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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
August 9, 2016
TO:
Mayor and Councilmembers

FROM:
Planning Division, Community Development Department 

SUBJECT:
Development Impact Fees
RECOMMENDATION:  That Council:  
A.
Discuss the potential merits and drawbacks of development impact fees; and
B.
Direct staff on the process to bring the item back to Council, if needed.
DISCUSSION:
At the June 1, 2016 Council meeting, staff was directed to return with information for Council to consider whether or not development impact fees should be established in the City.
Purpose of Development Impact Fees

A development impact fee is a monetary exaction (other than a tax or special assessment) charged by a local government to an applicant in connection with approval of a development project for the purpose of defraying all or a portion of the cost of public improvements, public services, and community amenities related to the project (Gov. Code § 66000(b) & (d).) A development impact fee is not a tax or special assessment; it is voluntary, charged only to new development, designed and used to fund new capital improvements, public services and community amenities needed to serve development, and must be reasonably related to the cost of the improvement, service, or amenity provided by the local agency. As shown in Attachment 1, the legal requirements for enactment of development impact fees are set forth in the “Mitigation Fee Act” under the Government Code.
Development impact fees are typically applied to every new development where new capital improvements, public services or community amenities are required to serve the new land use, though exceptions can be made for certain types, such as affordable housing. State enabling legislation influences the kind of impact fees that local governments can charge. In California, the types of facilities that are eligible for impact fees include affordable housing, roads, water, sewer, storm water, parks, fire, police, library, solid waste, and schools. Impact fees are assessed based on the facility demand of the proposed use as measured by its type, size, and location. Residential
uses are usually differentiated by type or size of unit, and non-residential uses by amount of floor area.
Residential development is typically subject to all development impact fees adopted for a jurisdiction, in varying degrees (per-unit costs of a multi-unit development are typically less than the per-unit cost of a single-family development), while nonresidential development are typically exempt from parks, library, and school impact fees.

Adoption of impact fees reduces pressure on local jurisdictions to raising taxes and fees. With new development paying for its own capacity-enhancing infrastructure and other needs, any current funds that have been designated to pay for those projects can be shifted to the more immediate needs of existing residents, such as facility or infrastructure maintenance and rehabilitation.

Local Examples of Development Impact Fees

Currently, the only DIF applicable in the City is a School Impact Fee.  While originally a local impact fee, state law changed many years ago to allow school districts to collect these fees directly at a set rate. However, as seen in Attachment 2, the City’s General Plan contains several policies and implementation actions related to the potential creation of development impact fees, primarily envisioned for acquisition of new parks and open space areas, and financing capital improvements (Attachment - General Plan Policies Related to Development Impact Fees).
Approximately 85 cities and counties in California charge development impact fees. Locally, the County of Santa Barbara and cities of Goleta and Carpinteria collect these fees. Although a direct comparison of development impact fees among communities is often difficult, two theoretical development projects—a new 2,000 square-foot single-family residence (SFR) on a 10,000 square-foot lot, and a new 5,000 square-foot retail commercial development—are provided as examples below for a general comparison of fees in the three local communities. 
	Fee Program
	Santa Barbara County1
	City of Goleta
	City of Carpinteria

	
	SFR
	Retail
	SFR
	Retail
	SFR
	Retail

	Parks
	$11,360
	$9,255
	$10,301
	$7,955
	$6,499+4 
	$13,700

	Transportation
	$14,698
	$386,910
	$15,522
	$15,522/PHT2
	$5,890
	$84,300

	Library
	$468
	$810
	$441
	$775
	N/A
	N/A

	Storm Drainage
	N/A
	N/A
	N/A
	N/A
	$2,201
	$1,321

	Public Admin.
	$1,999
	$3,490
	$1,959
	$3,430
	$1,699
	$1,350

	Police/Sheriff
	$535
	$1,860
	$504
	$1,760
	N/A
	N/A

	Fire
	$1,196
	$3,905
	$1,180
	$3,850
	N/A
	N/A

	Total Fees
	$30,256
	$406,230
	$29,907
	$17,770 +3
	$16,289
	$100,671


1 Santa Barbara County fees quoted are for the Goleta Planning Area
2 PHT = PM Peak Hour Trips generated pursuant to the current edition of the ITE Trip Generation Manual

3 Does not include Transportation fee, as the number of PM Peak Hour trips is unknown for this theoretical example

4 Includes Aquatics Facilities Fee

Potential Merits and Drawbacks of Development Impact Fees

As generally described above, the primary reason why communities adopt DIFs is because of the financial assurance they provide for the future construction of critical infrastructure and facilities that are required to serve new development.  It is frequently heard that “development should pay its own way,” and DIFs are one way to ensure this happens.  One could reasonably argue that in communities that do not have sufficient capital facilities and where great potential exists for new and significant redevelopment (i.e. expansion of non-residential square-footage and the addition of new residential units), DIFs can be part of a sound capital improvement program.
However, DIFs can also be viewed as an impediment to development.  Typically (and in simplistic terms), when determining whether a new development project makes financial sense, project owners evaluate the estimated total cost to build and the expected income at project occupancy or sale.  If it is forecast that a reasonable return on investment cannot be attained, the developer will likely pass on the opportunity.    
Under discussion of impediments to construction of affordable housing, the City’s Housing Element states the following:  
The City of Santa Barbara is somewhat unusual in that there are no other programmatic impact fees or exactions that are charged to all new residential projects.  This is not an oversight.  In the past, the City has had traffic improvement and other programmatic assessment fees to address major infrastructure deficiencies.  Since the early 1990s, the City’s transportation focus has been on supporting alternative modes of transportation and transit use and not road widening projects.  Developing a fee program for transit operating costs is very complicated and yet to be implemented.  The City does not currently impose any additional schools, parks or other fees, exactions or assessments on new residential projects.

Scope and Methodology of Development Impact Fee Studies
Creating a development impact fee program can be a costly and labor-intensive process. A well-developed fee program can generate sufficient funds to adequately mitigate impacts created by new development, while a poorly planned fee program can result in collecting too little money, or charging too much money and exposing an agency to a legal challenge. 
Development impact fees are most beneficial to communities that are not largely built out. Because new development cannot be required to pay for existing deficiencies and can only be used for new or acquired infrastructure to support the additional development, impact fees in the City of Santa Barbara may not generate enough revenue to offset the added development costs for the incremental growth anticipated over the next 20 to 30 years. A fee study can provide this information. 

A fee study provides an agency with the factual justification to adopt impact fees and estimates the projected burden that new development will create on the City’s infrastructure. It is important to understand first which land uses demand certain public services or infrastructure. Once that is determined, the demand-to-capacity ratios for different capital facilities would be calculated and estimates generated for the cost to meet a prescribed level of service for the anticipated population. Consideration would also be given for any development types that might be exempt from paying impact fees, such as affordable housing projects or other Community Benefit Projects.

If Council directs staff to prepare a fee study, staff would return at a subsequent Council meeting with a draft scope of work for the study prior to releasing a Request for Proposals. 
BUDGET/FINANCIAL INFORMATION:

A comprehensive development impact fee study would be a major work effort that is best led by an experienced private consultant with substantial work also carried out by staff at all levels in multiple departments.  It would take approximately one year and $50,000-$75,000 to complete. No funds are budgeted for this effort. If Council directs that work commence immediately, staff anticipates that other current workload priorities would likely be delayed as a result.

ATTACHMENT:
1. California Government Code Sections 66000-66014 and 66016-66025 (The Mitigation Fee Act)

2. General Plan Policies Related to Development Impact Fees
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