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Introduction

Passed in 2008, new state legislation (Senate Bill 375) now
requires every major region within California to reduce
statewide greenhouse gas emissions by accommodating
new growth through infill urban development. A growing
number of California cities want to comply with this new
bill and promote thriving, infill development with multi-

family housing affordable to families at a range of incomes.

The benefits of walkable, infill communities are many

and well-documented - from greenhouse gas reduction

to resource conservation to improved community health.
However, in order to achieve the goal of more infill homes,
a city’s costs and revenues need to match up. Cities

today are faced with a crippling economic recession that

is forcing municipalities to drastically cut back on the
public services - such as parks, libraries, police, and fire

- that make these communities such great places to live.
Since property tax rates were capped with the passage

of Proposition 13 in 1978, revenues from residential land
uses have not increased at pace with the rising costs of
both infrastructure needs and public services in California.
Cities are reticent to accommodate California’s growing
population within their borders without new revenue
sources. Simply put, cities need a model for new housing
development that is both environmentally sustainable and
fiscally sustainable.

This report attempts to help infill housing advocates and
city staff better understand the relationship between a
city’s fiscal health and infill housing development. It is
divided into three parts. Part I provides an introduction to
city general revenues and expenses associated with infill
housing development. Part II describes strategies that
California cities can use to raise additional revenues from
housing development. Finally, Part III looks specifically

at the City of San Jose as a case study of how a city may
promote fiscally sustainable infill housing development.

The primary focus of this report is on strategies that cities
can implement to generate net new revenues out of new
multifamily infill housing development. Because of this
narrow focus, many other important areas of investigation
are left out of this report, including: state-level strategies
to generate new revenues for cities (such as amending or
repealing Proposition 13); cost reduction strategies (such
as reducing the health care costs for municipal workers);
revenue reallocation strategies (such as tax-increment
financing); or new revenue sources from non-residential
development (such as business license fees). All of these
topics certainly play an important role in the overall fiscal
health of a city, but they are beyond the scope of this
report.

Infill homes.
Photo credit: Greenbelt Alliance
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Part I: A Primer on Fiscally Sustainable Infill

This section is designed to help infill housing advocates services. Most of the recent research shows that on a per
understand the basic mechanics of how cities pay for unit basis, infill costs less than sprawl.

infrastructure and public services - two essential parts of o
building a livable community. It's important to remember ~ However, revenues from infill homes do not always cover

that this sort of fiscal analysis of housing only focuses all the costs. Property taxes are one of the primary

on one aspect of the development. Obviously, other revenues that cities receive from housing, but because of
factors such as safety, affordability, and environmental California’s highly restrictive property tax laws, residential
sustainability ought to be considered when determining development generally does not generate enough revenues
what sort of housing development is right for a to offset their costs. So even though infill costs less per unit
community. than sprawl, it generates less property tax revenues per

unit, as well.

What you should take away from reading this primer is:
Oftentimes, planners and advocates do not fully

Infill homes usually costs less per unit than low-density understand what the costs and revenues are for infill
greenfield housing for both infrastructure and most public housing development. The common perception in many

A Note on the Research

Academic research on the relationship between compact development and cities” costs for infrastructure and public
services ranges widely in both their methodology and results. Most of the studies use aggregate data at the county
level, which masks many of the cost efficiencies specific to infill compact development discussed in this report. Studies
that use site-specific analysis in general do find compact development to have lower costs. Some of the most common-
ly cited studies are discussed below.

Studies by Helen F. Ladd and John Yinger in the early 1990s show that at the county level, the cost of infrastructure
goes down with density, but public services cost per capita increase with increased density and city size. This find-
ing was supported by a 2008 study by Randall G. Holcombe and DeEdgra W. Williams that shows that infrastructure
costs decrease as density increases, but public service per capita costs increase as density increases in cities of more
than 500,000 people. However, both of these studies used average density across entire counties, which masks many
of the location-based cost efficiencies of compact development.

John I. Carruthers and Godmunder F. Ulfarsson also used county-level data in their studies, but segregated urbanized
and rural land within the county to create a finer grain analysis. Their research shows that all public services except
sewage go down in per capita costs as density increases. They note that the lower cost for sewage in rural areas is
likely due to the use of septic tanks, which is not feasible in urbanized areas. Robert Burchell et al. have also recently
conducted a nation-wide study showing that while both sprawl and compact residential development will incur defi-
cits under the status quo revenue generating policies, compact development’s deficit is on average 10 percent less than
sprawl, though in California they found no difference in cost between compact and sprawl development.

Learn More:

Burchall, Robert W., Anthony Downs, Barbara McCann, and Sahan Mukherji. 2005. Sprawl Costs: Economic Impact of
Unchecked Development. Washington: Earth Island Press.

Carruthers, John I. and Gudmunder F. Ulfarsson. “Urban Sprawl and the Cost of Public Services.” Environment and
Planning: Planning and Design. 2003 30:503-522.

Holcombe, Randall G. and DeEdgra W. Williams. “The Impact of Population Density on Municipal Government Ex-
penditures.” Public Finance Review. 2008 36:359.

Ladd, Helen F. and John Yinger. 1991. America’s Ailing Cities: Fiscal Health and the Design of Urban Policy. John Hopkins
University Press.




California cities is that housing will always be a fiscal loss
for cities, and doing a full fiscal analysis will only increase
opposition. However, it is important that infill housing
advocates understand these fiscal issues so that acceptable
solutions can be worked out beforehand.

In general, cities have two costs associated with housing:
(1) one-time infrastructure and capital costs; and (2)
ongoing public services (ie. police, fire, parks, and libraries)
and infrastructure maintenance. This report will discuss
both, but mostly focuses on a city’s ongoing costs.

Cities also have a range of revenue sources, which can

be roughly divided into two groups: (1) unrestricted, or
general, revenues, and (2) restricted revenues. Unrestricted
revenues go into a city’s general fund and can be spent at
the discretion of the city council. Restricted revenues can
only be used to pay for specific things.

Not all cities provide the same services, or collect the

same revenues. In California, roughly one quarter of cities
are full-service cities, meaning that they provide all the
common public services to their residents (police, fire,
libraries, and parks). Many cities are partial-service cities,
with some services such as fire provided through special
districts and not by the city itself.! Revenues can also vary
widely. For example, if a housing development is in a
Redevelopment Area, then a significant portion of property
tax revenues get diverted to the Redevelopment Agency.
While this grants the Redevelopment Agency the ability to
use this money on important things like affordable housing
and new infrastructure, it can also mean less money for
public services.

To complicate issues further, the costs of most services
are usually calculated per capita, while the revenues are
generated on a per unit basis. For example, many cities
establish a parks requirement based on a number of acres
per 1,000 residents. However, property taxes are collected
based on the assessed value of the property, regardless of
the number of residents.

Finally, there is ongoing disagreement about how to divide
costs and revenues by land use. For example, sales taxes
are an important revenue source for cities, which comes
almost exclusively from commercial land uses like stores
and shopping malls. However, stores need people living
nearby who shop there in order to sell anything - which
suggests that at least a portion of sales tax revenues should
be attributed to residential uses. Cities will oftentimes

hire consultants to determine how much their residents
are spending on taxable goods in their city and develop a
formula for allocating revenues accordingly.

Even with all this variation between and within cities, it is
helpful to understand a city’s basic balance sheet when it
comes to housing. Below is a more detailed discussion of
both the costs and revenues from infill development.

Tip: Reducing Infrastructure Costs

Transportation Many cities use an out-dated Level of
Service traffic modeling analysis during the environ-
mental review process of development that unfairly
requires new development to look at local automobile
traffic impacts, but not other modes of transportation
or regional impacts. This oftentimes means that cities
or developers must pay for costly road widenings in
dense urban areas. Cities can go a long way in reducing
this infrastructure cost by updating their model for ana-
lyzing traffic impacts to take into account pedestrians,
bicycles, and public transit options, as well as regional
traffic impacts.

Sewage and Water Many cities create agreements with
developers in which the developer build sewage and
water lines for a development, while the city is respon-
sible for operating and maintaining them. While this
can lead to cost savings because of timing efficiencies,
the developer may choose to install a system that has
the cheapest capital costs, but may be expensive to
operate and maintain over time. If developers opt to
build the infrastructure themselves, then it is important
for the city to have stringent requirements that ensure
operations and maintenance costs are manageable over
time.

Parks City park requirements can be costly for an infill
developer to fulfill because of the high cost of land

in infill areas. City zoning regulations allowing roof-
top open spaces or joint use agreements with nearby
schools can help reduce the cost of building and operat-
ing parks while still providing recreational facilities for
residents.

Costs of Infill Housing

A city’s costs associated with building more housing are
twofold. First, there are the initial costs of building or
upgrading the infrastructure to serve the new housing;
this may include building new roads, upgrading sewage
and water capacity in the area, and building new facilities.
Second, cities pay for many of the ongoing public services
for the residents in the area, including police, fire, parks,
and libraries. These ongoing costs also include operations
and maintenance for the roads, sewage, and other
infrastructure.

Infill housing can take advantage of both excess capacity
in existing infrastructure and locational efficiencies to
lower both initial and ongoing costs to cities. Below is an
itemized description of infrastructure and service costs for
a full service city and how infill can save money for cities,
compared to single-family greenfield development.



Infrastructure costs

Transportation Road infrastructure per unit is on average
much cheaper for infill compared to greenfield; there

are simply less roads to be built per unit. Infill can incur
significant transportation infrastructure costs if the city
requires excessive traffic mitigation measures. See sidebar
on “Reducing Infrastructure Costs” for more information.

Sewage and Water Sewage and water infrastructure per

unit are usually cheaper in infill development because

the infrastructure in place has excess capacity.? The costs

of sewage and water both increase rapidly in sprawl
development, and particularly where new development
leap-frogs over existing agricultural or undeveloped land.
Sewage pipes need either a constant downhill slope to the
treatment facility or pumps to move the sewage. A constant
slope becomes harder and possibly impossible to achieve
over long distances, and pumps can be costly to maintain
over time. Providing water over long distances also
becomes costly, as pumps are needed to maintain adequate
water pressure.’

Utilities Where electrical, phone, and internet lines have
excess capacity in urban neighborhoods, the cost of utilities
infrastructure for infill development is minimal. For new
greenfield development, the cost increases with distance
from existing trunk lines, particularly if the cables must be
undergrounded.*

Capital Costs for Services The public services listed below
often have up-front capital costs associated with them.
Police and fire need stations and equipment; Parks and
libraries require physical space or structures before
operations can begin. These costs can vary significantly
based on the capacity of existing facilities and how far they
are from the new development.

Cost of public services

Police Services As new development is built, police
departments must hire additional police officers and patrol
cars for new beats. When density increases, hard costs
such as patrol cars and gasoline decrease on a per capita
level. While some argue that more police officers will be
needed because crime rates go up in denser areas, there is
more credible evidence that police costs per capita actually
decrease with density because a police officer is able to
cover more residents in a single beat.’

Fire Protection Services With fire protection services,
response time is a key factor. Thus, if a sprawl
development is built far from existing services, a new
station may be required, adding significant costs. By the
same logic, if infill developments are particularly tall,
firemen may need special equipment to safely and quickly
access them in the event of a fire. However, once that
equipment has been purchased to service one building in
a neighborhood, additional buildings at that height can be

Figure 1. Typical City Revenue Sources
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Figure 2. Breakdown of General Revenues Soureces
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built nearby with minimal additional costs.

Parks and Libraries Operations and maintenance of parks
and libraries can be a relatively small but significant cost
that the city must pay for with scarce general revenues.
Maintenance costs for parks are often lower when they are
located near the service center, which is often near the city
center. Most libraries have excess capacity and benefit from
maximizing the number of residents nearby.

General Government and Planning These costs include
everything needed to make a city run administratively,
from planning and permitting to the City Manager’s office.

Infrastructure Operations and Maintenance The cost of
operating and maintaining infrastructure over time
varies considerably by neighborhood and by project site.

Strategies for Fiscally Sustainable Infill Housing



These costs are often lower for infill development simply
because as densities increase, the cost of operations and
maintenance per linear foot of infrastructure is spread over
more residents.

Revenues from Infill Housing

Cities have two primary sources to pay for new
infrastructure and increased demand for public services.
First, cities can pay with general (or unrestricted) revenues.
These revenue sources include automatic revenues such as
property taxes and sales taxes, as well as additional taxes
cities can choose to levy, such as Transit Occupancy Taxes
(TOTs). For the average California city, general revenues
make up 36 percent of a city’s overall revenues.

In addition, cities can pay using targeted revenue sources,
such as a traffic mitigation fee to pay for widening roads or
a special assessment district to pay for parks maintenance.
These additional revenue sources will be discussed in

Part II of this report. Finally, it's important to note that the
ongoing costs of many utilities are paid for through service
charges, such as water, sewage, waste removal, etc., which
will not be discussed here.

This section will discuss the general revenue sources cities
can use to pay for infrastructure and public services, and
how infill development affects these revenues. For a more
general discussion on city revenues, an essential resource
is “A Primer on California City Finance” available through
the League of California Cities on their website.

Automatic general revenue sources

The first three general revenue sources discussed here

- property taxes, sales taxes, and vehicle license fee -
generate revenues for cities automatically. This means

that a certain portion of these state-collected revenues are
automatically returned to the city through a pre-established
formula.

Property Tax Of all the basic general revenue sources,
property taxes are the only ones directly generated

by residential development. After Proposition 13 was
passed in 1978, property tax was locked in at 1 percent of
property value, with a maximum increase of 2 percent a
year. Property tax gets reassessed whenever a property
changes ownership or when major improvements are done
on the land.® While infill, compact development creates
more property tax revenue per acre than low-density
housing, it oftentimes generates less property tax revenue
per unit or per capita due to the lower assessed value of
each individual unit.” Property taxes go first to the state,
which uses a formula to determine how much of it goes to
school districts, the county, and city general revenues. On
average, cities receive 21 percent of property tax revenues
in non-redevelopment areas. Property tax makes up 11
percent of a city’s general revenues. Even though property
taxes are levied on all properties, many commercial and

office building owners have found ways to minimize
property tax increases on their properties by avoiding
changes in ownership. Because of this, the residential share
of property tax revenues increased from 50 percent to 64
percent in the last 30 years as the share from commercial
properties has declined.®

Sales Tax Since Proposition 13, sales tax has increasingly
become the most important source of revenue for many
cities. On average, sales tax revenues are 10 percent of
all revenues for cities. This has led to a fiscalization of
land use as commercial developments have become a
vital source of sales tax revenues for cities. Cities have a
financial incentive to prioritize retail or commercial uses
over residential or other uses that generate less sales tax
revenue.’ Infill development can have two positive impacts
on sales tax revenues: first, infill is often mixed-use, with
sales-tax generating ground floor retail. Second, higher
density means more residents who are likely to shop at
stores in the city, boosting sales. Economic consultants
can analyze a city’s demographics and retail profile to
determine how much new residents would contribute to
this tax base.

Vehicle License Fee Cities receive the revenues from license
fees of vehicles registered in their boundaries. In 2004, the
state reduced the rate of the Vehicle License Fee (VLF) from
2 percent to 0.65 percent, and made up for the revenue

loss to cities by backfilling it with additional property tax
revenues to cities.!’ Because of this, VLFs are now a small
sliver of a city’s revenues.

Additional general revenue sources

Below are some of the most common additional general
revenue sources for cities. These revenues require
additional action before they can be collected.

Utility Users Tax Cities are allowed to levy a Utility Users
Tax (UUT) on a number of utilities, including gas, electric,
water, and more. The tax can be approved by a city as
either a special tax or a general tax to pay for city services.
The tax is on average about 5 percent of a household’s
utility costs, and is included in the utilities bill. Nearly half
of all households in California pay a UUT. Infill units often
use less resources, and therefore pay less of the UUT than
other units that consume a greater amount of resources.

Other Taxes and Fees Over three quarters of California cities
levy a Transit Occupancy Tax on visitors who stay in the
city. Because this is a revenue source tied to a specific land
use (hotels and other lodging facilities), it has also led to

a fiscalization of land use." When infill developments
include hotels, significant new revenues for the city may
be generated. Business License Taxes are levied by most
of California’s major cities and provide an important
source of general revenues, but infill housing development
has a minimal impact on this revenue source unless the
development also includes office space.



Conclusion — Adding it all up

So how well do these costs and revenues add up in an
average Californian city? The table below is an example
that shows a cost/revenue analysis for single family
greenfield development and higher-density infill housing
in a hypothetical city. The numbers are loosely based on
similar analyses done by Michael Coleman. This is for
illustrative purposes only to show how a cost/revenue
analysis of housing development might look, and is not
meant to apply to any particular city.

Though both the single family and multi-family
development scenarios show a negative net impact, it’s
important to note that the single family scenario costs the
city more per unit than the higher-density development.
This is generally true, and can explained in part by all the
reasons discussed above: higher density infill housing can
take advantage of locational efficiencies that lower costs for
cities.

This example does not mean that infill development will
never be able to pay for itself; it does mean that in some
circumstances, additional revenues are needed in order to
make infill housing fiscally sustainable for cities. In Part I,
we’ll talk about what these additional revenues might be.
For a more specific analysis, see the case study on San Jose
in Part III of this report.

Table 1. Example of Cost and Revenue Analysis for a City

Infill homes.
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Photo credit: Greenbelt Iliance

Single Family Multi Family
ASSUMPTIONS
Density (Gross) 4 20
Acres 5 5
Total Residential Units 20 100
Median Cost per Unit $500,000 $250,000
Property Value $10,000,000 $25,000,000
Average Property Tax Revenue to Cities 0.21% 0.21%
CITY SERVICES COSTS
Police $15,000 $52,000
Fire $8,000 $26,800
Parks $4,000 $13,350
Libraries $2,250 $7,350
Planning and General Government $5,250 $17,500
Infrastructure Operations and Maintenance $3,200 $10,700
Total City Costs $37,700 $127,700
Total City Costs per unit $1,885 $1,277
CITY SERVICES REVENUES
Property Tax Revenue $21,000 $52,500
Sales Tax Revenue $4,600 $23,000
Utility Tax Revenue $2,000 $11,200
Other Taxes and Revenues $4,100 $21,000
Total City Revenues $31,700 $107,700
Total City Revenues per unit $1,585 $1,077
Net Difference -$6,000 -$20,000
Net Difference per unit -$300 -$200




Part II: Filling the Financial Gap

This section outlines what actions infill housing advocates
can push their cities to take in order to pay for the infra-
structure and public services that new residents of infill
housing require. The strategies listed here generate addi-
tional revenue directly from the new development. These
targeted revenue sources are the basic toolbox that each
city has in order to fill the financial gap of infill housing.
They fall into three basic categories:

Impact Fees are charged to a developer in exchange for ap-
proval of a development project. Fees can be levied with a
simple majority approval of the city council, but they must
meet more stringent legal requirements than other forms
of targeted revenues. Parks or Traffic Mitigation Fees are
examples of Developer Impact Fees.

Special Assessment Districts are levied on both new and ex-

isting residents in an area to pay for specific improvements.

Table 2. Targeted Revenue Sources

The revenues must be used to pay for a unique benefit to
the affected property owners. They are established through
a weighted simple majority vote of the affected property
owners. Business Improvement Districts and Maintenance
Assessment Districts are examples of this.”

Mello-Roos Districts require a two thirds majority vote to
pass, but there is far more flexibility in how the revenue
can be spent. Community Facilities Maintenance Districts
are an example of this."

The chart below summarizes some of the important differ-
ences between these three revenue sources.

Finally, Value Capture from Upzoning is an important con-
cept when considering these three strategies for infill devel-
opment. Although value capture is not a specific, revenue-
generating strategy, it can provide a useful framework.

Impact Fees

Special Assessments

Mello Roos Districts

Who is Developers applying for building  All property owners in the All property owners in the
charged permits district districts, except public build-
ings and other uses specifi-
cally exempted
How it is Simple majority of the city council, Simple majority of affected Two-thirds majority of af-
enacted with findings property owners, weighted by  fected property owners/resi-
benefit accrued dents
Impacts on Potentially significant -- Only Potentially significant -- No ex-  Varies -- Cities have signifi-
low-income applies to new construction and emptions allowed, and voting  cant flexibility in how tax is
communities affordable housing is usually system often disenfranchises calculated, and who has to
(though not always) exempted. low-income property owners pay
Can raise cost of all housing in a
tight market.
What it can Most limited - the fee can only Can only pay for a “unique Most flexible - can pay for in-
pay for pay for additional infrastructure =~ benefit” for affected properties. frastructure and most services,
or services for new development.  Best used to pay for additional — and can be bonded.
Must prove nexus and rough pro- services; can’t be bonded.
portionality to service provided.
Whatit's good  New infrastructure that will Small things that make a place  Just about anything. Can be
at paying for obviously benefit the new devel-  special (ie. street festivals, spe-  bonded for capital improve-
opment (ie. new roads, parks, cial garbage cans or banners, ments, or used for services.
sewers, etc.) special landscaping etc.)
What it’s bad Cannot be used to correct existing Cannot be used to replace any = Cannot pay for transit service,
at paying for deficits. Also, while technically it  service already provided by the unless the city is a charter city
can be used to fund services, it can city. Cannot be bonded in order and chooses to write special
be very hard to prove nexus and  to pay for big infrastructure formation papers.
rough proportionality. projects.
Examples Traffic Impact Fees, Parks Impact ~ Business Improvement Districts Community Facilities Mainte-

Fees

nance Districts




Value Capture from Upzoning

What is value capture?

Cities and government agencies create value all the time:
from a new public transit line to sewer upgrades to changes
in the zoning code that increase the value of the land. All
of these public sector actions make the properties around
them more valuable, yet for the most part, the individual
landowners get to keep all or most of that increased value
in the form of higher profits when they eventual sell or
develop their land. This unearned windfall may be great
for land speculators, but ultimately it comes at the expense
of taxpayers who paid for that public amenity in the first
place.

Value capture is a broad term that covers any policy or
agreement in which a government agency captures some of
this unearned windfall in the private sector that arises from
public sector activity. Value capture is based on the prin-
ciple that the public should receive some of the economic
benefits of its actions. Value capture is already widely used
in California today. Tax increment financing, used by Re-
development Agencies, uses anticipated increases in land
value, and therefore in property tax revenues, to pay for
new investments in infrastructure. California’s 25 percent
density bonus for developments that include affordable
housing is another form of value capture; the city captures
the economic value of increased density by requiring the
developer to create additional affordable housing units."

How can value capture help infill pay for itself?

Value capture can be a powerful tool to help cities recoup

the full cost of infill housing development. In order for it to
work, it needs three things: (1) A government action that
increases land value in a given area (such as new infra-
structure investments or zoning changes); (2) A mechanism
to capture that increased value (such as an agreement with
the land owner, or a special tax, assessment, or fee); (3) A
plan for how the money generated will be spent (such as

to pay for the infrastructure investment, or to pay for other
public amenities).

While value capture is frequently used when cities invest in
new infrastructure, it is less widely used when cities create
new land value through zoning changes. A 1-acre parcel
zoned for 100 units is far more valuable than a parcel zoned
for only 5 units. Yet when cities upzone an area, they rarely
attempt to capture that increased value.

Today, this issue is more important than ever, as cities
throughout California are increasing densities in their
urban cores and around transit stations while at the same
time running huge budget deficits. Cities can and have
used a variety of mechanisms to capture some of the
private windfall from these zoning changes to fund pub-
lic amenities, including Developer Agreements, Density
Bonuses, Developer Impact Fees, Special Assessments,
Special Taxes, and Tax Increment Financing.

What are the equity impacts?

Value capture minimizes unearned windfalls to the pri-
vate sector from public sector activities, and allows these
windfalls to be used for public benefit. Of course, there is




no guarantee that the money generated through value cap-
ture will be used to further social equity goals. That is why
advocates should ensure that there is a spending plan, and
that social equity goals are articulated and incorporated
into that plan from the beginning.

Case Study: San Francisco Impact Fee

In the mid-2000s, San Francisco initiated a Public Benefits
Program for the Eastern Neighborhoods. As a part of the
program, the city and community partners developed an
Improvements Program that outlined community needs
such as more parks, transit improvements, more library
facilities, and more affordable housing. The city proposed
establishing a Developer Impact Fee to cover some of the
costs from the Improvements Program.

Significant changes in the zoning code were also being
proposed as a part of this planning process. So, in order to
establish the rates for the Impact Fee, the city conducted

an analysis of the value created by the zoning changes for
current landowners. They determined that, depending on
the specific zoning change, the residual land values would
increase anywhere from 8.5 percent to upwards of 20
percent on some parcels. The city established fees ranging
from $6 to $16 per square foot based on the type of land use
and number of additional stories allowed by the upzon-
ing. Thus, as land became more valuable due to the city’s
upzoning, the city was able to capture some of that in-
creased value and use it to pay for amenities outlined in the
Improvements Program. According to city staff, the goal
was to structure the impact fees to maximize what the city
could exact while ensuring that the fees were reasonable
enough that development would still move forward."®

The new plan and impact fees were adopted in early 2009.
There have been no projects completed yet, and therefore
no revenues generated. Under the approved fee structure,
the city anticipates that nearly $25 million in new revenues
will be created in the next 5 years, which will cover 30 per-
cent of the projected capital needs of the area.

Learn More:

Gihring, Thomas A. “The Value Capture Approach to
Stimulating Transit-Oriented Development and Financing
Transit Station Area Improvements.” Victoria Transit Policy
Institute. 2009.

San Francisco’s Eastern Neighborhoods Public Benefits Pro-
gram: http:/ /www.sf-planning.org/index.aspx?page=1673

Developer Impact Fees

What are Developer Impact Fees?

Assembly Bill 1600 (Mitigation Fee Act, Government Code
Section 66000 et. Seq.) allows cities to charge fees on new
developments in order to cover the costs of infrastructure
improvements and public services. Legislatively enacted
fees can be approved by a simple majority of a city council,
as long as the city provides sufficient findings that the fee
bears a reasonable relationship to the community’s needs
in terms of the benefits provided and cost. In legal terms,
this is known as nexus and rough proportionality. Cities can
also levy ad hoc fees on individual developments, though
such fees will be more heavily scrutinized by the courts.
Fees can be levied on all types of developments, including
housing, commercial, and office.

How can fees help infill pay for itself?

Many cities have historically adopted fees that simply
averaged anticipated costs across all new housing develop-
ments at a fixed amount per unit. However, this does not
take into account the impacts of density and distance to

the city center on the cost of providing residential services.
When fees are calculated more accurately, the city has more
confidence that the costs of residential development will be
covered by revenues from the development. Some cities,
such as Lancaster, have corrected this oversight by calculat-
ing the exact cost of a development based on housing type,
density, geographic location, and related factors.

Many for-profit infill developers can find these one-time,
up-front fees difficult to finance. To respond to this con-
cern, cities can set up payments to be pro rata as units
actually become occupied, or go into a contract agreement
with the developer to have the fees paid over time. For ex-
ample, in 2009 the City of San Jose approved delaying final
payment of parkland fees to five developments because of
economic hardship due to the recession. Instead, the devel-
opers agreed to pay a monthly late fee and interest, and to
pay the fee in full at a later date.

Effective January 1, 2011, cities can choose to exempt new
development near public transit (ie. transit-oriented devel-
opment) from paying traffic impact fees. Studies show that
residents living near transit contribute less to traffic con-
gestion than other residents; therefore, it makes sense that
these residents should be exempted from a traffic impact
fee.

What are the equity impacts?

Fees can have a range of impacts on local housing afford-
ability, depending on market conditions and how the fees



are structured. In tight housing markets where residents
lack housing options, the cost of the fee is often pushed
on to the residents in the form of higher housing prices or
higher rents. However, in more competitive markets, the
cost of the fee is often absorbed by the land owner in the
form of lower land value.”

Developments that have at least 50 percent affordable units
can be exempted from fees, but that loss of revenue must
be absorbed by the city and cannot be paid for by increas-
ing the fee on other developments in the area. Because of
this exemption, affordable housing developers often prefer
impact fees compared to other policies to pay for new infra-
structure and public services. Also, establishing impact fees
to be based on square footage, and not as a simple per unit
cost, can make the fee more equitable for lower-income
families who often live in smaller homes.

Case Study: Lancaster Urban Structure Program

In the late 1980s, the City of Lancaster in southern Califor-
nia began to experience rapid residential growth. In 1992,

the city created an Urban Structure Program to determine
developer impact fees that would cover the infrastructure,
facilties, and operations costs of new development.

Using sophisticated computer software, the city quantified
what the projected 20 year shortfall for public services such
as police and park maintenance would be, and added this
shortfall to the impact fee. In addition, the city took into
account the distance between the development and the
service base station when calculating the cost of providing
these services.

The city, developers, and residents realized two posi-

tive outcomes by calculating the fees this way. First,

infill homes that were located near existing services were
charged a lower fee that took into account the cost savings
the city would realize from locational efficiencies. And
second, according to city staff, the fees were effective at
staving off most service cuts during the current recession.’
Thus, even as property tax revenues have fallen by more
than 20 percent since the 2008-2009 fiscal year, the city

has managed to prevent lay offs in the latest fiscal year."
However, housing production, and therefore impact fee
revenues, has dried up in the current economic reccession,
and the city has decided to discontinue the Urban Structure
Program to focus instead on using zoning regulations to
encourage infill development, rather than fee structures
alone.

Learn More:

Peter N. Brown and Graham Lyons. “A Short Overview
of Development Impact Fees.” League of California Cities.
2003.

Gary G. Hill. “Paying for New Development: The Urban
Structure Program of the City of Lancaster.” Government
Finance Review, Vol. 13:3. June 1997.

Arthur C. Nelson, et al. 2008. A Guide to Impact Fees and
Housing Affordability. Island Press: Washington.

Figure 3. Fee Structure for Lancaster Urban Structure Program
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Special Assessment Districts

What is a Special Assessment District?

Though often indistinguishable from traditional property
taxes in how they are collected and paid, special assess-
ment districts (SADs) are legally distinct from property tax,
special taxes, and developer impact fees. In order to estab-
lish a SAD, it must be approved by a simple majority vote
of the landowners within the district boundaries, weighted
by the amount of benefit each landowner will receive from
the district (and therefore how large of an assessment they
will have to pay). SADs can be used to pay for operations
and maintenance of public improvements, including land-
scaping, parks, street lighting, storm drains, streets, and
similar such things, provided that the city can prove that
the benefits are limited to the district boundaries and go be-
yond the basic services the city provides. There are over 20
statutes in the State Government and Streets and Highways
Code that fall under the category of a Special Assessment
District; the first one dates back to 1911.

How can Special Assessment Districts help infill
pay for itself?

SADs cannot be bonded against, so they are not a good tool
for financing major projects. However, they can still gener-
ate significant revenues for services and small projects such
as street banners, landscaping, or pocket park maintenance.
One of the most commonly used SADs in infill areas is a
Business Improvement District (BID), in which businesses
will pay a small assessment in order to improve neighbor-
hood identity and attract more customers. Maintenance
Assessment Districts (MADs) are similar and can apply to
both residential and commercial areas.

Oftentimes, infill developers strive to carve out a unique
and desirable community identity in the midst of the sur-
rounding urban landscape. SADs generate new revenues

to pay for the maintenance of special parks, landscaping, or
bicycle and pedestrian facilities that help an infill neighbor-
hood become more livable, safe, and attractive.

What are the equity impacts?

SADs came under much more stringent regulation after
voters passed Proposition 218 in 1996. Prior to 1996, SADs
could be established by a simple majority vote of the
legislative body. Now, they must be approved by a simple
majority vote of the landowners within the district bound-
aries, weighted by the amount of benefit each landowner
will receive from the district. While some have suggested
that this was a victory for democracy and resident control
over taxation, others are critical that it is still not a truly

democratic procedure of “1 person, 1 vote.”? Large, usu-
ally richer, landowners cast a larger vote in establishing the
SAD, and therefore in what it will fund, as well.

All properties that will receive a benefit from the SAD must
be included in the district and must pay the assessment,
including public properties and non-profits. While there

is some flexibility in determining how to structure the as-
sessment, it can only take into account various measures of
the benefit accrued to the property, and not other consid-
erations such as non-profit status or income level. So the
burden of a SAD can fall particularly hard on older neigh-
borhoods where homeowners may own their homes but
have little cash on hand. Social justice advocates in some
cities like San Diego, which has used MADs extensively,
see these districts as a way to privatize city services.

Case Study: San Diego Maintenance Assess-
ment Districts

In the 1980s, San Diego faced rapid population growth
which, by the 1990s, led to a city-wide fiscal crisis.* The
city, unable to maintain the high level of city services that
its residents desired, worked with developers and hom-
eowners to establish Maintenance Assessment Districts
throughout the city.

Today, the city has 56 MADs that, combined, raise over
$12 million annually in new revenues for services ranging
from public events to increased security services to land-
scaping and parks maintenance. Roughly half of the MADs
were formed by developers to ensure new developments
would have a higher quality of service; the remaining were
created through community outreach in existing neighbor-
hoods in order to meet residents” demands for increased
services that the city could not afford, such as special land-
scaping. The below map shows the spread of where MADs
were created throughout the city, with many of them
established either where new development occurred on the
urban fringe or in the central downtown area. The amount
levied on each parcel is determined by parcel area, land
use, number of dwelling units, parcel frontage, and build-
ing area. All but eight of the MADs are operated out of the
Parks and Recreation department, and most have some
form of community advisory board to establish priorities
on budgets and spending.*

The city continues to actively encourage new MADs to be
formed. In 1998, the city passed a resolution in support of
community efforts to establish MADs, and in 2004 it estab-
lished a MAD formation fund to help communities with
the initial start-up costs of creating a new district.



Learn More:

A Planner’s Guide to Financing Public Improvements.
1997. Governor’s Office of Planning and Research. http://
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Kogan, Vladimir, and Mathew D. McCubbins. “The Prob-
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in San Diego. Stanford: Stanford University Press.

Figure 4: Maintenance Assessment Districts in San Diego
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Mello Roos Community
Facilities District

What is a Community Facilities District?

The Community Facilities District Act of 1982 (Government
Code Section 53311 et. Seq.) allows jurisdictions to generate
new revenues by levying a special annual tax on properties
within an established district, known as a Community Fa-
cilities District (CFD) or a Mello Roos district after the au-
thors of the legislation. Because it is a special tax, it requires
a 2/3 majority vote by voters who reside within the district
boundaries; unique to CFDs, a district can also be estab-
lished by a 2/3 majority vote of the landowners if there are
less than 12 residents in the district. The tax provides an
important annual revenue source that cities can either bond
against to finance up-front infrastructure improvements

or use to pay for ongoing maintenance and services. CFDs
can be used to fund police services, fire services, ambulance
and paramedic services, parks maintenance and recreation
programs, library services, and flood and storm protection
services. CFDs cannot be used to fund transit service unless
explicitly allowed in the CFD formation papers written by
a charter city.”

How can Community Facilities Districts help
infill pay for itself?

CFDS have become popular over the years as a tool to fi-
nance infrastructure needs, particularly for new, greenfield
development. Publicly-owned properties are exempted
from it, as well as any other type of property explicitly stat-
ed in the formation papers. In general, developers prefer
assessments like these that can be bonded against and paid
back over time rather than one-time impact fees, which are
much harder to finance.*

Because of the onerous approval process to create CFDs in
already populated areas, they are most oftentimes estab-
lished in greenfield areas where there are very few resi-
dents and parcel sizes are large. Landowners will approve
CFDs in order to pay for new roads and infrastructure in
areas that lack these improvements. Large infill sites that
do not currently have residents, such as underused parking
lots or formerly industrial land, are also potentially viable
places to establish a CFD.

What are the equity impacts?

Because it is an annual tax levied on property, CFDs usu-
ally pass on the costs of infrastructure and services to the
homebuyer or renter. Historically, homebuyers didn’t nec-
essarily realize they were moving into a CFD until they got
their first property tax bill and saw the extra charge. CFDs
can cost a homeowner thousands of dollars a year, which
can be a significant burden for struggling homeowners.



Today, there are full disclosure laws that require proper
notification of CFD fees to homebuyers before purchase.

The amount for the special tax is determined using a spe-
cial formula established by the city that takes into account
land use, lot size, and square footage. Unlike impact fees,
the revenues generated from CFDs don’t have to meet the
legal requirements of nexus and proportionality, which
means that properties don’t have to be assessed based on
how much they cost the city. For example, larger units
could be assessed at a much higher rate than smaller, more
affordable units. In addition, cities do have the ability to
exempt certain land uses or property types from paying
the special tax. In theory, below-market rate housing units
could be exempted from a CFD fee altogether.

Case Study: Contra Costa Centre Transit Village

The Contra Costa Centre Transit Village is a 125-acre area
surrounding the Pleasant Hill BART station in Central
Contra Costa County. Planning began in the early 1980s
to convert the underutilized land into a walkable, liveable
community. Nearly completed, the project today has over
2,700 homes, 2 million square feet of office space, and over
400 hotel rooms.

Contra Costa County created several CFDs to help finance

Strategies for Fiscally Sustainable Infill Housing

this project over the last 20 years. In 1991, the county estab-
lished a district in order to help pay for a parking structure
to serve the BART station and an upgrade for an offsite
sanitary district facility. This first CFD was bonded for $4.5
million. The county created a second, much smaller CFD
in 1992 for $125,000 that was designed to help some of the
landowners in the area finance a new impact fee to pay for
a child care facility on site. Finally, in 2008, they created a
third CFD to fund ongoing maintenance of a bicycle/ pe-
destrian bridge that connects two legs of a popular regional
trail network over a wide and busy road.” All three of the
district boundaries are small, encompassing only one to
four property owners in the area. The bonds from the first
two districts are expected to retire in 2018.

Learn More:

Daniel C. Bort. 2006. An Introduction to California Mello-Roos
Community Facilities Districts. Orrick, Herrington & Sutcliffe
LLP.

“Community Facilities Districts: Potential Use for Support-
ing Transit-Oriented Development.” 2009. Prepared for
North County Transit District of San Diego by KTU+A et.
al.

Contra Costa Centre website: http:/ /centrepoints.org

New infill housing at the Contra
Costa Centre Transit Village.

| Photo credit: Uncredited



Part III: Case Study on San Jose

San Jose, California, is a city of nearly 1 million people at
the southern end of the Bay Area. It is the third largest city
in California, behind Los Angeles and San Diego, and the
10th largest in the country.

San Jose is in the midst of creating a new vision for its
future. Under new state legislation, the Bay Area region
must address ways to reduce greenhouse gas emissions
through its transportation and housing planning processes.
San Jose is moving forward with a new General Plan which
seeks to meet this new environmental mandate through an
urban villages vision of development that will reduce the
amount residents will need to drive to get between home,
work, school, and shopping. With an additional 500,000
people projected to live in San Jose by 2040, this is an ambi-
tious plan to accommodate growth through targeted infill
development.® The city is also in the process of creating a
Station Area Plan for the 500 acres surrounding the Diri-
don transit station area. Diridon is a major regional transit
hub near downtown that will include connections to local,
regional, and state-wide mass transit by 2050.

However, these visions for a stronger, more sustainable fu-
ture are under threat by today’s economic conditions. San
Jose today is slowly recovering from both the 2001 dot-com
crash and the 2008 Great Recession. Unemployment in the
city is over 10 percent, with the computer and technology
industry taking a substantial hit. EBay, the third largest
employer in San Jose, laid off 1,500 workers in 2008, 10 per-
cent of its workforce. The city itself is also in the midst of a
budget crisis. Home values in the area were hit hard in the
recent recession, lowering property tax revenues signifi-
cantly, and sales tax revenues have declined by 17 percent
since 2008.% Meanwhile, costs for public services continue
to rise.

San Jose’s vision of a more sustainable future can be
reached, but only with thoughtful consideration of how to
ensure infill housing development is fiscally sustainable
for the city. This case study will look at the current fiscal
condition of the city, analyze how these costs and revenues
play out with respect to infill housing development, and
provide recommendations on how the city can make infill
housing development pay its way.

History of Housing Development in San Jose

San Jose was established in 1777 as a Spanish colonial

city. Through the 19th and first half of the 20th centuries,

it grew to become an agricultural center for the country,
producing nuts and fruit. Starting in the 1970s, the technol-
ogy industry began to grow in the Santa Clara Valley and
the lower Peninsula. As the largest city in the area, San Jose

Downtown San Jose. Photo credit: City of San Jose
became the de facto capital of Silicon Valley. While the city
population grew dramatically through the 1970s, 80s and
90s, most of the job growth happened in other nearby cities.
San Jose developed a jobs/housing imbalance, with only
0.8 jobs for every worker who lived in the city.?

Today, San Jose’s population is incredibly diverse, with a
high level of income and educational attainment. One third
of the population is Hispanic, and nearly another third is
Asian. Forty percent of all residents were born outside of
the United States, and over half of the population speaks a
language other than English at home. The median annual
household income is roughly $76,500, and over 80 percent
of adults have a high school degree or higher level of edu-
cational attainment.”

San Jose’s History of Planned Growth

Starting in the 1970s, the city attempted to control its rapid
growth through planning. Concerned with an explosion

of growth that started in the 1950s, the city developed an
urban development policy in 1970 that permitted urban de-
velopment only within the Urban Service Area of the city.
This policy is still in force today. San Jose adopted its first
modern general plan in 1976, which included protection

of hillsides and agricultural lands in some parts of the city
and encouraged infill development.*

Through the 1970s, most housing development occurred
in the southern part of the city, while industrial and office
uses were concentrated in the north. To try to correct this,
the city began a concerted effort in the 1980s to revitalize
the downtown and promote more jobs in the south and



downtown area. In 1987, the Santa Clara Valley Transpor-
tation Authority opened its first light rail line, connect-
ing the southern residential areas to the downtown and
employment centers in the north. Starting as early as the
mid 1990s, the city began increasing densities along transit
corridors in order to encourage multifamily infill develop-
ment. Today, the system consists of over 40 miles of track
and 62 stations. These light rail stations, in conjunction
with major bus route lines, Amtrak, and Caltrain station,
serve as the backbone of San Jose’s urban villages vision.

Though only one third of San Jose’s 300,000 homes today
are multifamily, the city has pursued a policy of encour-
aging multifamily, infill housing development for over a
decade. Nearly 80 percent of all new housing construction
since 2000 has been multifamily, infill housing.

Fiscal Impact Studies of Housing Development

In the early 2000s, Silicon Valley was hit hard by an eco-
nomic crash in the dot-com industry. Suddenly, the land
that San Jose had slated for industrial and office use in the
northern part of the city no longer had the same level of
market demand. Developers were pressuring the city to
convert the land to residential and build more housing.
The city was concerned this land conversion might exacer-
bate the jobs/housing imbalance that already existed, and
decided to study the issue further.

In 2004, the city commissioned Strategic Economics to do a
fiscal impact analysis of residential, office, and commercial
land uses in several sites throughout San Jose. While the
report did ultimately find that the city could accommodate
a significant amount of infill multifamily housing develop-
ment in several areas, it noted that the financial burden

of providing services for these new homes - particularly
police, fire, parks, and libraries - made housing a potential
net financial loss for the city without office or commercial
development to support it.

The analysis here takes the Strategic Economic report as

a starting point, updates the numbers to reflect current
economic conditions, and analyzes the costs and revenues
from both single family and multi-family housing.

Current Fiscal Conditions

Today, in 2011, the economy is in a major recession. San
Jose has reduced both its budget and staffing considerably
as revenues continue to fall. San Jose’s budget is nearly $3
billion total, though the 2011-12 budget would decrease

it to $2.5 billion. Roughly 30 percent of revenues are from
the general fund. Another 35 percent are capital improve-
ments (mostly bonds and fees), 20 percent are from spe-
cial revenues (such as the low income housing fund and
waste management), and 15 percent are from enterprises
(primarily the airport and sewage management). For the
last several years, the city has been balancing its budget by
drawing down its reserves. In 2007-2008, reserves were 24

Figure 5: San Jose Population Growth, 1950 - 2010
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percent of the budget; in 2011-12, they make up barely 10
percent. The city employed 5,840 FTEs (full-time equiva-
lents) last year, and is proposing reducing this number to
5,200 for the 2011-2012 fiscal year.

In order to build a model of fiscally sustainable develop-
ment, it is important to understand the city’s current fiscal
conditions. Below is an overview of both the costs and
revenues associated with residential development.

Public Services Costs

Public Safety The city has about 1,620 police officers and 770
fire fighters. Combined, police and fire make up about 40
percent of the city’s operating staff and over 50 percent of
general fund uses. Police cost the city roughly $300 mil-
lion annually, while fire costs an additional $150 annually.
Performance objectives for both police and fire are based on
response time to emergency situations. Budget cuts, popu-
lation growth, county land annexation and infill develop-
ment have all negatively impacted emergency response
times, according to departmental information.*! There

are 33 fire stations throughout the city, but the proposed
budget plans to have temporary, rolling closures of two
stations each day to reduce operating expenses.

Parks and Recreation The city of San Jose has nearly 200
trails, regional parks, and neighborhood parks. Park main-
tenance and operations, as well as recreation and com-
munity services, totaled $55 million in 2009-2010. The city
has proposed reducing it to $45 million for the upcoming
fiscal year. Under the Capital Improvement Program, there
are sufficient funds to build several new parks; however,
the city lacks enough revenues to operate and maintain the
parks, and has therefore halted some of the planned park
construction until more funding is available.®

Libraries The city currently has 19 libraries, with four more
planned (though construction has been indefinitely de-



ferred). Libraries employed 300 FTEs last year; this year
they are proposing reducing FTEs to 230, with partial
closure of some libraries. Operations and maintenance was
$30 million for 2009-2010.

Public Works Public works includes facilities maintenance,
fleet and equipment services, and infrastructure planning
and building. The budget for these services has declined
from $60 million to a proposal of $50 million for 2011-2012.

Planning and Community Development There are roughly
210 FTEs in the planning, building, and code enforcement,
down from a high of nearly 370 in 2008. The cost was
roughly $25 million for 2009-2010.

General Government General government includes the City
Manager’s office, City Council, City Attorney, human re-
sources, information technology services, and more. There
were nearly 600 FTEs in 2010-2011; the proposed budget
would reduce that to just over 500 FTE. The budget was
$76 million in 2009-2010, with a proposed reduction to $69
million in the upcoming fiscal year.

Waste management, sewage, and water are managed via
fee for service and so are not included in the analysis here.

General Revenues

Property Tax Property taxes have declined by five percent
from a high of over $200 million in 2008. Because this
analysis is city-wide, it does not take into consideration the
impact of geographically-specific programs, like Redevel-

Figure 6. Map of Mello Roos and Maintenance Assessment Districts
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Sales Tax The sales tax rate in Santa Clara County is 9.25
percent. San Jose sales tax revenues are strong overall,
compared regionally. Sales tax data from 2008 shows that
San Jose has a net positive sales tax flow, meaning the city
is attracting consumers from other jurisdictions.*® However,
the economic recession has decreased sales tax revenues for
the city by 17 percent.

Franchise Fees, Licenses and Permits, and Fines These revenue
sources come from both residential and non-residential
land uses. Combined, they add up to $85 million a year in
revenues. Franchise Fees are charged to third-party com-
panies such as PG&E for the use of public right-of-ways
(primarily streets) to provide their services. Licenses and
permits include building permits, business licenses, and
more. Fines include traffic violations, judge sentences, and
other such fines.

Utilities User Tax The city charges a five percent general
tax on all utility bills, including gas, water, electricity, and
telephone.

Revenue from Local Agencies The city receives reimburse-
ment from other agencies for providing services to resi-
dents who live in Special Districts, such as the Central Fire
District.

Telephone Tax The telephone tax was voter-approved in
2009, and is generating $20 million per year of new general
revenues.

Source: Based on data from City of San Jose, 2011
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Special revenues

In addition to the general revenue sources listed above, the
city also has several other special revenues to help pay for
housing development. These are divided up into revenue
sources for operations and maintenance, and revenue
sources for capital improvements.

Revenue Sources for Operations and Maintenance

Library Parcel Tax This parcel tax provides funding for
development, operations, and maintenance for specific
services within the city from development. The tax ranges
from $25 per unit for single family to under $10 per unit for
large multi-family projects, with Consumer Price Index-
based increases annually.

Maintenance Assessment Districts There are 13 Maintenance
Districts throughout the city, which provide roughly $11
million a year for maintenance of street islands, street front-
ages, and other, mostly landscaping-related, elements.

Mello Roos Districts San Jose has 6 Maintenance districts,
and 4 bonded districts. Together, bonds are for $42 million,
primarily for street construction and maintenance. Revenue
from non-bonded districts is roughly $7.5 million annually
and is primarily for maintenance of roads, waterways, and
landscaping in the district.

Revenue Sources for Capital Improvements

Park Impact Fee The city’s Park Dedication Ordinance and
Park Impact Ordinance (PDO-PIO) were passed in 1988
and 1992, respectively, to ensure new development main-
tains a ratio of 3 acres of parkland for every 1,000 residents.
Fees range from $10,000 to $34,000 per unit, depending

on the city zone, project density, and estimated number of
residents per unit. Under this formula, higher density proj-
ects pay roughly 1/3 less in fees per unit because the city
assumes they have fewer residents per unit. These fees can
only be used for the development or renovation of parks.

Traffic Impact Fee In 2005, San Jose established a Traffic
Impact fee for North San Jose in order to pay for the major
traffic improvements necessitated by the newly adopted
North San Jose Area Development Policy, which includes
up to 32,000 new housing units, as well as significant office
and commercial development. The fee is $6,994 for single
family units, and $5,596 for multi-family units. It can only
be used for capital expenditures.

Residential Construction-related Tax, and Other Special Taxes
Four separate taxes related to residential construction
add up to 4.5 percent of the total project costs for new
development. These taxes are established flat rate for all
development; however, in 2000 the city approved a policy
that exempts multifamily residential development in the
downtown area from all of these taxes.

Infill Housing Costs and Revenues Analysis

Below is a table showing the analysis of how the costs and
revenues for city services add up for both single family
and multi-family homes in San Jose. Infrastructure costs
and revenues (such as impact fees) are not included in
this analysis, neither are place-specific costs and revenues
(such as the Maintenance Assessment Districts). Costs are
calculated on a per capita basis, based on the city’s average
residents per unit. Revenues are calculated on a per unit
basis or according to pre-established city formulas where
they exist. The numbers are mostly provided by actuals
from the 2009-2010 fiscal year. For a full discussion of the
numbers and calculations, see Appendix A.

This analysis is static, which means it is meant to give a
“snapshot” of the fiscal impact of housing development
on the city under current conditions. It does not attempt
to project how the costs and revenues might change over
time.

While the specific dollar amounts presented here may vary
depending on neighborhood-specific conditions, this analy-
sis reveals three important things overall:

1. Multi-family housing development generally costs the
city less than single family on a per unit basis;

2. Both single family and multi-family housing develop-
ment generally come at a net fiscal loss for the city of thou-
sands of dollars annually; and

3. Multi-family housing development has a lower net fiscal
loss per unit than single family development.

This analysis provides some support to the city’s efforts

to redirect housing development towards lower-cost infill
housing with the urban villages vision. It also points to the
need for the city to implement additional revenue generat-
ing strategies with new housing development. Below are
three recommendations for ways the city can raise more
revenues from new housing development.

Recommendations

1. Value capture from upzoning

San Jose is adopting a new vision for growth centered
around urban villages. Not only will these urban villages
create more transportation and lifestyle options for San Jose
residents, but they could also dramatically increase land
values in these areas due to new infrastructure investments
and zoning changes that allow for denser, higher value
development. According to a 2009 study by Shishir Mathur
and Christopher E. Ferrell, home values increase by 1.5 per-
cent for every 1000 feet closer a home is to a transit station
in the San Jose area.** As the city moves forward in plan-
ning out each new urban village, it has a unique opportu-
nity to capture some of this newly created value and use it
to cover the costs of new, infill homes.



Table 3: San Jose Infill Housing Costs and Revenues Analysis

Single Family Multi Family
ASSUMPTIONS
Density (Gross) 4 20
Acres 5 5
Total Residential Units 20 100
Avg. Person per Household 3.5 2.3
Median Cost per Unit $480,000 $245,000
Property Value $9,600,000 $24,500,000
Avg. Property Tax Revenue to City 0.21% 0.21%
CITY SERVICES ANNUAL COSTS
Police $15,586 $51,210
Fire $8,208 $26,970
Parks & Community Service $4,060 $13,340
Library $2,240 $7,360
Public Works $3,270 $10,743
Planning & Community Development $1,268 $4,167
General Government $5,670 $18,630
Total City Services Annual Costs $40,302 $132,421
Total City Services Annual Costs per unit $2,015 $1,342
CITY SERVICES ANNUAL REVENUES
Property Tax $20,160 $51,450
Sales Tax $4,560 $22,800
Utility Tax $2,240 $11,200
Franchise Fees $2,066 $6,789
Fines, etc. $861 $2,828
Licenses and Permits $1,497 $7,486
Revenue from Local Agencies $2,319 $11,595
Telephone Tax $989 $4,945
Library Parcel Tax $500 $920
Total Annual Revenues $35,192 $120,014
Total Annual Revenues per unit $1,760 $1,200
Annual Net Difference -$5,110 -$12,407
Annual Net Difference per unit -$255 -$124

There are several mechanisms a city can use to capture this
value increase. First, the city could create a new Developer
Impact Fee, like San Francisco did in the Eastern Neighbor-
hoods area. The fee rate could be set in direct proportion
to the amount of additional value the parcel would accrue
through the upzoning process.

Another approach could be to create new Mello Roos Main-
tenance Districts. Mello Roos can be an incredibly flexible
revenue-generating tool for cities; its primary constraint

is the high voter approval needed in order to establish a
district. A district is easiest to establish in areas that do

not have a large number of residents already living there,
and where there are few land owners. Several of San Jose’s
urban villages, such as the Diridon Station Area, have these
characteristics and would be well positioned to succeed in
establishing a Mello Roos district. The Contra Costa Centre
is a successful example of how Mello Roos was used on an
infill project near transit to raise revenues for both capital

costs and ongoing maintenance expenditures.

Wherever the city is planning to upzone to higher densi-
ties of infill housing development, the city should conduct
an economic impact analysis to determine how much
additional value is being created for landowners from the
upzoning, and which strategy would be most appropriate
to capture part of that windfall value.

Finally, and most importantly, a spending plan must be in
place so that all stakeholders have a shared understanding
of how the new revenue will be spent. The spending plan
gives residents and infill housing advocates an important
space to voice concerns and priorities.

2. Raise specific revenues for specific shortfalls

As was noted in the Strategic Economic report, San Jose
has a specific funding shortfall for city parks maintenance




that can be corrected by modifying the park impact fee.
The city has addressed this cost to some degree in its draft
General Plan by allowing and encouraging the use of Joint
Use Agreements with schools. Joint Use Agreements make
school recreational facilities available to residents and thus
create new neighborhood park spaces. However, the city
still lacks adequate funding to pay for ongoing park main-
tenance.

One potential solution to this particular problem would be
to include ongoing maintenance costs in the park impact
fee. The City of Lancaster developed a Developer Impact
Fee structure that calculated the anticipated costs for 20
years of maintenance and operations (see Part II of this
report for more information on this case study). San Jose
could adopt a similar fee structure for calculating the park
impact fee.

One important caveat to note is that impact fees cannot be
used to make up pre-existing deficits. So while this new im-
pact fee would ensure that there will be sufficient funding
for operations and maintenance of parks near new devel-
opment in the future, it could not be used to resolve the
current funding gap for existing park maintenance needs.

3. Enable Special Assessment Districts

As San Jose’s continuing budget crisis forces more cuts and
declining levels of service, the city could explore making

it easier for neighborhoods to create Special Assessment
Districts (SADs). SADs can be used to provide additional
services by charging a small annual fee to property own-
ers in the area, based on the amount of benefit the owner

receives from the district. The city can facilitate commu-
nity processes to create SADs by providing seed funding
for educational materials or running the voting process to
establish a SAD.

SADs should never be used to backfill services the city
ought to be providing, such as basic parks maintenance or
street repair. However, as the city’s budget continues to
tighten, residents will find it much more difficult to get the
city to pay for small improvements that make neighbor-
hoods unique and interesting, such as special street light-
ing, banners, or garbage receptacles. This is particularly
true for the new urban villages the city envisions. Thus,
SAD:s are one strategy the city could use to pay for these
types of special improvements.

Finally, with every discussion of strategies to raise more
money for city governments, there must be an honest con-
sideration of who will ultimately pay for it. San Jose has a
tight housing market, and any new costs the city imposes
on development will likely be passed on to the new resi-
dents themselves. For infill housing advocates concerned
about making new housing affordable to residents at a
range of incomes, this fact is particularly troubling. There
are no perfect strategies here, though there are some poten-
tially promising ones. When determining which strategy to
pursue, it's important to have an honest discussion with all
stakeholders about the strengths and constraints for each
one. However, through an open and transparent decision-
making process, San Jose can create a model for new infill
homes that are both environmentally and fiscally sustain-
able.

Infill homes in San Jose.
Photo credit: Greenbelt Alliance



Appendix A: Methodology for San Jose Analysis

For this fiscal analysis, I relied on two sources in particular:
the 2011-12 San Jose draft budget for data on actual costs
and revenues from 2009-2010; and Strategic Economics’
fiscal impact analysis from 2005. The former was used
primarily for the raw data for the calculations, while the
later was used to develop the methodology used here.

I also referred to calculations by Michael Coleman of

costs and revenues of single family versus multi-family
development.

A few things to note: I chose to calculate the city costs on

a per capita basis, and then multiplied it out based on the
Average Persons per Household used by the city. This is
because most level of service standards the city has for
services, such as parks, is calculated on a per capita basis.
City Revenues, on the other hand, are calculated on a per
unit basis because most revenues (property tax, utility user
tax, etc.) are collected on a per unit basis.

Calculations of city costs can be done either by looking

at the increment of cost by new housing, or by averaging
costs across all residents. Incremental cost factors in excess
capacities in existing facilities, while simply averaging costs
does not. Since this analysis is meant to generically apply
across the entire city, it was not feasible to calculate excess
capacity of place-based facilities such as police stations, fire
stations, parks, and libraries. Instead, I used average costs
across all city services.

Assumptions:

The data sources for the assumptions are as follows:
1. Density - Given.
2. Acres - Given.
3. Total Residential Units - Given.

4. Average Persons per Household - City of San
Jose’s PPH used in calculating Parks Impact Fees.
Last updated 2009.

5. Median Cost per Unit - Santa Clara County
Association of Realtors, March 2011.

6. Property Value - Calculated.

7. Property Tax Rate - Michael Coleman. A Primer
on California Finance. League of California Cities.
2005.

Ongoing City Costs:

The costs include police, fire, parks, libraries, public
works, planning & community development, and general

government. The first four of these costs are considered
standard resident services, and San Jose provides all of
them to its residents as a full service city. These costs
mainly cover operations and maintenance, and do not
include any capital investments that would be necessary

as the population grows. Public works includes operations
and maintenance of public works facilities. Planning &
community development include all planning services,
including long range planning. General government covers
the costs of basic government administration. These last
three costs are considered “fixed” when looking at the
incremental cost of individual housing developments; they
are included in this analysis because it is assumed that they
will need to grow to keep pace with population growth,
which is projected to increase by 50 percent by 2040.

The calculation of costs assumes that both workers and
residents benefit from police, fire, public works, and
planning & community development, while only residents
benefit from parks, libraries, and general government.
Thus, for the first category, the cost is spread out over both
residents and workers.

For example, costs for police are calculated as:

Cost of police per dwelling unit = (2009-2010 Police
Actuals/ (2010 population + 2009 jobs))*Average Persons
per Household

These numbers are explained as follows:

1. 2009-2010 Police Actuals is the total cost of
providing police services during the 2009-2010
fiscal year, according to City of San Jose budget
data.

2. 2010 population is the total population based on
the 2010 US Census (total pop: 945,942).

3. 2009 jobs is the total number of jobs in San Jose.
It is based on 2009 numbers from the US Census’
Longitudinal Employer-Household Dynamics, the
most recent year that city-level data is available
(total jobs: 355,234).

This analysis is repeated for fire, public works, and
planning & community development.

For parks, libraries, and general government the cost per
dwelling unit was calculated as follows:

Cost of parks per dwelling unit = (2009-2010 Parks
Actuals/2010 population )*Average Persons per Household

In this case, because these services are used almost
exclusively by residents, their entire cost is charged to the
residents.



Ongoing City Revenues:

City revenues included in this analysis are: Property tax,
sales tax, utility tax, franchise fees, fines, licenses and
permits, revenue from local agencies, telephone tax, and
library parcel tax. Each of these will be explained in more
depth below. General revenues that were not included in
this analysis are: transient occupancy tax, business taxes,
transfers and reimbursements from non-local agencies,
and other revenues. These were excluded because they are
generally not generated from residential uses.

In addition, there are four construction taxes imposed

by the city that were not included in these calculations:
Construction and Conveyance Tax; Construction Excise
Tax (also called the Commercial-Residential-Mobile Home
Park Building Tax); Building and Structure Construction
Tax; and Residential Construction Tax. These taxes are
used overwhelmingly to pay for capital improvements on
streets or parks, and so are not included in this analysis
of revenue sources for ongoing services. Likewise, the
Parks Impact Ordinance and the Traffic Impact Fee are
not included in this analysis for the same reason. Special
Assessment Districts and Mello Roos districts are also

not included in these calculations because they are
geographically constrained revenue sources.

Property tax, sales tax, utility users tax, and library
parcel tax are calculated using their own formulas, as
described below. All other revenues are calculated based
on contributes from both households and employers.
Because employer size (and therefore contribution) varies
dramatically, I developed a proxy by converting the
number of jobs in the city into households based on the
city-wide average number of residents per household,
which was 3.14 in 2010. Thus, I assume that every 3.14
employees in San Jose contribute roughly as much revenue
as one household for these particular revenue sources.

All revenue data is calculated using 2009-2010 budget
actuals from the 2011-2012 Draft Budget, except where
noted otherwise. Explanation of individual revenues:

1. Property tax - Calculated as 0.21 percent of
property value. See Assumptions calculations,
above, for more information.

2. Sales tax - Data is taken from an analysis of
household sales tax revenues by CBRE Consulting,
Inc. conducted in December 2008. The number
was reduced by 17 percent to account for decline

in sales tax revenue from 2008 to 2010, as reported
in the 5-year Comparison of General Fund Sources
provided by the city.

3. Utility users tax - Amount is calculated based on
pay rate scale and average utility usage for single
family and multi-family homes in San Jose. The
calculated rate for single family homes is $120/yr.
the rate for multi-family homes is $86/yr. Data is
from City of San Jose and PG&E. The utility users
tax rate is 5 percent.

4. Franchise fees -These are calculated on a per capita
basis as a proxy for amount of service consumed
per household. Revenues are adjusted to account
for both households and businesses.

5. Fines -These are calculated on a per capita basis
because they are collected per capita. Revenues
are adjusted to account for both households and
businesses.

6. Licenses and permits —-Revenues are adjusted to
account for both households and businesses.

7. Revenue from local agencies - These revenues are
primarily transfers for city services provided to
residents in special districts. For example, the city
receives payments from the Central Fire District for
services provided by the San Jose Fire Department.
Because businesses may also reside in special
districts, revenues are adjusted to account for both
households and businesses.

8. Telephone tax - This telephone tax was voter
approved in 2008 (Measure J). Without more
specific information about trunk lines in specific
developments, I used city averages adjusted for
both households and businesses.

9. Library parcel tax - Data is based on rates for
single family and multi-family homes, as outlined
in City of San Jose Municipal Code 4.79. This parcel
tax was voter approved in 2004 (Measure S).

Finally, it's important to note that both revenues and costs
have fluctuated dramatically in the last several years.

The numbers used in this analysis should be used for
illustrative purposes only, and do not necessarily reflect the
actual costs and revenues of housing development in the

city.
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