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1.0 Introduction

This document summarizes the key guiding documents, methodologies, procedures, and policies that
were established during the development of the City of San Diego's (City) Development Impact Fee
Program (DIF). This document is intended to document the key points and features of the program and
be used as a reference when implementing and administering the DIF program.

1.1 Purpose/Need

San Diego Municipal Code §142.0640 provides for the imposition and administration of development
impact fees. Development impact fee (DIF) programs are generally established and utilized to provide
new or expanded public capital infrastructure that is needed to serve future development. The fees are
established based on a methodology and calculation derived from the cost of the public facilities needed
and the nature and size of the proposed development, also known as establishing a nexus. A "rational
nexus" must be established between the fee and the needs created by future development and the
benefits incurred by the development. The nexus identifies a fair share- cost (or unit cost) of the needed
capital infrastructure that can be allocated to individual developments based on a standard metric (e.g.,
project square footage, generated vehicle miles traveled (VMT), population, and/or projected
employment). The fees collected through a DIF program cannot be used to improve or mitigate current
needs or deficiencies, only those associated with future growth.

1.2 Background

In 2018 the City of San Diego (City) underwent an effort to evaluate their current DIF program in order to
determine if the program still met the current standards issued by the state of California as well as was in
line with current industry practices. The Evaluation of Development Impact Fee (DIF) Methodologies
Report (Keyser Marston Associates, Inc., May 2019), included as Exhibit A, summarized the findings of this
effort.  The study found that City's previous DIF program, when compared to similar programs
implemented by peer agencies, needed to be updated to better align with current best practices of the
State. Additionally, with the recent adoption of Assembly Bill 602 (AB-602) the City's DIF program was
no longer in line with State of California Standards. Therefore, the City of San Diego undertook an effort
to completely rebuilding the structure, methodology, and implementation of their DIF program to better
align the current standards of practice as well as the meet the evolving needs of their communities.

1.3 Relevant Documents

Several documents were developed and approved during the process of implementing the DIF
program. These documents provide the methodologies, assumptions, and detailed calculations used
to create the DIF program and establish a legal nexus to impose the fees on new land use development
projects. A brief description of the relevant documents is provided below.

Framework Report: February 2021- The Framework report established the guidelines and structure in
which this DIF Program was developed and outlines how the City can transition from the previous
community based DIF program to this citywide DIF program. The Framework report also set forth the
requirements and guidance for all of the subsequent documents that would be developed for the
program, including the nexus studies for each asset class, as well as this program report. The
Framework report should be referenced whenever a new DIF program document is developed or an
existing document is updated, including the development of nexus studies for new asset classes.

City of San Diego DIF Program Residential Scaling Methodology Memo: May 2019 - The Residential
Scaling Methodology Memo documents the research, assumptions, and process used to develop a
method which estimates the number of residents that would potentially occupy a dwelling unit based
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on its size (square feet) and type (single family vs multi-family). The residential scaling methodology
was developed based on a statistical analysis of the existing dwelling units within the City of San Diego.
Based on this data a correlation was established between unit size (based on Assessor's Parcel Records)
and the number of people per household (based on US Census data). As discussed in subsequent
sections, all DIFs are imposed based on the net new population (residential or service population) that
would be associated with a new land development project. Thus, this method is used by the DIF
program to estimate the number of residents that would be associated with the housing units within a
project.

Citywide Parks Development Impact Fee Nexus Study: May 2021 - The Parks DIF Nexus Study
establishes the maximum legal fee that can be imposed on new development to mitigate their impact
on the City's Parks system. The Parks DIF Nexus Study was developed based on the Recreational Value
standard that was established in the City's Parks Master Plan - Parks for all of Us, August 2021. The Parks
DIF Nexus Study establishes a legal nexus between the requirement for park facilities within the City,
and their associated cost, to the number of residents that will occupy a new development and
Recreational Value score they require to meet their City's standards.

Citywide Fire-Rescue Development Impact Fee Nexus Study: - The Fire-Rescue DIF Nexus Study
establishes the maximum legal fee that can be imposed on new development to mitigate their impact
on the City's Fire-Rescue system. The Fire-Rescue Nexus Study was developed based on the current
fire-rescue infrastructure within the City, the cost to maintain the current level of service provided by the
City's Fire-Rescue system as growth occurs, and new growths fair-share responsibility in providing
additional infrastructure in underserved areas. The Fire-Rescue DIF Nexus Study establishes a legal
nexus between the coverage of Fire-Rescue services within the City and the associated cost to
implement the required infrastructure to provide that coverage and further expand it in underserved
areas.

Citywide Library Development Impact Fee Nexus Study: - The Library DIF Nexus Study establishes the
maximum legal fee that can be imposed on new development to mitigate their impact on the City's
Library System. The Library DIF is based on the guiding principles that were developed by the San
Diego Public Library Master Plan Framework, November 2021, as well as key factors that were found to
be statistically significant at the City's top five performing library branches. The Library DIF Nexus Study
establishes a legal nexus between the need for library facilities and services within the City and the
associated cost to implement the infrastructure required to continue to provide those services as
growth occurs.

Citywide Mobility Development Impact Fee Nexus Study: -The Mobility DIF Nexus Study establishes the
maximum fee that can be imposed on new development to mitigate their non-CEQA related impacts
on the City's Mobility Network. The nexus study is based on the City’s current and planned mobility
needs, as identified through the community planning process, and assess the fair-share cost in which
new development would be responsible for in implementing the City's planned infrastructure. The
Mobility DIF Nexus Study establishes a legal nexus between the future need for mobility related
infrastructure within the City to cost of the infrastructure that is required to meet those needs. It then
determines the fairOshare cost allocated to future growth based on the anticipated burden the growth
will place on the City's Mobility network.

City of San Diego Active Transportation In-Lieu Fee Nexus Study, April 2020 - The Active Transportation
In-Lieu Fee (ATILF) Program is a Vehicle Miles Traveled (VMT) mitigation fee program that allows for
land use development projects, located within non-VMT efficient areas, to mitigate their VMT related
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impacts under CEQA. The ATILF Program Nexus Study establishes the maximum fee that can be
imposed on new development to mitigate their CEQA related impacts on the City's Mobility Network
through the implementation of VMT reducing infrastructure. The ATILF Nexus Study identifies and
documents the relationship between the cost and effectiveness of VMT reducing Infrastructure and
relates that to the VMT related impacts in which land use development will generate.

City of San Diego Active Transportation In-Lieu Fee Calculator Tool - User Manual; May 2020 - The ATILF
Calculator Tool - User Manual documents the assumptions, methodologies, and data sources that are
used to calculate and impose the ATILF.
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2.0 Fee Program

Figure 2.1 displays a flow chart of the overall structure of the DIF Program. The following sections
provide a brief description of the various components of the DIF Program’s structure. The program is
designed this way to give the City the flexibility to update any component of the program without
needing to update the overall program structure as a whole. It should be noted that the ATILF program
is considered a mitigation fee and is separate from the DIF program, as it only applied to projects that
are identified to have a VMT related impact under CEQA. The DIF programs are applied unilaterally
across all land use developments and are not associated with CEQA mitigation.

2.1 Asset Classes
As noted in Figure 2.1 the following asset classes are covered by the DIF program.

e Parks and Recreation
o Fire-Rescue

e Library

e Mobility

New asset classes can be integrated into the DIF program without any major overhauls or updates. If
the City decides to incorporate a new asset class into the program, a nexus study will need to be
developed based on the standards outlined in Chapter 3 of the Framework Report. The nexus study
and a corresponding fee ordinance will need to be adopted by City Council. Finally, the relevant
portions of Chapters 3 & 4 of this document will also need to be updated, accordingly.

2.2 Land Uses

The DIF program is imposed based on the number of residents and employees in which a new
development is anticipated to service (service population). The total service population associated with
a new development is calculated based on the type and quantity of land uses that are included within
the development. The following sections outline the land use types that are required to participate in
the DIF program.

Exempt Land Uses
The following land uses are exempt from participating in the DIF program:

e CivicUses

e State and Federal Uses

e Military Uses

e Public Park and Recreation Facilities
e Public Schools

e Open Space and Land Preserves

o Utility facilities

e Permanent supportive housing’

e Transitional housing?

'Permanent supportive housing is rental housing that is affordable for low-income households and includes access
to voluntary supportive services.

Transitional housing facilities offer residential accommodations for a specified period of time, mental health
support and counseling services, and other support services to prepare families and individuals for independent
living. Transitional housing facilities do not include drug or alcohol in-house treatment or rehabilitation facilities,
work furlough or probationary residential facilities, or emergency shelters.
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Figure 2.1 DIF Program Structure
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DIF Land Use Categories
Table 2.1 summarizes the land use categories that are required to participate in the DIF program. The
table also identifies the metric used to impose the DIF, as well as examples of the specific uses that fall
under the land use category. It should be noted that the example land uses outlined in the table do not
cover all the specific land use types that could fall under the land use category. Uses that are not
covered within the table and/or that are not outlined in Exhibit B, will need to work with the City to
develop or provide substantial evidence to identify the number of residents and/or employees that
would be associated with the use.

Table 2.1

Land Uses Subject to the DIF Program
How Fee is
Calculated

Example Uses

Residential | Number of Single Family DIF is imposed based on number of
residents Multi-Family residents.
Senior Housin
G g The number of residents is calculated
roup Quarters ) _ )
based on the methods outlined in the City
of San Diego DIF Program Residential
Scaling Methodology Memo, May 2019.
Senior housing assumes a maximum two
people per household.
Group quarters assumes on person per
bed.
Other Number of Dormitory These uses are classified by the City of
Residential = employees Congregate Care Facility San Diego as commercial uses.

Single Room Occupancy Hotels

Therefore, DIF is imposed based on
number of employees.

The number of employees is calculated
based on the gross building square
footage and specific land use type.

Educational | Number of

Private High School

The number of employees is calculated

employees Private Middle School based on the gross building square
Private Elementary School footage and specific land use type.
School District Office
Industrial Number of Heavy Industry The number of employees is calculated
employees Industrial Park based on the gross building square

Light Industry - General
Warehousing

Public Storage
Scientific Research &
Development

footage and specific land use type.

Institutional | Number of

Religious Facility
employees

The number of employees is calculated
based on the gross building square
footage and specific land use type.
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Table 2.1 Land Uses Subject to the DIF Program
~ HowFeeis |
Land Use Calculated Example Uses } Notes
Lodging Number of Low-Rise Hotel/Motel DIF is imposed based on total number of
employees High-Rise Hotel employees. Number of employees is
Resort Hotel calculated based on the average number
Extended Stay Hotel of employees per room. Number of
employees varies based on hotel type
(see Appendix B).
Medical Number of Hospital - General The number of employees is calculated
employees Other Health Care based on the gross building square
Convalescent/Nursing Facility footage and specific land use type.
Clinic
Office Number of General Office The number of employees is calculated
employees Government Office/Civic Center  based on the gross building square
Corporate Headquarters/Single  footage and specific land use type.
Tenant Office
Medical Office
Parking Number of Parking Structure / Parking Lots DIF is only assessed to standalone
employees commercial parking facilities.
Recreation | Number of Golf Course Clubhouse The number of employees is calculated
employees Movie Theater based on the gross building square
Racquetball/Tennis/Health Club | footage and specific land use type.
Retail Number of Regional Shopping Center The number of employees is calculated
employees Community Shopping Center based on the gross building square

Neighborhood Shopping Center
Specialty Commercial

Arterial Commercial

Service Station

Fast Food Restaurant

High Turnover sit-down
Restaurant

Quality Restaurant

Supermarket

Convenience Market

Drugstore

Discount Store/Discount Club
Home Improvement Super Store
Furniture Store

Nursery

Financial Institution

Service Station

Automobile Parts Sale
Automobile Repair Shop
Automobile Tire Store
Automobile Rental Service
Drinking Place/Bar Entertainment
Drinking Place/Bar Entertainment
Building Material & lumber store
Automobile Dealership

footage and specific land use type..

Definitions for some specific uses are
provided in Appendix C of the San Diego
Municipal Code Land Development Code
Trip Generation Manual, May 2003.
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2.3 Administrative Costs

The DIF program should be self-sustaining. Therefore, five percent (5%) administrative fee is extracted
across all asset classes. All moneys collected for administrative costs are collected, accounted, and
allocated in single administration fund (which incorporates all asset classes) that is separate from the other
fee accounts. The moneys derived from the administrative should be allocated towards the following:

e Program development/ expansion
¢ Program maintenance

e Program administration

e Subsequent program updates

The administration fund should be reviewed annually by staff. The fund balance should not be greater
than 1-years work of typical operating costs. Any excess should be reprogrammed to the DIF program.
Such analysis can consist of an evaluation of the current market conditions and priorities affecting the City
(i.e. housing crisis) as well as conducting an economic analysis of the financial effects of the fee on
development.

2.4 Plan Based vs Standards Based Fee Programs

The DIF program for each asset class was derived based on one of the following two methodologies:
(1) a list of specific projects identified and adopted through planning documents, such as community
plans, specific plans, or master plans (“plan” based approached), or (2) a range of permissible project
types and/or infrastructure improvements that would be needed to meet a defined standard
(“standards” based approach). The following sub-sections outline the asset classes that fall under each
program type.

Standards Based DIF Programs

The Fire-Rescue, Library, and Parks DIF programs are all based on the infrastructure cost that is required
to maintain the City's level or service standards with growth in service population (or residential
population for Parks) that is associated with a land development project. Therefore, these programs
were developed on a standards basis. Since the “standards” based approach only focuses on the facilities
in which a new development will need to implement to achieve the identified standard for the associated
asset class, it does not need to take existing needs into account at all. Therefore, existing deficiencies are
not anticipated to be an issue, or need to be accounted for under “standards” based approach.

Plan Based Approach

Level of service based standards for Mobility based facilities are very difficult to apply at a program level
for individual land use projects. Therefore, the Mobility DIF was developed based on the pending
transportation related improvements identified within the City's various community plans, public facilities
financing plans (PFFP) / Impact fee studies (IFS), the City's Bicycle Master Plan, the City's Climate Action
Plan (CAP), and the City's Traffic Signal Communications Master Plan. Therefore, the Mobility DIF was
developed based on a “plan” based approach. The infrastructure, or the portion of the infrastructure,
within these plans that was identified to be needed to alleviate existing deficiencies was removed from
the program. Thus, land use development will only be responsible for its fair-share of the improvement
cost.
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3.0 Fee Structure

3.1 Full Cost vs. Partial Cost Recovery

The nexus studies determine the fee rates the City needs to collect to fully develop the capital
infrastructure needed to accommodate future growth. This is what is known as a fully cost recoverable
program, in which the costs needed to build future infrastructure are fully accounted for by future
development. However, the City is not required to collect this full amount and can opt to underfund the
infrastructure or fund it through other means.

3.2 Fee Rates - By Asset Class

Table 3.1 summarizes the legal maximum fee rate that can be charged for each asset class, as
established by their respective nexus study, as well as the fee rate in which the City elects to charge. It
should be noted that the fee rates displayed within the table are their adopted rates in 2022 dollars
(2020 dollars for the ATILF). As documented in Section 5.1, an annual fee increase is applied to these
rates to account for inflation and the increase in cost of construction materials. Therefore, the rates in
the table may not reflect the current rates that are being imposed.

Table 3.1 Adopted Fee Rates

Asset Class Maximum Fee Rate Implemented Fee Rate
Parks ahd $8,047.00 per Resident $5,290.92 per Resident
Recreation

$356119 per Resident or Employee $356.19 per Resident or Employee
Fire-Rescue $111.62 per Resident or Employee in $111.62 per Resident or Employee in
Underserved Areas Underserved Areas

Library $904.65 per Resident or Employee $904.65 per Resident or Employee
Mobility $1,754.00 per Resident or Employee $1,754.00 per Resident or Employee

Active . . . .

. $1,400 per vehicle mile needed to be | $1,400 per vehicle mile needed to be
Transportation In-

) reduced reduced

Lieu Fee
3.3CIP

With the passage of AB 602, beginning January 1, 2022, large jurisdictions (including the City) are
required to adopt a capital improvement plan (CIP) as part of their nexus study (California Government
Code §66016.5(a)(6)). Therefore, the City-defined CIP projects must be developed and implemented
in a manner consistent with the improvement types, and relative proportions thereof, identified within
the nexus study of each asset class.
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4.0 Program Implementation

4.1 Fee Calculation

The following sub-sections outline the methods in which the DIF is calculated. It should be noted that
these sections do not directly apply to the ATILF program. The methods and details for calculating the
ATLIF are provided in Section 2.3 of the City of San Diego Active Transportation In Lieu Fee Calculator
Tool - User Manual, May 2020.

Metrics in which DIFs are Imposed

The DIF is imposed on all land use development projects anticipated to increase the overall population
or service population of the City of San Diego, excluding the land uses outlined in Section 2.2. Table
4.1 identifies the metrics in which the different DIF programs are imposed on.

Table 4.1 Metrics in which DIFs are Imposed (Number of Residents & Employees)
Subject to Fee Program

Type Parks Fire-Rescue Library Mobility
Fees Imposed Per

Resident X X X X
Fees Imposed Per M M X
Employee

As outlined in the table, the Parks DIF is only imposed on land development projects that are
anticipated to increase in residential population, while the other three DIF programs are imposed
based on the anticipated increase in total service population (residents plus employees).

Calculating the Service Population Associated with a Land Development Project

As noted previously, a project’s service population is made up of the total number of residents and/or
total number of employees that will be served by the project. The DIF program uses the following
methods to calculate the service population that would be associated with a land use development
project:

Residents - The number of residents associated with a land development project is determined
based on the methods outlined in the City of San Diego DIF Program Residential Scaling
Methodology Memo,; May 2019. As noted in Table 2.1, the number of residents within senior
housing units is determined based on the multi-family formulas in the Residential Scaling
Methodology Memo, but has a cap of two people per unit. One person per bed is assumed for
group quarters. For quick calculations, the number of residents assumed per each dwelling
unit type, by size of unit, are provided in Exhibit C.

Employees - The number of employees associated with a land development project is
determined based on the employee per 1,000 SF standards the City has established, which is
included in Exhibit B.
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4.2 Fee Collection
All DIFs are collected prior to final inspection and before building occupancy.

Fee Deferral

As noted above, all DIFs are collected prior to final inspection. This is the last point in during the
permitting process in which fees can be collected. Therefore; itis not possible to defer the payment of
fees any further point in the development process.

RTCIP Fee

The RTCIP is collected as part of the Mobility DIF program. The RTCIP fee of $2,635.5 per dwelling
unit (2022 dollars) is extracted from the overall Mobility DIF at the time of collection and allocated into
a separate fund.

Projects are subject to DIF at Build Out vs Frame and Foundation
In the case of phased developments that include a building permit for frame and foundation, core and
shell and build out, the DIF will be paid prior to final inspection for the build out phase of the project.

4.3 Fee Discounts
The Parks DIF is currently the only program that allows discounts based on project location, type, and

construction. Table 4.2 outlined the discounts in which residential development projects are eligible to
seek under City Council Resolution# R-313688.

Table 4.2  Eligible Discounts for Parks DIF Program

Criteria Discount

Located within a Transit Priority Area 25% discount

25% discount
(only applied to the affordable units, not
the project as a whole).

55 Year covenant-restricted affordable dwelling unit at (only a I'edigﬁgl;?fgl:g;ble nits. not
81% to 120% of the AMI. y apph units,

the project as a whole).

55 Year covenant-restricted affordable dwelling unit at
80% of the area median income (AMI) of below.’

Any building that is certified as LEED Platinum or a Living

Building Challenge Building. 5% discount

In accordance with San Diego Municipal Code Section 2.5% discount
145.4004 (Tier I-Accessible Dwelling Unit) or Section (only applied to the affordable units, not
145.4005 (Tier ll-Visitable Unit) the project as a whole).

Total combination of discounts cannot

Total Discounts exceed 50%

Note:
'A Recorded Affordable Housing Agreement is required If the development project is providing on-site covenant
restricted affordable housing units.

It should be noted that the reduction in DIF collections associated with the discounts outlined in the
table can only be made up through other revenue sources, such as grants and the City's general fund.
As outlined within the Mitigation Fee Act, the additional burden in Parks funding associated with the
program'’s discounts cannot be spread to other developments.

Page 11



Attachment 4
City of San Diego
Development Impact Fee Program
Manual

Fee Exemptions

As outlined in the RTCIP Impact Fee Nexus Study, September 5, 2006, and confirmed in the City of San
Diego Regional Transportation Congestion Improvement Program (RTCIP) Funding Program, July 2022,
affordable housing units are exempt from paying the RTCIP fee. Therefore, the RTCIP Fee amount of
$2,635.5 per dwelling unit (2022 dollars) is removed from a projects Mobility DIF for each affordable
unit being provided. In order to be exempt from payment of the City RTCIP Fee at the time of final
inspection, each unit must meet the definition of affordable housing as defined in Section 7(A) of the
RTCIP funding program, and developer must provide a recorded copy of an affordable housing
agreement.

Demolition Procedures

Complete demolition of an existing structure may reduce the burden on the City's infrastructure.
Therefore, a project is eligible for demolition credit towards the DIF program. Demolition/Removal
Permit is required for the complete demolition and/or removal of any structure (see SDMC Section
129.0503 for Demolition/Removal Permit Exemptions). Concurrently, upon the review of the plans, the
demolition credit is determined for the existing use by the type (residential or non-residential), square
footage, land use, population, and employment of the development for the building permit being
issued.

4.4 Changes of Use Procedures

A change in land use for an existing structure may create a new impact to the City's infrastructure.
Therefore, building plans submitted for a building permit are required to be reviewed to identify if the
potential change would be subject to the DIF. Upon the review of the plans, the DIF rate is determined
for the proposed new use based on the anticipated increase in residents (Parks DIF) or service
population (all other DIF programs) that would result from the change in uses. If there is a higher
development impact and fee determined comparing the new proposed use vs the existing use, the net
difference between the two fees is imposed.
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5.0 Program Administration
This section provides direction on the administration of the DIF program including how and when the
program should be expanded or updated, annual cost increases and program reporting.

5.1 Annual Cost Increases

The DIF rates are to be indexed annually in order to keep up with future increases in the cost of
construction. Indexing the DIF rates annually to the published March-to-March change in the “Los
Angeles Construction Cost Index” (LACCI), as compiled and reported by Engineering News Record, is
reasonable and appropriate for cost escalation purposes. The annual increase for the Mobility DIF should
be no less than the annual increase in which SANDAG adopts for the RTCIP fee. New fee rates, on at least
the cost index escalation rate, for the following fiscal year should be published on June 1 and
implemented on July 1 of each year.

5.2 Program Updates
The DIF Program should be updated if one or more of the following events occur:

Every eight years (per AB 602)

Itis determined a new asset class should be included in the program

Itis determined an existing asset class should be removed from the program

One or more of the policies in which the Nexus Studies are based on are changed or removed
from the City's General Plan or other citywide policy documents

Changes or updates to the Mitigation Fee Act

e  When the impact criteria have been redefined by statute or other means

e Ifitis determined that the construction costs assumed in any or all the nexus studies no longer
reflect the actual cost to construct the needed facilities (the costs of either exceeded or fallen
behind the indexed rates).

Updates or changes to the any of the DIF program nexus studies will require going through the City's
approval process, including City Council adoption. Updates to the Framework Report and this Fee
Program document can generally be done administratively. However, it is recommended that changes
to these documents be presented to the Active Transportation and Infrastructure Committee as an
informational item.

5.3 Program Reporting
As per Section 65940.1 of the Government Code, the City must maintain and update the following
items on their website.
e Acurrent schedule of fees, exactions, and affordability requirements imposed by the DIF
program.
e All zoning ordinances and development standards adopted by the city presenting the
information, which shall specify the zoning, design, and development standards that apply to

each parcel.

e Alist that specifies the information that will be required from any applicant for a development
project.

e The current and five previous annual fee reports or the current and five previous annual financial
reports®

3Pursuant to subdivision (b) of Section 66006 of the Government Code and subdivision (d) of Section
66013 of the government code.
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e fee nexus studies, cost of service studies, or equivalent, conducted by that city, on or after
January 1, 2018.

The City shall update the information listed above within 30 days of any changes.
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Exhibit A

Evaluation of Development Impact Fee (DIF) Methodologies Report (see
attached)

TECHNICAL ANALYSIS

EVALUATION OF DEVELOPMENT IMPACT FEE (DIF) METHODOLOGIES

Prepared for:

City of San Diego

Prepared by:

Keyser Marston Associates, Inc.
in Association with EFS Engineering, Inc.

May 2019
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I.  INTRODUCTION

A. Objective

Keyser Marston Associates, Inc. (KMA) was retained by the City of San Diego (City) to prepare an evaluation
of the City’s current Development Impact Fee (DIF) and Facilities Benefit Assessment (FBA) program
methodologies and administration processes. EFS Engineering, Inc. (EFS) served as a technical advisor to
KMA during the preparation of this report. EFS provides specialty engineering consulting to public agencies
throughout California in support of their facilities planning and financing needs. EFS has assisted numerous
agencies with capital facilities financing districts and programs, including the preparation of nexus studies
and impact fees methodologies.

A key focus of this assignment is to ensure that statutory requirements are being met, and that the impact
fees imposed accurately reflect the cost of facilities that need to be funded. The City has been diligently
working on updating many of the Community Plans throughout the City. As communities develop, it is
important to recognize the impact that new development has on public improvements and facilities. The
Mitigation Fee Act (embodied in California Government Code § 66000 et seq.) and the City’s Municipal
Code (specifically, § 142.0640) allow for the imposition of impact fees on new development to offset future
costs of public facilities (e.g., fire stations, libraries, parks, roads, utilities, and other improvements)
necessary to accommodate future growth or redevelopment within the City. In addition, the impact fees
used to fund capital projects within each Community Plan should be consistent with the policies outlined in
the City’s General Plan.

Historically, the City has used FBAs in newly urbanizing communities and DIFs in older, more built-out urban
communities. There is no distinction between the enabling statutes for the DIFs and FBAs; however, the
City Attorney’s office and Independent Budget Analyst (IBA) have raised concerns over the differing
methodologies used to calculate each of the impact fees. The primary objective of this evaluation is to
identify a preferred methodology for applying impact fees that complies with State law, helps implement
the General Plan, and reflects each development’s fair share contributions to the total cost of the needed
capital projects. Specifically, KMA was tasked with conducting an evaluation of current Citywide impact fee
methodologies, and recommending one or more methods that may better achieve the intended purpose of
the impact fee program consistent with the Mitigation Fee Act (MFA) and the City’s Municipal Code.

B. KMA Approach

In completing this evaluation, KMA undertook the following principal work tasks:

e Reviewed a selection of existing Community Plans, Impact Fee Studies (IFSs), and Public Facilities
Financing Plans (PFFPs) to better understand the City’s existing methodologies.
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e Reviewed issues and concerns raised by City staff, the City Attorney’s office, and the IBA.

e Surveyed best practices throughout the State, with a focus on selected case study jurisdictions, in order
to evaluate existing processes for establishing and updating impact fees.

e Evaluated specific parameters in the City’s current impact fee programs relative to the survey of best
practices Statewide, the selected case studies, and consistency with the MFA.

e Identified a preferred methodology for updating the impact fee programs in the City’s communities.

C. Report Organization

This memorandum report has been organized as follows:

e Section Il presents KMA'’s key findings and recommendations.

e Section lll provides an overview of the MFA.

e Section IV profiles the City’s DIFs and FBAs, including existing methodologies, and processes for
establishing impact fees.

e Section V summarizes concerns raised by City staff, the City Attorney’s office, and the IBA.

e Section VI summarizes the case studies surveyed by KMA.

e Section VIl reviews the City’s park standards, and current practices for determining and funding park
needs, in the context of best practices Statewide.

e Section VIl presents limiting conditions pertaining to this assignment.

Additionally, detailed technical information is presented in the Appendices.
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Il. KEY FINDINGS AND RECOMMENDATIONS

A. Recommended Methodology for Calculating Development Impact Fees

The City seeks to identify a single, standardized methodology for updating their impact fees in the City’s
communities. KMA reviewed the City’s existing methodologies — in both DIF and FBA communities — and
compared these approaches with best practices Statewide. The KMA survey of select case study
jurisdictions included an in-depth evaluation of the types of DIFs and the methodologies used to adopt and
update the DIFs. The jurisdictions were selected based upon one or more geographical, land use, or
demographic similarity to San Diego such as large territorial jurisdiction, larger population, diversified
communities and development patterns, and/or mix of urbanized and greenfield communities.
Additionally, KMA reviewed the City’s methodologies in the context of the provisions of the MFA.

Based on the KMA surveys, the principal methodology used to calculate impact fees appears to be based on
the “new by new” formula, also called the “incremental approach.” Specifically, the cost of new facilities
and improvements required to serve new development is first isolated from the cost of providing facilities
to serve the existing service population -- a critical component of the analysis -- and then the cost
apportioned to new development is divided by new service population that is appropriate for the type of
public facility, such as population or a combination of population and employment. The amount and type
of new facilities and improvements required to serve new development can be estimated either on a
“standard” basis or a “plan” basis (identification of specific projects planned to serve a community).

Based on the findings contained within this Report, KMA has outlined the following series of
recommendations that the City should consider as it contemplates restructuring its impact fee
methodologies.

Recommendation #1: Develop a standardized nexus study.

FBA and DIF fee methodologies function very differently and, therefore, have different PFFP and IFS report
formats. As the new methodology is formulated, the City should develop a standardized nexus study
template that provides clear and concise information on the fee methodology including the maximum
justifiable fee and improvements proposed to be funded. The nexus study should comply with MFA
requirements, as discussed in Section IIl of this Report. Additionally, decision-makers may choose to enact
impact fees lower than the levels supported by the nexus study, recognizing that the agency will need to
identify other funding sources to fully fund the required public facilities and improvements.
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Recommendation #2: Calculate DIFs using inputs that are “new” over “new”.

The inputs used to calculate the impact fees should be “new” over “new”, which would exclude and
accounts for existing improvements that serve the existing population. The impact fee methodology should
conform with the graphic illustration on the following page.

Share of Costs to
Fund Needed Public Administrative Total DIF
Facilities to Serve Costs Project Costs

New Population

Denominator

Total Incremental Development

through Buildout of Community

III

Using the “new over new” or “incremental” approach, the resultant impact fees supported by the nexus
analysis may exceed the fee levels that are deemed to be financially feasible for new development to
absorb, indicating that the outcome of the methodology will provide the maximum fee that can be charged

in accordance with the MFA.

Recommendation #3: Apply key metrics consistently.

Two key metrics within the FBA and DIF programs are inconsistent: administrative fees and annual
inflators. It is recommended that an administrative fee ranging between 5% and 8% of project costs should
be applied. To account for increases in project costs, an annual inflator tied to the Los Angeles Construction
Cost Index (LACCI) should be applied.
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Recommendation #4: Separate impact fees by asset type.

Restructuring impact fees by asset type will enable City staff to condense the amount of impact fee studies
and reduce the number of fee schedules. This also provides an opportunity to account for regional, local,
and sub-area impacts to be combined into a single impact fee for a given asset type.

Recommendation #5: Implement a scaled residential fee.

Implementation of a scaled fee structure for residential uses will establish a range of fee amounts based
upon unit size and product type. Impact fees based upon unit size, and its proportionate household size,
will more accurately reflect the proportional burden that each housing unit places on different asset
classes.

B. Key Features of DIF Programs in Surveyed Cities

City staff raised a number of other issues and questions related to the City’s existing DIF program as
compared to best practices throughout the State of California (State). Table II-1 lists each of these
issues/questions and the KMA key findings with respect to each. The following provides a summary
discussion of the principal program parameters identified in the KMA surveys.

1. Smaller cities tend to assess impact fees on a citywide basis, although many larger-sized cities also
establish fees at the sub-area level. KMA did not identify any cities that have differentiated impact fee
schedules for as many sub-areas as the City, which has a total of 52 Community Plan Areas (CPAs).

2. Most cities establish separate impact fees for each type of public facility, such as parks and recreation
facilities, public safety facilities, libraries, transportation, and sewer, etc. However, a number of cities

Ill

have a general “public facilities” impact fee, which includes a variety of public facilities, such as

community centers, libraries, performing arts centers, etc.

3. The list of public facilities that cities include in their impact fee calculations varies greatly. In some
cases, these include asset types not currently covered by the City’s impact fee programs. KMA found
examples of impact fees for other types of public facilities such as child care facilities, drainage/flood
control, and pedestrian bridges included in impact fee calculations in selected jurisdictions. Public
art/cultural facilities fees are also a common fee among more urban jurisdictions; however, these fees
are not typically formed under the MFA.

4. Each of the surveyed agencies appears to use a single DIF calculation methodology throughout the
entire jurisdiction. However, standard approaches may vary by community within the city.
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5. Most cities prepare a nexus analysis or similar study to provide the legal justification for the
determination of the impact fee. These studies typically adhere to the requirements of the MFA. KMA
did not identify an instance where a city uses the nexus study as an ongoing capital facilities financing
plan for a community, like the City does with its PFFPs.

6. Of the surveyed jurisdictions, KMA did not identify another agency that incorporates a cash flow
projection in its nexus analysis, as the City does with its PFFPs.

7. KMA identified a limited number of cities that have established a sliding scale for residential impact
fees, either by square footage or number of bedrooms.

8. KMA identified three jurisdictions that have established, or are in the process of establishing,
transportation impact fees based on Vehicle Miles Traveled (VMT), rather than the traditional Average
Daily Trip (ADT) metric.

9. Impact fee programs in some cities provide exemptions, reductions, and/or rebates for uses such as
affordable housing, student housing, and workforce housing. These provisions are not addressed in
nexus studies, but rather in program implementation and administration.

10. Impact fee programs in some cities provide exemptions or reductions for accessory dwelling units
(ADUs). These provisions are not addressed in nexus studies, but rather in program implementation

and administration.

11. KMA only identified one jurisdiction in the State that has established an impact fee to offset
greenhouse gas (GHG) emissions.

12. Some cities have adopted parks impact fees based on standards that vary by sub-area. In general,
these cities use a lower standard (acreage per population) in denser, urban communities.

13. Most jurisdictions include an automatic construction cost escalator in their impact fee programs.

14. KMA did not identify any cities that consistently update their impact fee programs on a standard
timeline (i.e., specified time intervals).
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TABLE II-1

SUMMARY OF FINDINGS: SURVEY OF OTHER JURISDICTIONS
EVALUATION OF DIF METHODOLOGIES
CITY OF SAN DIEGO

QUESTION

POTENTIAL APPLICABILITY TO SAN DIEGO

How do other cities form a relationship
between impact fees and Capital
Improvements Plans?

Do other cities use DIF studies as
financing/implementation tool?

which facilities will be constructed

The CIP, which is based upon other planning documents like
a General Plan, Specific Plan, or Master Plan, is used as a tool
to project the need for facilities to fund new growth

KMA did not identify any cities that update their DIFs with
the same frequency as their CIP updates

None of the surveyed jurisdictions use the nexus analysis as
an ongoing financing/implementation tool for capital
facilities

Ql: Practice/Frequency of Update KMA did not identify any cities that update their DIFs on a e The calculation of fees (not necessarily the underlying
How often do cities update their impact standard timeline, e.g., specified time intervals methodol;)lgy) should be updated as needed to maintain
fee methodology? Rather, most nexus studies state that future updates should a reasonable nexus

be conducted when major changes occur such as a shift in e For example, as Community Plan amendments and/or

General Plan land use designations or build-out of a significant changes to the defined CIP (in terms of

community projects or costs) are implemented, impact fees should
also be adjusted

Q2: Impact Fees by Subarea Large jurisdictions like the Cities of Chula Vista and San e Due to the City's large land area and differing

o Francisco and County of San Diego were found to impose neighborhood conditions, the City should continue to
EO otger large C'It'es have fees?that vary impact fees that differ between subareas impose impact fees on a subarea level; however, there
subarea, similar San Diego: - .
y 9 However, no jurisdiction has as many subareas as the City of may be opportunities to consolidate some of the areas

San Diego -- other cities tend to separate fees by their most
dense area (i.e., downtown) or by fast growing greenfields
(i.e., east Chula Vista)
Smaller cities tend to assess fees on a citywide basis,
although many cities establish fees at the subarea level

Q3: Citywide Impact Fees Many large jurisdictions have Citywide impact fees with e The City could adopt a Citywide impact fee program;
Could the Citv adont a Citvwid 5 varying rates for select subareas (e.g., higher density areas of however, it will be difficult to form a blanket Citywide fee

ou e City adopt a Citywide fee: a city or areas with sprawling growth) that complies with the MFA nexus requirements

Q4: Relationship to CIP Other jurisdictions use CIPs as the basis for determining e Impact fees are designed to be comprehensive and serve

a long-term goal and the inputs used in the preferred
methodology should be maintained throughout the term
of the plan in order to ensure that future growth
continues to pay its fair share of the improvements

CIPs define on a short-term basis the facilities and
associated costs, the latter of which is central to the
determination of fees

Therefore, the impact fee plan should not serve as an
implementation tool to the CIP

Prepared by: Keyser Marston Associates, Inc.
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TABLE II-1

SUMMARY OF FINDINGS: SURVEY OF OTHER JURISDICTIONS

EVALUATION OF DIF METHODOLOGIES
CITY OF SAN DIEGO

QUESTION

Q5: Use of Cash Flow in Nexus Studies

Do other cities use a cash flow in their
nexus studies?

SURVEY FINDINGS

KMA was unable to identify any jurisdictions that use a cash
flow to calculate impact fees

POTENTIAL APPLICABILITY TO SAN DIEGO

e The cash flow is useful in terms of projecting the amount
of anticipated reveue over the course of the impact fee
plan

Q6: DIFs by Asset Type

Do other cities separate impact fees by
asset type?

The majority of impact fees are separated by asset type

Oftentimes, fees are established and administered by
different departments within an agency (parks & recreation
department oversees park impact fee or transportation
department oversees transportation/traffic impact fees)

e |tis important to separate facilities into their respective
asset types (i.e., parks, water, sewer, stormdrain,
transportation, etc.) to demonstrate a reasonable means
of cost apportionment and to support the requisite
nexus findings

Q7: All-Asset vs. Single-Asset Nexus
Studies

Do other cities prepare all-asset or
single-asset type studies?

Most cities calculate fees for individual asset types -- such as
parks and recreation, transportation, and sewer, etc. -- and
assess corresponding fees by asset type

However, a number of cities include a general asset category
that groups a variety of other public facilities

e Administration and updating of diverse asset type
programs can prove to be complex and sometimes
erosive of the nexus findings (when dissimilar assets
types are lumped together)

e The City should evaluate whether adopting a fee
methodology that includes all asset types is
administratively practical

Q8: Other Assets Funded by DIFs

What other types of assets are other
jurisdictions funding that the City of
San Diego is not?

Child care

Civic uses

Drainage/flood control

Police facilities and equipment

Public works facilities

Pedestrian bridges

Airport-related improvements

Other government facilities

General public facilities (multiple asset types)

e The City could evaluate the potential to include
additional assets in its fee program; however, additional
fees may impact development feasibility

Prepared by: Keyser Marston Associates, Inc.
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TABLE II-1

SUMMARY OF FINDINGS: SURVEY OF OTHER JURISDICTIONS
EVALUATION OF DIF METHODOLOGIES
CITY OF SAN DIEGO

QUESTION

POTENTIAL APPLICABILITY TO SAN DIEGO

Do other cities charge residential
impact fees by bedroom or by square
foot?

on a "per unit" basis - with varying rates for single-family vs.
multi-family

Sacramento recently adopted new park and transportation
impact fee structures that charge impact fees on a per-SF
basis

The City of Fremont updated its general public facilities
impact fee structure in 2014 to calculate fees based upon
number of bedrooms

Q9: Standard vs. Plan Approach The majority of facilities financed by impact fees in the e The City's current approach is similar to the practice
. surveyed cities are based upon an approved list of projects identified in the surveyed cities
Do surveyed cities use a standard or ) y . P PP prol 4
identified in a plan
plan approach for most assets?
Parks are the exception; park fees consistently utilize the
"standard" approach of applying a park acreage per
population factor
Q10: Mixed-Use Development and Ancillary For mixed-use projects and ancillary uses, the fee is e Mixed use projects may be eligible for special treatment
Uses commonly charged to all applicable uses in the project in other ways (i.e., smart growth incentives, affordable
How should the City treat mixed-use KMA did not identify any jurisdictions that provide full housing initiatives, transit-oriented development, etc.)
development? exemptions to mixed-use development or ancillary uses
Mixed-use projects and ancillary uses in the City of e The City can establish a policy to provide a reduction
Sacramento's transportation and park impact fees are and/or exemption for mixed-use development and
charged at the same rate as the primary use ancillary uses
Q11: Accessory Dwelling Units Yes, to the extent that such exemptions are reasonable and ¢ The City Council's Smart Growth and Land Use
. . . defensible Committee recently recommended amendments to
Do other cities provide an exemption | - d red fees for ADU
andjor reduction in impact fees for Los Angeles' park impact fee provides an exemption for ADUs essen restrictions and reduce fees for ADUs
accessory/secondary dwelling units? located in single-family zones ¢ The City should monitor the impact that these
The City of Glendale recently approved an ordinance amendmenjcs h'ave on development of ADUs and
enforcing a flat rate for ADUs; a reduction of approx. 300% corresponding infrastructure needs
from the standard fee
Q12: Residential DIFs by Unit Size For the most part, impact fees are charged to residential uses e Evidence to support the proposition that larger homes

create greater impacts (for the applicable asset type) is
adequate; however, data available to document a
consistent persons per bedroom ratio is limited

The inclusion of such an equation adds an additional
layer of complexity for City staff when calculating impact
fees and for developers when estimating impact fees

Prepared by: Keyser Marston Associates, Inc.
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TABLE II-1

SUMMARY OF FINDINGS: SURVEY OF OTHER JURISDICTIONS

EVALUATION OF DIF METHODOLOGIES
CITY OF SAN DIEGO

QUESTION

Q13: Transportation DIFs Based on VMT

Has Vehicle Miles Traveled been used
as a metric by cities updating
transportation impact fees?

Of the surveyed jurisdictions, KMA found that the City of
Saramento and County of San Diego utilize VMT as the metric
for transporation impact fees

The City of Los Angeles is in the process of revising its
transportation impact fee structure to use VMT

POTENTIAL APPLICABILITY TO SAN DIEGO

The City should utilize VMT as the default approach, in
anticipation of future compliance with SB 743

In addition, mixed-use development will receive a natural
reduction in fees as the VMT method shifts some of the
traffic burden to residential

Q14: Park DIF as Standalone Fee for Larger
Area

Can a park impact fee be a standalone
fee and serve a larger area?

All of the surveyed jurisdictions have their park impact fee
separate from other asset types

Large jurisdictions tend to have Citywide impact fees with
varying rates for select subareas (e.g., higher density areas of
a city or areas with sprawling growth)

Yes, but only to the extent that one could demonstrate
that the identified assets serve the larger area

In order for the City to update all of the park impact fees
at one time, the City would need to amend/update all of
the existing PFFP/IFS documents to exclude the park
component

Q15: Update All Parks DIFs Concurrently

Can the City update all of the park
impact fees at one time for all of the
CPAs?

Technically, yes, the City can update all of the park impact
fees at one time

The City would need to remove all park impact fees from
each individual IFS/PFFP, which may be administratively
challenging

Q16: Use of Parks DIF for Equipment
Replacement:

Can a park impact fee be used to
replace existing/obsolete park
equipment?

The MFA specifically states that fee shall not include the
costs attributable to existing deficiencies in public facilities,
but may include the costs attributable to the increased
demand for public facilities reasonably related to the
development project in order to (1) refurbish existing
facilities to maintain the existing level of service or (2)
achieve an adopted level of service that is consistent with
the General Plan

The City should consider this only to the extent that new
development could reasonably be considered to
necessitate the need for such improvements; if the park
equipment is being refurbished, there could be some
relative contribution from new development to cover a
portion of the added expense

However, the City would need to demonstrate
consistency with the MFA and findings regarding level of
service

Prepared by: Keyser Marston Associates, Inc.
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TABLE II-1

SUMMARY OF FINDINGS: SURVEY OF OTHER JURISDICTIONS

EVALUATION OF DIF METHODOLOGIES
CITY OF SAN DIEGO

QUESTION

Q17: Use of Parks DIF for Arts & Cultural
Facilities

Do other park impact fees fund arts
and cultural facilities (such as a
museum with passive and active use
space)?

SURVEY FINDINGS

Arts and cultural facilities were not referenced by any of the
park impact fees surveyed

Certain jurisdictions throughout the State have established
fees (not subject to MFA requirements) for the sole purpose
of funding public art

Jurisdictions often form an Arts and Culture Commission to
oversee the implementation of the fee/program like the City
of San Francisco that formed a Public Art Fee equal to 1% of
the total construction cost; the fees are to be used to fund
public art displays throughout the city

POTENTIAL APPLICABILITY TO SAN DIEGO

e The City should coordinate with the City's existing
Commission for Arts and Culture to explore options for
the establishment of an arts and culture fee (not formed
under the MFA)

Q18: Park Standards:

Do other cities use standard vs. plan for
parks?

Park impact fees consistently utilize the standard approach
of applying a park acreage per population factor

e The City has selected a consultant to prepare a Parks
Master Plan; the Plan will determine the appropriate
ratio of parkland per capita, which may vary by subarea

(1) Responses are based upon a Statewide survey of best practices and detailed profiles of DIF programs in six jurisdictions: City of Chula Vista, City of Los Angeles, City of Sacramento,
City of San Francisco, City of San Jose, and County of San Diego.

Prepared by: Keyser Marston Associates, Inc.
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C. Nexus Study Format

As noted above, most cities prepare a nexus analysis or similar study to provide the legal justification for
the imposition of impact fees. These studies typically adhere to the requirements of the MFA. The MFA
requires that the nexus study address all of the following:

e Identify the purpose of the fee.

e Identify the use to which the fee is to be put. If the use is financing public facilities, the facilities shall
be identified.

e Determine how there is a reasonable relationship between the fee’s use and the type of development
project on which the fee is imposed.

e Determine how there is a reasonable relationship between the need for the public facility and the type
of development project on which the fee is imposed.

In the course of this Report, KMA reviewed numerous nexus studies prepared by other jurisdictions. Table
II-2 presents an overview of selected nexus studies from other cities in comparison with the fee calculation
studies currently used by the City. In particular, KMA analyzed the North Park IFS and the Mira Mesa PFFP.
The table provides a checklist highlighting the various components of each document reviewed, with the
majority of the studies including the following key categories:

Documentation of
Service Standards (per Incorporation of Inflation
1,000 residents, per Adjustment
capita, per EDU, etc.)

Utilization of Service
Population/Demographic
Projections

Identification of Facilities
Existing, Under
Construction, and
Proposed

Identification of Facilities
Needed to Accommodate
New Development
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This comparison yields the following key findings regarding items included/excluded in the City’s report
formats relative to the surveyed nexus studies.

e The City’s PFFP and IFS reports generally include the top five components listed above.

e The City’s PFFPs include two elements in its fee calculation study not typically found in other cities’
nexus studies -- fee deferral program and the use of a cash flow projection.

o The City’s studies exclude two items that other cities’ nexus studies include in their executive
summaries — the overall nexus findings and a maximum and recommended fee schedule.

e About half of the nexus studies reviewed by KMA also demonstrate compliance with each of the MFA
findings. The City’s studies do not explicitly address MFA findings.
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TABLE 1I-2

SURVEY OF IMPACT FEE NEXUS STUDIES
DEVELOPMENT IMPACT FEE STUDY
CITY OF SAN DIEGO

City of San Diego City of City of Present in
City of City of City of Oakland Sacramento City of How Many of
San Ramon Alameda East Palo Alto (Urban (New Chula Vista | the Surveyed
(KMA) (Willdan) (AECOM) Economics) Economics) (City of CV) studies”
I. Types of Facilities
A. Child Care v 1
B. Parks and Recreation v v v v v v 4
C.  Community Center v 1
D. Library v v v 1
E. PublicArt v 1
F. Transportation v v v v v v 4
G. Streetscape Infrastructure v 1
I.  Water Infrastructure v 1
J. Storm Drainage v 1
K. General Public Facilities v v v 3
Il. Executive Summary
A. Community Profile/Objectives v v 1
B. Development impact fee objectives v v v v v v v v G
C. Background and legal context v v v v v v v 5
D. Facility standards and cost allocation v v v v 3
approach
E. Maximum and recommended fee v v v v 4
schedules
F.  Nexus findings v v v v 4

(1) Excludes the City of San Diego.

Prepared by: Keyser Marston Associates, Inc.
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TABLE 1I-2

SURVEY OF IMPACT FEE NEXUS STUDIES
DEVELOPMENT IMPACT FEE STUDY
CITY OF SAN DIEGO

City of San Diego City of City of Present in
City of City of City of Oakland Sacramento City of How Many of
San Ramon Alameda East Palo Alto (Urban (New Chula Vista | the Surveyed
(KMA) (Willdan) (AECOM) Economics) Economics) (City of CV) studies”
1Il. Nexus Analysis
A. Demand for facilities and supported impact v v v v v 3
fee amounts
B. Service Population/Demographic v v v v v v v v 6
Projections
C. Property Owner's List v v v v 2
D. Trip Demand and Growth v v v v v 4
E. Average household size v v v v 4
F. Facility inventory standards v v v v 3
G. Land Use Types v v v v v v 4
H. Infrastructure categories v v v 2
I.  Existing, under construction, undeveloped,
and proposed acres/facilities v v v v v v 5
J.  Current service standard (per 1,000 v v v v v v v v 6
residents, per capita, per EDU)
K. Development/infrastructure project costs v v v v v 3
L. Facilities needed to accommodate new
development/development projections v v v v v v v 5
M. Needs to serve new residents/projected
infrastructure requirements v v v v v 4
N. Impact fee zones v v 2
0. Maximum impact fees supported by nexus v v v v 3
analysis
P. Use of fee revenue v v v 2

(1) Excludes the City of San Diego.

Prepared by: Keyser Marston Associates, Inc.
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TABLE 1I-2

SURVEY OF IMPACT FEE NEXUS STUDIES
DEVELOPMENT IMPACT FEE STUDY
CITY OF SAN DIEGO

City of San Diego City of City of Present in
City of City of Oakland Sacramento City of How Many of
San Ramon East Palo Alto (Urban (New Chula Vista | the Surveyed
(KMA) (AECOM) Economics) Economics) (City of CV) studies”
1. Nexus Analysis (Cont'd.)
Q. Fee Schedule
R. Fee Deferral Program
S. Cash Flow Analysis
T. Fees in neighboring jurisdictions v 1
U. Other existing or potential city impact fees v 1
V. Detailed impact fee calculations v v 2
W. Alternative Funding Sources v v 3
X.  Maximum recommended DIFs v v 2
IV. Fee Program Implementation and Administration
A. Program Adoption Process v 2
B. Eligible Use of Funds v 1
C. Programming Revenues and Projects with v )
the CIP
D. Specialized Development Projects v 1
E. Ongoing Administration v v 2
F.  Accounting practices v v 2
G. Credits/reimbursements v v v 3
H. Exemptions v 1
I Inflation adjustment v v v v v G
J.  Reporting requirements v v 3

(1) Excludes the City of San Diego.

Prepared by: Keyser Marston Associates, Inc.
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TABLE 1I-2

SURVEY OF IMPACT FEE NEXUS STUDIES
DEVELOPMENT IMPACT FEE STUDY
CITY OF SAN DIEGO

City of San Diego

Mira

City of City of Present in
Oakland Sacramento City of How Many of

Mesa East Palo Alto (Urban (New Chula Vista | the Surveyed
PFFP Economics) Economics) (City of CV) Studies™
IV. Fee Program Implementation and Administration (Cont'd.)
K. Administrative Costs v 1
L. Impact Fee Deferral or Waiver 1
V. Mitigation Fee Act Findings
A. Purpose of Fee N4 v v 3
B. Use of Fee Revenues v v v 3
C. Benefit Relationship N4 v v 3
D. Burden Relationship N4 v v 3
E. Proportionality N4 v v 3

(1) Excludes the City of San Diego.

Prepared by: Keyser Marston Associates, Inc.
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lll. OVERVIEW OF THE MITIGATION FEE ACT

Development impact fees are a form of monetary exaction imposed on new development, which are paid
as a condition of development approval. Impact fees are collected by local government agencies to pay for
infrastructure or capital facilities needed to serve new development. Because impact fees are collected
during the development approval process, the fees are typically paid by developers, builders, or other
property owners that are seeking to develop property.

An impact fee is not a tax or special assessment. As such, the fees must be reasonably related to the cost of
the facility provided by the local agency. If an impact fee does not relate to the impact created by the
development, or exceeds the reasonable cost of providing the public facility, then the fee may be declared
a special tax and must then be subject to a two-thirds voter approval.

The MFA provides the requirements for impact fee programs in California. The MFA was adopted in 1987
as Assembly Bill 1600 (AB 1600), and the provisions contained within are typically referred to as “AB 1600
requirements.” The MFA established a uniform process for formulating, adopting, imposing, collecting,
accounting for, and protesting impact fees. The fundamental limitations on impact fees, codified by the
MFA, are that: (1) local governments must demonstrate how impact fees are related to the development
projects that pay the fees; and (2) the fee paid by a development project must not exceed its reasonable
and proportionate share of the cost of the facilities for which the fees pay. California Government Code
§ 66001 outlines the following nexus requirements that local governments must document and adopt to

enact impact fees:

Purpose of the Benefit
Fee avenue Relationship Relationship
¢ |[dentify the e |[dentify the e Determine the e Determine the
purpose of the specific use of reasonable reasonable
fee the fee relationship relationship
between the between the
fees' use and need for the
the type of public facilities
development and the types
project on of
which the fee is development
imposed on which the
fees are
imposed
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Once a local agency has determined areas where growth may occur and the realm of public improvements
that will be required to support this growth, an agency typically prepares a fee study and capital
improvements plan to establish the necessary impact fees. Establishing an impact fee requires the

following:

Projection of the future growth from both residential and non-residential land uses

2. Identification of the existing and projected future service levels for each needed public facility
Determination of the additional facilities needed in each category to serve the projected future growth
at the appropriate level

4. Apportionment of the costs between existing development and future growth in a manner
proportionate to their contribution to the need for the facilities

In order to illustrate the nexus between new development, public facilities, and impact fees, local
governments typically rely on data that is included in a jurisdictions general plan, capital improvement plan,
and/or from other local or regional planning agencies, such as:

e Existing and future land use data

e Current and future population and employment projections
e Levels of service by type of public facility

e Future facilities needed and the cost of those facilities

The MFA does not require that the nexus documentation incorporate an adopted capital improvement plan
in order for the local agency to enact impact fees, although this is encouraged in California Government
Code § 66002.

The MFA also prescribes several procedures for administering the fees, including the terms and conditions
for challenging the adoption of impact fees and for appealing fees on specific projects. The MFA outlines
the criteria and procedures for refunding fees, loaning fee revenues between funds, and spending fee
revenues. Requirements for reporting on the collection and spending of fees, both annually and every five
years, is also outlined in the MFA.
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IV. REVIEW OF THE CITY’S EXISTING DIF PROGRAM

A. Background

The City has a total of 52 Community Plan Areas (CPAs), of which the City collects DIFs or FBAs in 50 CPAs.
Fourteen (14) CPAs utilize the FBA methodology and 38 utilize the DIF methodology. Table A-1 in Appendix
A presents a summary of the adoption and amendment dates for each Community Plan and corresponding

financing plan (i.e., PFFP or IFS).

The following timeline presents an illustration of key events that occurred as the City established and
transformed the impact fees in FBA and DIF communities over the past few decades.

1987: Mitigation Fee Act 1996: Voters passed
was adopted and DIFs Proposition 218 which
were formed under the added new requirements

MFA for special assessments

1980: FBAs were formed
by Ordinance as a special
assessment

2011: FBA Ordinance was
amended to require that
FBAs be payable at the
time of building permit
issuance

2009: City amends
Municipal Code to include
an automatic annual cost

inflator for all DIFs

2016: City repealed FBA
Ordinance and
incorporated into DIF
section of Municipal Code

The City’s FBAs were originally established in 1980 by way of the City Council’s adoption of Ordinance
0-15318, adding Division 22 (known as the “Procedural Ordinance for Financing of Public Facilities in
Planned Urbanizing Communities”) to the City’s Municipal Code. The ordinance established FBAs to
mitigate the impact of new development on various planned urbanizing communities throughout the City.

Following the enactment of the MFA in 1987, the City Council adopted Resolutions R-269019 on August 4,
1987, and R-269274 on September 14, 1987, which called for the establishment of impact fees to mitigate
the impact of new development on public facilities in the City’s older urban communities.

In 1996, California voters passed Proposition 218 (Prop 218), which changed the way that local
governments can create or increase taxes, assessments, and fees. Prop 218 also shifted to the local agency
the burden of demonstrating that assessed properties receive special benefit and that the amount of an
assessment is proportional to and no greater than the special benefit conferred. The City’s FBAs were
originally imposed as an assessment secured by a lien on undeveloped property. If the FBAs were to
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continue to function as “assessments”, they would be subject to the special assessment procedural
requirements set forth by Prop 218. In 2016, the City repealed the FBA procedural ordinance and further
identified FBAs and DIFs, collectively, as “Development Impact Fees” (via City Ordinances 0-20626 and
0-20627), thereby eliminating any “assessment” ambiguity with the FBAs.

As public scrutiny increased over the City’s impact fee methodologies, the City’s Affordable Housing Task
Force recommended that the Planning Department obtain a consultant to analyze alternative methods to
calculate DIFs. In 2004, the City retained the services of Pacific Municipal Consultants (PMC) and Best Best
& Krieger, LLP (BBK) to provide a critique of the current impact fee methodologies and to provide
alternatives that were equitable and consistent with local and State laws, and with the City’s smart growth
policies. The PMC/BBK report made several recommendations, including the implementation of an annual
inflationary adjustment for all DIFs. In 2009, the City amended the Municipal Code to allow for an
automatic annual increase to the DIF schedule based upon the one-year change in the Los Angeles
Construction Cost Index (CCl), as published by Engineering News Record.

The City’s Planning Department also created the following documents which set forth the procedures for
developing financing plans in FBA and DIF communities:

e List of Policies and Procedures #21 — Procedure for Impact Fee Study and DIFs
e List of Policies and Procedures #23 — Development of a Public Facilities Financing Plan and FBA

e The Planning Department Work Program — Development Impact Fee Plan Updates

Table IV-1 presents a general overview of the impact fee methodologies for FBA and DIF communities.
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Table IV-1: Overview of Impact Fee Methodologies used by City

Facilities Benefit Assessment (FBA) Development Impact Fee (DIF)
c Total cost of facilities needed to serve the e Total cost of facilities needed to serve the
° -% community through buildout divided by the community through buildout divided by the
- Tg remaining development anticipated to occur total existing and new anticipated
5 in the community development in the community
Calculation based upon use of a cash flow e Calculation does not require a cash flow
2 projection projection
=
(5]
& Cash flow takes into account an assumed
g inflation factor, interest rate, land use
[ development rate, and facility costs in order
'::% to calculate sufficient funds to develop
o public facilities through full buildout of the
community
- Fee schedule is automatically increased e Annual inflation based upon Los Angeles
] annually by forecasted cost index (typically Construction Cost Index (LACCI)
§ g 3% to 4%); until Council authorizes the use of
;f_‘—’. different inflation rate
<
v Flat rate that varies by CPA and can change e Eight percent (8%) of “DIF Basis”, meaning the
= year to year project costs that can be funded by the DIF,
E a less any other available funding sources
£ &
£
<
Funds 100% of the public facilities outlined in | ® On average, funds approximately 16% of the
the community’s PFFP public facilities outlined in the community’s
IFS®
Process for funding public facilities are
conducted one of two ways: e Process for funding public facilities:
1. Developer can construct the facility and 1. Facilities Financing staff receives
enter into reimbursement agreement recommendations for projects eligible to
@ with the City be funded by DIFs from asset owning
_§ departments via a call memorandum
g 2. Funds are accumulated by the City.
S When sufficient funds are available to 2. Facilities Financing staff then holds a “DIF
= finance a public facility, then Facilities Bowl” to allow asset owning departments
=§ Financing staff advises the asset owning to compete for the funds available
& department (for example Parks and
Recreation department to develop a 3. City Council offices also provide input
recreational facility) into which projects are to be funded
within their districts
e CIP Review and Advisory Committee
(CIPRAC) makes a recommendation to the
Mayor
(1) Source: City of San Diego
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B. Existing Methodology - Facilities Benefit Assessments

FBA fees are calculated by adding up the cost of facilities needed to serve the community (the numerator)
divided by the remaining development anticipated to occur in the community (the denominator). This
results in approximately 100% of the facility costs being funded by the impact fee. According to the City’s
Planning Department Work Program, the City has set forth the practice of updating the FBA-based PFFPs
every two years so that current construction costs and development activity is accurately monitored.

At the time of building permit issuance, the owner of the parcel being developed is charged the fee
depending on the type and size of the development and the FBA fee schedule for the CPA. Since the public
facilities are directly related to the growth rate of the community, PFFP schedules of fees are contingent
upon actual development within a community.

One of the key differences between the FBA and DIF methodologies is the use of cash flow projections in
the FBA methodology during the impact fee updating process. The cash flow incorporates an inflation
factor, interest earned, facilities costs, and absorption of development through buildout of the community.
The cash flow provides a projection of anticipated expenditures based upon the estimated schedule of
development and assists in ensuring that funding requirements are achieved through the community plan
time period. Since the public facilities are directly related to the community’s growth rate, scheduling of
facility development is contingent upon actual development within the community. Slowdown of
development requires an adjustment to the projected schedule of funding public facilities. When changes
in the development rate occur, the City’s practice is to modify the schedule of public facilities accordingly
and update the cash flow analysis.

Table A-2 in the Appendix provides an overview of the Fiscal Year 2019 FBAs by CPA. The following graphic
illustrates the methodology used to calculate FBA fees.
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Total Costs
of Needed
Public
Facilities

2% Annual

Interest, Inflated Total DIF

0,
Costs Based on i Project

SDCPI/LACCI, and aiEliie Costs
Flat Administrative

Costs

Denominator

Total Incremental Development

through Buildout of Community

Table IV-2 presents a description of the PFFP method and approach.
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Table IV-2: Summary of Public Facilities Financing Plan Method and Approach

. Purpose The PFFP is an implementation document to the Community Plan which identifies the public
facilities needed at full community buildout and provides the schedule for FBAs. The PFFP is
used as a long-range planning document to fund capital projects.

Il. Fee Amount Based on the collective cost of each public facility needed to serve developmentin the

community, equitably distributed over the remaining undeveloped property.

lll. Fee Payment

Paid at the time of construction or building permit issuance; owner of undeveloped parcel
pays a FBA based on the fee schedule that is in effect at the time the permit is obtained.
FBAs collected are placed into a separate interest bearing account.

IV. Methodology

(1) Estimate anticipated development schedule through community buildout based on a
review of the Community Plan, existing tentative and final maps, and best estimates by
property owners, developers, and City staff

(2) Establish EDU ratio for the purpose of allocating the cost of public facilities between
different land use classifications

(3) Estimate schedule of public facility expenditures to be financed with FBA
(4) Assume annual interest rate through buildout: apply to cash balance

(5) Annual inflation rate of approximately 3.0% applied through buildout: apply to future
costs of publicfacilities

V. Fee At beginning of each fiscal year (July 1) the FBA schedule is automatically increased by the
Adjustments inflation factor. The automaticincrease is only effective until the next adjustment is
authorized by Council. Thereafter, the subsequent Council-approved annual adjustment
will apply.
VI. Cash Flow e Purpose: Shows the difference between anticipated DIF revenues (including interest)
Analysis and expected capital improvements through full community development (FY 2035)

e Results: Verifies that under the assumed conditions for inflation factors, interest rates,
land use development rates, and facility costs, sufficient funds are expected for all public
facilities without incurring a negative cash flow at any time throughout buildout

e Updates: To occur periodically using actual event status (project status, revenues
collected, actual construction costs incurred, etc.). Any slowdown in development will
result in shifting of the projected schedule and provide needed facilities. When changes
in the development rate occur, facility schedules will be modified accordingly and a new
cash flow analysis will be prepared

With each periodic update, actual permit activity, population projections, and traffic
study information since the last update will be evaluated to determine the most
appropriate year in which to budget the need for each remaining project. As such, the
budgeted year for a given project is subject to change with each update to the PFFP
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C. Existing Methodology — Development Impact Fees

DIFs are calculated by adding up the cost of the facilities needed to serve the community (the numerator)
and then dividing the cost of those facilities by the total existing and new anticipated development in the
community (the denominator). This is based on the concept of fair share funding. The City Attorney’s
office noted that in this approach, the resultant DIF fee may not fully capture the cost of providing public
facilities to new development in DIF communities (i.e., not full cost recovery). According to City staff, the
DIF calculation, on average, results in funding approximately 16% of the cost needed to fund new public
facilities. According to the City’s Planning Department Work Program, the City has set forth the practice of
updating the DIF-based IFSs every five years so that construction cost data and the list of public facilities is
updated.

City staff tailor their approach to determine what the appropriate fee should be for each community based
on existing and projected new development through a horizon year as well as considering the individual
needs and priorities of each community.

Table A-3 in the Appendix provides an overview of the Fiscal Year 2019 DIFs by CPA. The following presents
a graphic illustration of the methodology used to calculate DIFs:

8% Annual

Total Costs oth
or Admini .
of Needed e Total DIF
Sources of Costs and

Public Project Costs
Funds Escalation Based )

on CPI

Facilities

Denominator

Total Incremental Development

Total Existing Development

through Buildout of Community

Table IV-3 presents a description of the IFS method and approach.
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Table IV-3: Summary of Impact Fee Study Method and Approach

I. Purpose

The IFS is an implementation document to the General Plan and Community Plan which
identifies the public facilities needed at full community buildout and establishes the
basis for DIFs. DIFs are collected to mitigate the impact of new development through
provisions of a portion of the funding needed to pay for public facilities indentified in
the IFS and to maintain existing levels of service for the community.

Il. Fee Amount

Based on the estimated costs of public facilities needed to serve the community upon
full buildout, separated by asset type, divided by the total number of existing and
projected equivalent dwelling units (EDUs) and/or average daily trips (ADTs).

Most of the public facility costs are included in the numerator but certain costs are
excluded when multiple communities share in the project costs, when other funding
sources are available for a specific project, or when limitations have been placed on
costs that are included in the DIF-basis due to policy considerations such as generic
parkland acquisition of unidentified sites.

lll. Fee Payment

Paid prior to the issuance of any building permit. The City Manager may also require the
DIFs be paid prior to the issuance of any construction permit issued or required for
development that would increase demand for public and/or result in the need for new
public facilities.

IV. Methodology

(1) Identify and estimate the costs of community-serving publicfacilities by asset type
(libraries, transporation, parks, and fire).

(2) Determine the eligble amount that can be funded by the DIF (DIF-basis). Most of the
public facility costs are included but certain costs are excluded when (i) multiple
communities share in the project costs; (ii) when other funding sources are available
for a specific project; or (iii) when limitations have been placed on costs that are
included in the DIF-basis due to policy considerations such as generic parkland
acquisition of unidentified sites.

(3) Add 8.0% of the total DIF-basis to cover the City's administative costs.

(4) Obtain the community's current and projected population, dwelling units, and non-
residential building square feet (SF) and full buildout.
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