	Per Unit
	Per Sq. Ft.

	Single Family
	$
	$
	$
	$

	Condominium
	$
	$
	$
	$

	Apartment
	$
	$
	$
	$




Commercial “Maximum Nexus-Based” and “Consultant Recommended Fees”
	
	Maximum Nexus-Based Fee 
	Consultant Recommended Fee

	
	Per Unit
	Per Sq. Ft.
	Per Unit
	Per Sq. Ft.

	Office
	$
	$
	$
	$

	Retail
	$
	$
	$
	$

	Hotel
	$
	$
	$
	$





Housing Need

The need for affordable housing in City, the Peninsula and the Bay Area far exceeds the supply. Both ownership and rental housing have become increasingly less affordable over the past several decades. New market rate housing is only affordable to people making higher income wages. However, half or more of new jobs pay lower income wages. 

(Insert City-specific background here)

Legal and Policy Context

Impact Fees and Nexus Studies 
Impact fees are charges imposed by jurisdictions that can be used to support and build new development. Since the 1970s, California cities have used impact fees to reduce costs paid by the public for items like roads, parks, schools, water and sewer. The money these fees generate is placed into a fund to help pay for new affordable housing. Fees can be set per square foot, per unit or by some other measure, and can only be applied to new development projects. Before being adopted, jurisdictions must show that there is a connection, or nexus, between the impacts of development and the fees charged. 

A nexus study assesses the connection between new development and the need for new affordable housing. This is accomplished by calculating the number, type and salaries of jobs that will result from a new development. The study then establishes the maximum impact development fee that can legally be charged to a developer for each type of development being studied. Residential developments include single-family homes, townhomes, condominiums and apartments. Commercial developments include the categories of office (office, medical office and R&D), retail (restaurant, retail and services) and hotel (hotel, resort and other lodging).

The logic behind impact fee nexus studies is that residents of new housing spend money on goods and services like landscaping, childcare and restaurants. New commercial developments also require new workers. Many of the workers providing these services and working at these new businesses earn lower wages, and cannot afford to buy or rent a home at market-rate. Nexus studies calculate the maximum fees that would be necessary to bridge the difference between what these new worker households can afford to pay, and the cost of developing housing units to accommodate them.  

While a nexus study will inform a jurisdiction about the maximum amount they can legally charge as an impact fee, the maximum fee level may not be appropriate given local housing market conditions, existing fee levels in the region or the jurisdiction’s current fee structure. A feasibility study considers these conditions and recommends a more appropriate impact fee that does not interfere with the profitability of new development. 

Policy Environment 
Recent policy changes have also contributed to the growing interest in new strategies that promote affordable housing. Redevelopment agencies, the primary funding source for affordable housing at the local level, were eliminated because of changes to State law. Additionally, a jurisdiction’s ability to require affordable units in new rental housing -- a practice called inclusionary zoning -- was restricted due to the 2013 Palmer v. Los Angeles lawsuit.
	
Growth of Impact Fees
Many jurisdictions across the country and throughout the Bay Area region have shifted toward the use of impact fees to increase affordable housing opportunities. Several Bay Area cities, including Daly City, Fremont, Mountain View, Menlo Park, Redwood City, San Carlos, San Francisco, Santa Rosa and Walnut Creek have established residential and/or commercial housing impact fees. For instance, Redwood City recently approved charges between $20 - $25 per square foot for new residential development (based on type of development) and $20 per square foot for new commercial office development. These fees are expected to generate over $3 million per year, which will be deposited into their housing trust fund.

Impact Development Fees of Neighboring Jurisdictions
	City
	Single Family
	Condo
	Apartment
	Office
	Retail

	Cupertino
	$16.50
	$20.00
	$25.00
	$20.00
	$10.00

	Daly City
	$18.00
	$22.00
	$25.00
	N/A
	N/A

	East Palo Alto (a)
	N/A
	$22.00 - 44.00
	$22.00
	N/A
	N/A

	Menlo Park (b)
	N/A
	N/A
	N/A
	$15.19
	$8.42

	Mountain View (c)
	N/A
	N/A
	$15.00
	$25.00
	$2.50

	Redwood City
	$25.00
	$20.00
	$20.00
	$20.00
	$5.00

	San Carlos (d)
	$21.00 - 42.00
	$21.00 - 42.00
	$24.00 - 43.00
	N/A
	N/A

	Sunnyvale
	$N/A
	N/A
	$17.00
	$15.00
	$7.50


a. 25.00 per sq. ft. for housing without structured parking and 44.00 per sq. ft. for housing with structured parking
b. Commercial buildings 10,000 sq. ft. and under exempt from fees. 
c. New gross floor area under 10,000 sq. ft. for office and 25,000 sq ft for retail discounted 50% 
d. Range based on number of units	


Use of the Impact Fees

Local funding can be used in a variety of ways to support affordable housing. Funds from housing impact fees would be required to be spent on affordable workforce housing (not housing for generally non-working populations, such as seniors).  Examples of the types of programs that these funds could be used for include:
· Loans or grants to subsidize construction cost of new units
· Homebuyer loan programs 
· Extension of expiring affordability covenants
· Acquisition of affordability covenants for existing housing units
· Rental subsidies
· Housing rehabilitation programs


The Grand Nexus Study

Beginning in February 2014, San Mateo County jurisdictions joined together to collectively study potential affordable housing impact fees. Co-sponsored and coordinated by the San Mateo County Department of Housing (DOH) and the City/County Association of Governments of San Mateo County (C/CAG), 21 Elements hired Strategic Economics and Vernazza Wolfe Associates, Inc. to prepare a multi-jurisdictional nexus study. This effort has been called the Grand Nexus Study since it involves multiple jurisdictions, covers both residential and commercial development, and looks at feasibility as well as the legally required nexus analysis. Funding was provided by Enterprise Community Partners and the US Department of Housing and Community Development’s Sustainable Communities Program.

Studies were customized for each jurisdiction, including market data, demographic information, policy issues and feasibility analysis. Most cities received two separate studies, one for residential development and a second for commercial development. When making recommendations, the consultants also ensured that if a city adopts both a residential and commercial fee, the impacts would not be double counted. Winning a Best Practices award in May of 2015 from the Northern California chapter of the American Planning Association, the joint study allowed multiple jurisdictions to collaborate on an important regional issue. All cities maintain their individual authority in adopting a fee and developing a related fee program. 

When preparing nexus studies and feasibility reports, a number of estimates need to be calculated. The Grand Nexus Study used conservative assumptions for these calculations whenever possible. Doing so resulted in a lower estimate of the maximum nexus-supported impact fee that can legally be charged to new development. For instance, because there had been little new housing development completed in San Mateo County before 2014, the sale prices and rental rates used in the study were often several years old. While new projects will probably be significantly higher in price and rent, lower cost assumptions built in a cushion in case there is an economic downturn in the future. Similarly, a lower range of land and construction cost were used to estimate development costs. As a result, the fees identified in the feasibility reports have a safety margin to assist councilmembers and staff with arriving at jurisdiction-specific fees that are legally appropriate and implementable. 

Steps of the Study 
The following steps make up the Nexus Study Process:
1. Identify what type of residential and/or commercial development to study: Residential studies can include single-family detached homes, condos, townhouses and apartments. Commercial studies can include offices, retail and hotel. 

2. Estimate future conditions and impacts based on conservative assumptions (for both residential and commercial): For a residential study, the annual household income of buyers and renters is first estimated. The economic impact they will have is then calculated, including jobs and wages linked to spending. Finally, the number of new worker households and annual incomes that are expected is determined. 

For a commercial study, the number of workers that will work in newly developed commercial space is first estimated. The number of households needed for these new workers is then calculated, followed by their projected wages and annual household incomes.

3. Calculate the number of new workers eligible for affordable housing: Also known as the demand for affordable housing, results from this step are sorted by very low, low, and moderate incomes. 

4. Calculate the difference between what new worker households can afford to buy or rent, and the cost of building a new housing: The amount of subsidies needed to build affordable housing, and the final step to determining residential and commercial maximum nexus-based impact fees. 

Results
Two separate studies were conducted for City Name:

1. New residential development (Residential Impact Fee)
2. New commercial development (Commercial Linkage Fee)

1. Residential Impact Fee: Residential development includes single-family detached homes, townhomes, condominiums and apartments. These uses were converted into prototypes with generalized unit sizes and construction type. The steep increase in prices and supply over the last several years made studying feasibility challenging; sales figures and initial analysis were from projects sold or rented in the Summer 2014 or earlier, prior to recent rent increases and completion of pipeline projects. 

A feasibility study then determined appropriate fee levels below this maximum that will not interfere with the profitability of new development. Four different fee levels were tested against the project assumptions to determine an appropriate fee level while maintaining project viability (pages #-# of the Residential Impact Fee Report). Remove prototypes not studied

· Single Family – In the current market, a fee of $ per square foot is recommended. Fees range from $15 per square foot in Cupertino to up to $44 per square foot in San Carlos. 

· Townhouse – This prototype, smaller than single-family homes and larger than condominiums or apartments, also typically includes attached garages and multiple floors. A fee of $ per square foot is recommended. This fee compares to $18 per square foot in Daly City, $23 per square foot in East Palo Alto and $21- $42 per square foot in San Carlos. 

· [bookmark: _GoBack]Condominiums and Apartments – These two uses share similar characteristics in size and parking. A fee of $ per square foot is recommended for condominiums and $ per square foot for apartments.  Fees for condominiums range from $20 per square foot in Cupertino and up to $44 per square foot in East Palo Alto. Fees for apartments range from $15 per square foot in Redwood City to up to $43 per square foot in San Carlos. 

2. Commercial Linkage Fee: Office (office, medical office and R&D), retail (restaurant, retail and services) and hotel (hotel, resort and other lodging) were all considered in the commercial study. Recent projects and pro forma analyses were used to determine construction costs and market value. A maximum nexus-based fee of $ per square foot for office, $ per square foot for retail and $ per square foot hotel was calculated.

A feasibility study then determined appropriate fee levels below this maximum that will not interfere with the feasibility of new development. Four different fee levels were tested against the project assumptions to determine an appropriate fee level while maintaining project viability (pages #-# of the Commercial Linkage Report). 


· Office – In the current market, a fee of $ per square foot is recommended. This fee compares to $20 per square foot in Cupertino, $25 per square foot in Mountain View, $19 per square foot in Palo Alto and $15 per square foot in Sunnyvale. 

· Retail – Retail development typically can support a lower fee than office projects. A fee of $ per square foot is recommended. This fee compares to $8 per square foot in Menlo Park, $7.50 per square foot in Sunnyvale and $2.50 per square foot in Mountain View. 

· Hotel – A fee of $ per square foot is recommended. This fee compares to $8 per square foot in Menlo Park, $7.50 per square foot in Sunnyvale and $2.50 per square foot in Mountain View. 
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