ITEM NO. 7
CITY OF OCEANSIDE

STAFF REPORT

DATE: September 2, 2009
TO: Honorable Mayor and City Councilmembers
FROM: Development Services Department

SUBJECT: TEMPORARY FEE-DEFERRAL PROGRAM FOR DEVELOPMENT
IMPACT FEES

SYNOPSIS

Staff recommends that the City Council adopt an ordinance to implement a fee-deferral
program for development impact fees.

BACKGROUND

Development impact fees are imposed by the City as a condition of development
approval for the purpose of financing capital improvements. City Code states that impact
fees shall be collected at the time of building permit issuance for all development projects.

Various cities in California have considered deferral of impact fees as a way to encourage
economic development and job formation during the current economic decline. The
development community has requested that the City consider the implementation of an
impact fee-deferral program to reduce encumbered finances during the building phase of
land development. On June 17, 2009, the City Council directed the City Manager to
develop a fee-deferral program for the temporary deferment of development impact fees.

ANALYSIS

The fee-deferral program is intended to respond to the current market conditions;
therefore, the program is proposed as a temporary one. Impact fees within the City's
control may be deferred; deferral of those impact fees which are not under the City's
control are excluded from the fee-deferral program. Processing fees to pay for the time
City staff spends working on each development application would not be eligible for fee-
deferral.

There are several issues to consider regarding an impact fee-deferral program. Primary
issues include the delay of capital improvement infrastructure projects, provision to
ensure fee payment, evaluating the use of the Statewide Community Infrastructure
Program (SCIP), and the duration of the deferral program.



Capital Improvement Infrastructure — In order to assist the City in having sufficient funds
to construct needed public infrastructure funded through development impact fees, staff
identifies maximum time limits on the deferral of impact fees. These time limits are
intended to account for a reasonable construction schedule given the type of project.
Deferral of impact fees with no time constraints could effectively reduce Capital
Improvement Project (CIP) funding to $0 for the term of the program.

Residential projects may be deferred until final inspection or twelve months from the date
the fee-deferral is approved, whichever comes first. Nonresidential construction may be
deferred until final inspection or twenty-four months from the date the fee-deferral is
approved, whichever comes first.

Ensure Fee Payment — An additional agreement will be required between the City and the
property owner when the building permit is issued to ensure the payment of all fees. At a
minimum, the agreement shall include provisions for:

1. an administrative fee to cover the costs of processing and monitoring the status of
the agreement;

2. deferred impact fee payment to occur prior to the final building inspection; and

3. the withholding of occupancy permit(s) for nonpayment.

Obtaining appropriate security from the developer is essential, especially if units are built
during a fee-deferral period and the developer either goes out of business or bankrupt
prior to payment of the fees. To ensure the fees are collected and proper controls are in
place, the agreement will be recorded and constitute a lien against the property. This
approach is intended to eliminate the type of situation where all funding is exhausted,
construction activities are near completion, and issuance of occupancy is being pleaded
for without payment of fees.

Statewide Communities Infrastructure Program (SCIP) — City staff is currently evaluating
fee financing programs available through the SCIP. The SCIP provides payment of
development fees through the sale of state bonds, secured by the property. Due to the
current market for development use of the SCIP in addition to a temporary fee-deferral
program appears appropriate.

Program Duration — Many of the cities that have implemented these measures have
instituted a sunset clause because the action is deemed a temporary measure to be used
during time of economic distress. The City Council may consider extending the deferral if
current economic conditions remain. An initial sunset date of June 30, 2012, with one or
two twelve (12) month extensions should be considered.

It will be difficult to measure the direct positive influence of a fee-deferral program as an
economic stimulus for the developer; however, the intent is to stimulate new
development. Revisions to this program will be executed administratively by City staff, as
appropriate.



FISCAL IMPACT

The additional costs to implement the program are a result of increased staff demand
associated with processing and monitoring the fee deferral program. A standard
application and administrative fee of $250 per project should be established to address
the additional costs; the fee adequacy to recover costs can be reviewed and adjusted
as necessary. The deferral of impact fees may influence the timing of some capital
projects. A provision for City staff to evaluate the effect of each application has been
incorporated into the program. The evaluation process will help identify the specific
impacts to the given capital fund and minimize delays to priority public infrastructure
projects.

COMMISSION OR COMMITTEE REPORT
Does not apply.

CITY ATTORNEY’S ANALYSIS

The referenced documents have been reviewed by the City Attorney and approved as
to form.

RECOMMENDATION

Staff recommends that the City Council adopt an ordinance to implement a fee-deferral
program for development impact fees.

PREPARED BY: SUBMITTED BY:

Scoft O. Smith v Peter A. Weiss
City Engineer City Manager

REVIEWED BY:

Michelle Skaggs Lawrence, Deputy City Manager W
George Buell, Development Services Director >
Jane McVey, Economic and Community Development Director N &
Jerry Hittleman, City Planner ¥an
Jim Zicaro, Chief Building Official
Teri Ferro, Financial Services Director (/ & -
ATTACHMENTS:

1. Ordinance v

2. Temporary Impact Fee Deferral Program
3. City of Oceanside Impact Fees Table
4
5

. BIA Impact Fee Deferral Matrix
. Statewide Communities Infrastructure Program Information
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ORDINANCE NO.

ORDINANCE OF THE CITY COUNCIL OF THE CITY OF
OCEANSIDE ESTABLISHING THE TEMPORARY FEE
DEFERRAL PROGRAM FOR DEVELOPMENT IMPACT FEES

WHEREAS, the City of Oceanside (City) imposes development impact fees as a
condition of development approval for the purpose financing capital improvements to address
the impacts of new development;

WHEREAS, pursuant to Oceanside City Code § 32B.7(c) Impact fees shall be calculated
and collected at the time of issuance of a building permit for all development projects;

WHEREAS, pursuant to Oceanside City Code § 32B.7(d) No building permit shall be
issued until all impact fees due for the development project have been paid,

WHEREAS, pursuant to Oceanside City Code § 29.11.1, Resolution Numbér 87-97 and
Ordinance No. 09-OR 0092-1 the City Council established the Wastewater System Buy-in Fee;

WHEREAS, pursuant to Oceanside City Code § 37.56.1, Resolution No. 87-96 and
Ordinance No. 09-OR 0093-1, the City Council established the Water System Buy-in Fee;

WHEREAS, pursuant to Ordinance No. 91-09 and Resolution No. 06-R0334-1, the City
Council established the Public Facilities Fee;

WHEREAS, pursuant to Ordinance No. 87-19 and Resolution No. 06-R0334-1, the City
Council established the Traffic Signal Fee;

WHEREAS, pursuant to Ordinance No. 83-01 and Resolution No. 06-R0334-1, the City
Council established the Thoroughfare Fee;

WHEREAS, pursuant to Ordinance No. 91-10 and Resolution No. 06-R0334-1, the City
Council established the Parkland Dedication Fee;

WHEREAS, pursuant to Ordinance No. 85-23 and Resolution No. 06-R0334-1 the City
Council established the Drainage Fee;

WHEREAS, pursuant to Chapter 14-C of the City Code, the City Council established an
inclusionary housing in lieu fee for residential projects only;

WHEREAS, the City recognizes that the payment of fees represents a substantial

financial commitment for many projects;
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WHEREAS, the City recognizes that establishing a payment plan for certain fees may
assist in the development of projects and provide jobs and growth in the City; and

WHEREAS, this Ordinance establishes a payment plan for certain impact fees for a
specified period of time.

NOW THEREFORE, the City Council of the City of Oceanside does ordain as follows:

SECTION 1. Purpose.

The City Council of the City of Oceanside recognizes the extraordinary fiscal challenges
faced by the development community due to general economic downturn and by this Ordinance
encourages construction of residential and commercial development projects within the City.
The City Council finds that the payment of certain impact fees for new development at the
building permit stage, in the current financial climate, discourages such development and
desires, by the adoption of this Ordinance to encourage new construction by establishing a
payment plan for certain development impact fees.

SECTION 2. California Environmental Quality Act.

The City Planner has determined that the proposed Ordinance is not a “Project” as
defined under Section 15378 of the CEQA guidelines, therefore, pursuant to Section
15060(c)(3) of the CEQA guidelines the activity is not subject to CEQA review.

SECTION 3. Definitions.

“Applicant” means the owner of the real property or the developer with an approved
development project who seeks a development impact fee payment plan pursuant to this
Ordinance.

“Approved Residential Development Project” means a market rate residential
development consisting of single-family or multi-family residential units sold or rented at
prevailing market rates and free of any affordability restrictions which has received final
discretionary action by the City and which is in compliance with all environmental requirements
due prior to issuance of a building permit.

“Approved Development Project” means a nonresidential development which has

received final discretionary action by the City and which is in compliance with all
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environmental requirements due prior to issuance of a building permit.

SECTION 4. Development Impact Fees Subject to Payment Plan

Notwithstanding the provisions of Article 32B of the Oceanside Municipal Code and the
Ordinances listed below, the provisions of this Ordinance shall apply only to the following
development impact fees:

(@)  The Wastewater System Buy-in Fee codified in Oceanside City Code § 29.11.1.

(b)  The Water System Buy-in Fee codified in Oceanside City Code § 37.56.1.

(c)  The Public Facilities Fee established pursuant to Ordinance No. 91-09.

(d)  The Traffic Signal Fee established pursuant to Ordinance No. 87-19.

(¢)  The Thoroughfare Fee established pursuant to Ordinance No. 83-01.

(f)  The Parkland Dedication Fee established pursuant to Ordinance No. 91-10.

(g)  The Drainage Fee established pursuant to Ordinance No. 85-23.

(h)  The Inclusionary Housing in-lieu fee for residential projects codified in Chapter
14-C of the Oceanside City Code.

SECTION 5.  Establishment of the Development Impact Fee Payment Plan Program
(hereafter “DIFP”)

(@)  The DIFP is established for those development impact fees listed in Section 4
above.

(b)  The DIFP shall apply only to Approved Residential Development Projects and
Approved Development Projects as defined in this Ordinance.

(c) At the time the Applicant applies for a Building Permit, the Applicant may file an
application with the City to request a DIFP for any or all of those development impact fees
listed in Section 4.

(d)  The Applicant shall deposit with the City a non-refundable fee of $250 for the
processing of the DIFP application. No building permit shall be issued for an Approved
Residential Development or Approved Development Project subject to this Ordinance unless
the Applicant has paid this processing fee.

()  The Applicant, and the owner of the property, if different, shall be required to
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enter into an agreement with the City, in a form acceptable to the City Attorney, agreeing to the
DIFP.

()  The maximum period for any DIFP pursuant to this Chapter is 12 months from
the date of issuance of building permits for Approved Residential Development Projects and 24
months from the date of issuance of building permits for Approved Development Projects. This
period may be extended once for 12 months at the discretion of the City Manager. Any
additional extensions shall be at the discretion of the City Council.

(g)  All fees subject to the DIFP shall be paid in full the earlier of (1) the City’s
approval and signature on the final inspection card by the Building Official or designee for an
Approved Residential Development Project; or (2) the issuance of the Certificate of Occupancy
for an Approved Development Project; or (3) the end of the maximum period described in
subsection (f) of this Section.

SECTION 6. Agreement Shall Constitute a Lien

The Applicant and the owner of the property, if different, shall execute a DIFP
Agreement with the City. The Agreement shall be recorded by the City and shall constitute a
lien against the property for the payment of the fees. The City Manager shall execute the
Agreement on behalf of the City. When the obligation is paid in full, the City shall record a
Release of the Lien.

SECTION 7.  Determination of the Amount of Development Impact Fees

The amount of development impact fees owed by the Applicant shall be determined by
the City pursuant to the provisions outlined in the Oceanside City Code or in the ordinances and
resolutions establishing the fees. These amounts shall be fixed as of the date of the execution of
the DIFP Agreement by the City. The amounts of these fees shall not change as long as the
Applicant is in full compliance with all provisions and requirements of this Ordinance and
DIFP Agreement. If, however, the Applicant fails to comply with all the provisions and
requirements of this Ordinance or the Agreement, the City may adjust the development impact
fees to reflect the current rates for the fees.

11
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SECTION 8. Not Transferable.

The City’s approval of a DIFP is not transferable to any other project, even if the
Applicant is the same and the other project would qualify for the DIFP.

SECTION 9. Recordation Costs

The Applicant shall pay all costs of recordation of documents required pursuant to this
Ordinance and the DIFP Agreement at the execution of the DIFP Agreement by the City.

SECTION 10. Sunset Provision.

This Ordinance shall expire on June 30, 2012, and as of that date, is repealed unless
extended by future action of the City Council.

SECTION 11. Notice is hereby given that the time within which judicial review must be
sought on this decision is governed by CCP Section 1094.6.

SECTION 12. This Ordinance shall not be codified.

SECTION 13. The City Clerk of the City of Oceanside is hereby directed to publish the
title of this Ordinance once within fifteen (15) days after its passage in the North County Times,
a newspaper of general circulation published in the City of Oceanside. This Ordinance shall
take effect and be in force on the thirtieth (30th) day from and after its final passage.

INTRODUCED at a regular meeting of the City Council of the City of Oceanside,
California, held onthe  day of , 2009, and, thereafter,

PASSED AND ADOPTED at a regular meeting of the City Council of the City of
Oceanside, California, held on the day of , 2009, by the following vote:

AYES:
NAYS:
ABSENT:
ABSTAIN:

MAYOR OF THE CITY OF OCEANSIDE

ATTEST: APPROVED AS TO FORM:

) X s [0

CITY CLERK




TEMPORARY

DEVELOPMENT IMPACT FEE
DEFERRAL PROGRAM

City of Oceanside
Development Services Department
300 N. Coast Highway
Oceanside, CA 92054




Impact Fee Deferral Program

In order to help stimulate economic development and be responsive to the needs of our
customers, the City of Oceanside is offering an impact fee deferral program. Rather than
requiring developers to pay all “development impact fees’ at the same time a building permit is
issued, developers may request approval to defer the payment of select impact fees.

Program Highlights:

e Auvailable to all new construction, including residential, retail, office and industrial

e Payment due at final inspection or as designated within the approved application,
whichever comes first.

e Deferred fees shall be paid at the rates applicable at the time of payment
e Deferrals apply to City controlled impact fees only

Eligible Development Impact fees:

Fees within the City’s control may be deferred. Deferral of fees that are collected by the City
and passed through directly to the City’s regional partners will require the approval of the
regional partner with an agreement between the City and the other agency.

The following is a list of fees eligible for deferral:

Wastewater System Buy-in Fees
Water System Buy-in Fees
Public Facilities Fees

Park Fees

Drainage Fees

Thoroughfare and Bridge Fees
Signalization Fees

Inclusionary Housing Fees

The City will determine, at its discretion, and subject to approval by the City Manager, the
amount of the fees that can be deferred. The City will be reviewing anticipated cash outlays
and/or contracts related to specific development impact fees considered for deferment to
determine which fees may be deferred at any point in time.

Non-Eligible fees:

Building Permit Fees

Processing Fees

Plan Review Fees

School Fees

San Diego County Water Authority Fees

Fee Deferral Application Fee - this fee will cover time City Staff spends working on each
development application



Sunset for Impact Fee Deferral Program:

This program is intended as a temporary response to the current economic distress and will
expire on June 30, 2012. City Council may consider extending the deferral program for one or
two twelve (12) month periods.

Non-Residential Project Criteria (Meeting one or more of the following findings):

Creates at least 25 full-time jobs
Increases annual tax revenue by at least $5,000
Project located in Redevelopment Project Area

Project is determined to be a “Catalyst Project” that will further economic development
goal and objectives

Project Qualifications:
To participate in the deferral program, all outstanding City invoices, fees and taxes must have
been paid in full.

Property owners are encouraged to utilize the Statewide Communities Infrastructure Program
(SCIP) to finance their impact fees whenever possible. More information on SCIP can be found
at City Hall or the City’s website, at www.ci.oceanside.ca.us

Fee Deferral Time Limits:

e Non-residential project — fees may be deferred until final inspection or twenty four (24)
months from the date the fee deferral is approved, whichever comes first.

¢ Residential projects — Fees may be deferred to the final inspection or twelve (12)
months from the date the fee deferral is approved, whichever comes first.

Processing Fee:
The Fee Deferral Program is expected to result in costs to the City to implement and service the
program. The fee for processing the deferral applications shall be $250 per application.

Issuance of Building Permit:

Prior to the anticipated date of issuance of building permit, applicants should submit a fee
deferral application to either Building staff for residential projects, or the Economic
Development staff for non-residential projects. The Finance Director will then review the
application and seek final approval from the City Manager. Building permits will be issued
following approval of the application.

Payment of Fees:

Payment of deferred impact fees is due at final inspection or as designated within the approved
application, whichever comes first. Deferred fees shall be paid at the rates applicable at the time
of payment.



How Do I Apply?
Applications may be obtained by contacting the City of Oceanside Economic Development
Department at (760) 435-3352 or the Building Division at (760) 435-3950.

Completed applications should be submitted to:

e Building Division Counter — for residential deferrals, or
e Economic Development Department — for non-residential fee deferrals

Upon approval, the City will contact each applicant to inform them they may obtain permits at
the Building Division Counter.
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BIA SAN DIEGO—“MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

“Construction is at its heart a manufacturing
industry that employs a highly diversified and
skilled workforce. Construction is the physical
infrastructure for economic prosperity. It is the

backbone of a strong economy. Local government as
a direct benefactor should foster and embrace a
healthy construction industry.”
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BIA SAN DIEGO —“MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

The construction industry is in need of a jumpstart to regain its role as a
primary economic engine of the region. The recovery of the construction industry
requires a proactive and effective approach by local government to stimulate
construction activity. Simple, easily implemented and uniformly applied economic
stimulus measures are required to get construction activity going again.

These measures include permit and entitlement extensions, permit process reform, and
development impact fee deferrals. These specific measures have no adverse fiscal
impact on local government. Instead, they will stimulate permit and construction
activity, stimulate job growth in the construction industry, and reinvigorate fee revenue
streams to local government.

This document focuses on a simple, effective, and essential stimulus measure that local
government can implement: the deferral of payment of development impact fees. The
payment deferral of development impact fees to the end of the construction process but
still prior to the impact occurring, will save tens of thousands of dollars in financing
costs for a typical project, giving new projects that are otherwise stalled financial
viability once again.

Fee Deferrals are a Key Economic Stimulus Measure

The deferred collection of impact fees means a simple change in the timing of when
development impact fees, such as traffic fees, park fees, school fees, water and sewer
capacity fees, et cetera, are collected. Typically, development impact fees are collected at
the Final Map or building permit application process. The total bill of development
impact fees for a typical project can reach hundreds of thousands to millions of dollars
depending on the type and size of the project. A typical 50-unit housing project would
pay on average between $2.5 and $3 million in impact fees.

The deferral of development impact fees is simply moving the collection of the fees to a
later point in the process, such as the Certificate of Occupancy, Final Inspection, or Close
of Escrow. The collection of the impact fees at this later stage in no way relieves the
builder from paying the full fees that are due. It simply allows the builder to construct
the project prior to financing the impact fees, thereby eliminating six months to a year or
more of financing costs for impact fees. A 100-unit project with $5 million in impact fees
and a construction loan at 10% would incur $500,000 in interest charges to finance that
fee burden for a year. Deferring the payment of those fees to the end of the construction
process becomes a substantial savings that can mean the difference in whether a project
moves forward or not.

To date more than 80 jurisdictions around the state have implemented development
impact fee deferrals and other key economic stimulus measures to stimulate
construction activity, including several local San Diego jurisdictions:

e County of San Diego ¢ City of Encinitas
e City of Chula Vista e City of Vista
e City of San Diego e City of Oceanside (Pending)
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BIA SAN DIEGO —“"MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

Chula Vista is an example of how fee deferrals can create immediate stimulus. The City
adopted a fee deferral policy in March of 2009. The previous two months saw no
housing start activity. Within days of enactment of the new fee deferral policy, three
major builders submitted building permit applications for a total of 84 new homes.
According to our most recent fee study, these 84 homes will now generate more than $3
million in impact fees to the City of Chula Vista.

The reason underlying the change in behavior is basic economics. When the fee
payment is deferred for six to eight months (the average period between permit issuance
and the completion of construction) the builder does not require allocation of scarce
capital to pay impact fees and does not incur the financing cost of capital for that period
of time. This financial respite has proven to move projects forward resulting in new
capital expenditures and a restoration of permit activity and ultimately fee revenues for
local government.

Construction Benefits Local Communities

The single largest benefactor of construction activity is local public infrastructure. In a
post-Proposition 13 fiscal environment, cities, water districts and school districts rely on
development impact fees as a major financing mechanism for capital infrastructure
projects.

In addition to offsite infrastructure improvements,
the typical residential project contributes between
$40,000 and $60,000 in development impact fees per
home. With normal levels of residential construction
in San Diego County being around 15,000 homes per
year, that equates to $600 to $900 million a year in
infrastructure funding from residential construction
alone. When impact fee revenue from other forms of
construction is added, the total is well over a $1
billion a year in new infrastructure funding. ! It is
important to recognize that these impact fee revenues
typically include a 1 to 2% administrative
component, or roughly $10 to 20 million annually for
San Diego County in revenue which helps to fund
public works and other government departments
which administer Capital Improvement Programs.

In addition to infrastructure funding, construction also generates substantial tax
revenues, directly and indirectly, for local government. In fact, in the first year alone
each newly constructed home generates around $16,000 in new tax revenue for the state
and $3,000 in new tax revenue for the city where it is built. This equates to around $45
million annually in new tax revenue for San Diego County just from new housing
construction. 2 '
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BIA SAN DIEGO—"MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

Construction accounts directly for between 4 and 5% of annual Gross Domestic Product
(GDP). In 2007, the California’s GDP was approximately $1.8 trillion with the state’s
construction industry accounting directly for approximately $70 billion in GDP. 3 In
2007, San Diego’s Gross Regional Product (GRP) was approximately $163 billion with
the region’s construction industry accounting directly for approximately $6.5 billion in
annual GRP. ¢

When accounting for the economic output of related industries resulting from
construction, industries like real estate, finance, manufacturing, transportation, trade,
government, etc., it is estimated that an additional 90 cents of economic activity is
generated for every dollar spent on construction. 5 By that account, the construction
industry’s direct, indirect and induced economic contribution to GDP is approximately
$133 billion statewide and $12.4 billion in GRP for the San Diego region.

Construction is at its heart a manufacturing industry that employs a highly diversified
and skilled workforce. Construction is the physical infrastructure for economic
prosperity. It is the backbone of a strong economy. Local government as a direct
benefactor should foster and embrace a healthy construction industry.

Construction Standstill
Leads to Job Loss and More Foreclosures

In the current economic climate, construction activity is at a near standstill. Building
permit totals for the San Diego Region tracked by the Construction Industry Research
Board show that new home construction is at an all-time low. The drop off in
construction activity has come at a heavy price: spiraling unemployment, an economic
recession and declining tax base.

In San Diego County, beginning in the summer of 2006
and through February 2009, the construction industry
lost 27,200 jobs. The finance, insurance and real estate
industries have lost an additional 10,500 jobs and the
total job loss for the region is a daunting 121,200 jobs.
Most of these job losses can be attributed to the
economic recession caused by the collapse of the
housing industry with nearly 40,000 jobs lost (1/3d of
the total) in the construction, finance and real estate
industries. ¢

In a region of more than 3 million people covering more than 4,000 square miles, around
3,000 homes will be built this year, an unsustainable number for an industry already
reeling. Without a course change, the region will see more unemployed, more
foreclosures, and more government agencies struggling to provide basic services under
dwindling tax revenues. The lack of construction will also have long-term impacts on
the region’s economy as a lack of new housing supply will push local businesses out of
the San Diego region, stifling job growth and harming the region’s economy.
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BIA SAN DIEGO —"MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

Fee Deferrals Save Financing Costs

The acute problem the industry faces is two-fold. In many markets, the market value of
a home leaves projects teetering on infeasibility as construction costs match or exceed
resale values set by the marketplace for both built and proposed projects. The industry
also faces unprecedented challenges in acquiring construction financing, its lifeblood
working capital. The financing that is available comes at a very high interest rate as a
direct consequence of the very tight credit markets.

Fee deferrals overcome this financial hurdle by allowing impact fees to be paid at the
end of the construction process, avoiding the financing costs for millions in fees for the
typical project that would otherwise need to be financed upfront in combination with
the material and labor costs of construction. This simple stimulus measure means the
difference between projects sitting idle and projects moving forward; the difference
between more unemployment and job growth.

Moving Recovery Forward in Time with Economic Stimulus

Moving economic recovery forward in time means impact fee cash flow recovers sooner,
jobs are created and tax revenues rise. In an effort to jumpstart construction activity and
help restore revenue streams to local government, 80+ jurisdictions, including cities,
counties and school districts, have implemented local economic stimulus measures for
the construction industry, including impact fee deferrals, map and entitlement
extensions, and impact fee reductions. The chart below shows how moving economic
recovery forward aids the recovery of revenues of local government.

CONSTRUCTION
ACTIVITY/FEE
REVENUE PERMIT ACTIVITY/FEE REVENUE
A WITH NO ECONOMIC STIMULUS

FEE REVENUE WITH
ECONOMIC STIMULUS

PERMIT ACTIVITY WITH _
ECONOMIC STIMULUS

\ 4

TIME
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BIA SAN DIEGO—"MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

Common Misconceptions About Fee Deferrals

“State law does not allow us to defer development impact fees.”

Local governments charge Developer Impact Fees (“DIF”) under Government Code
Section 66000 et seq. Section 66007(a) states that, notwithstanding any other provision of
the law, a local agency “shall not require the payment of those fees or charges until the
date of the final inspection or the date the certificate of occupancy is issued, whichever
occurs first.” Contrary to common practice and with few exceptions, state law actually
requires the collection of development impact fees at Certificate of Occupancy or Final
Inspection. Additionally, State Assembly Bill 2604, signed and made effective August 1,
2008, authorizes the deferral of impact fees to the close of escrow.

“By deferring development impact fees, we are losing the interest collected on fees held
in advance of their expenditure.”

It is important to recognize that the interest rate that local government may be receiving
on any fees collected is around a marginal 1 to 2% annually. Presently, impact fee
revenues have dropped so precipitously that interest collected on new fee revenue is
insignificant. The benefit of implementing fee deferrals at the bottom of the market is
that it helps the construction industry, and likewise, fee revenues, recover sooner (see
chart above). Once fee revenues are restored to normal levels, cash reserve levels
stabilize. With the implementation of fee deferrals bringing about an earlier recovery,
the total interest earned on cash reserves would actually be greater over time as cash
reserves stabilize sooner. Instead of losing interest, a jurisdiction is likely to earn more
interest.

“By deferring impact fees to Certificate of Occupancy (COO) or Close of Escrow, how
do we ensure that the fees are paid?”

There are several ways to ensure that the fees are paid. The city should use a simple
checklist of the various fees that must be paid (the same checklist currently used for
building permit issuance), including school fees, sewer and water fees, et cetera, before a
COO or Final Inspection will be issued. If the fees are not paid, the city’s project
tracking system will show a hold on final inspection or issuance of COO. The hold
cannot be released until the fees are paid. The city can require written verification from
the other agencies (e.g., water and school districts) as proof that fees collected by outside
agencies have been paid. Please see Attachment A for a sample fee deferral ordinance.

As it relates to the Close of Escrow, a lien is placed on the property and the fees are paid
automatically out of escrow. Close of Escrow works best for for-sale residential whereas
COO or Final Inspection works best for non-residential. Attachment B contains a full
and current list of jurisdictions in California that implemented fee deferrals.
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BIA SAN DIEGO —“MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

“We (the City) do not want to be a position of telling a homebuyer they can’t move into
their home because the impact fees have not been paid.”

It is standard practice in the lending industry to require proof of Final Inspection and
Certificate of Occupancy for new construction as part of the appraisal package. Now
more than ever banks are ensuring that all documentation is complete prior to
completing the loan approval process. If the builder has not paid the necessary impact
fees, the appraisal process cannot be completed. The lender will provide documentation
to the buyer(s) of the necessary conditions that must be fulfilled prior to the appraisal
being approved, showing clearly that the builder must obtain Final Inspection and COO.
However, even following the provision of these documents and a complete appraisal,
the lender still has not approved the loan. This step may take another week or more,
especially in the current climate. Thus, it is highly unlikely that a homebuyer would be
allowed to move in prior to the payment of impact fees with these checks and balances
in place.
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BIA SAN DIEGO —“MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

Footnotes:

1 Building Industry Association of San Diego County 2007-2008 Annual Fee
Survey.

2 California Building Industry Association, “Housing Builds Jobs: Economic
Recovery Starts with Housing,” 2009.

3 U.S. Department of Commerce, Bureau of Economic Analysis, California Gross
Domestic Product, January 2009.

4 San Diego Regional EDC, “San Diego County Economic Overview,” September
2008. ‘

5 Sacramento Regional Research Institute, “The Economic Benefits of Housing in
California,” August 2008.

6 Center for Policy Initiatives, “San Diego County Hits Highest Unemployment on
Record,” March 20, 2009.
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BIA SAN DIEGO —“MAKING THE CASE FOR DEVELOPMENT IMPACT FEE DEFERRALS”

ATTACHMENT A

MODEL DEVELOPMENT IMPACT FEE DEFERRAL
ORDINANCE

AN ORDINANCE OF THE COUNCIL OF THE CITY OF

AMENDING THE CITY’S DEVELOPMENT IMPACT FEE (DIF) PROVISIONS.

§100.00 Purpose

(a) The purpose of this ordinance is to implement development impact fee deferrals
for new construction.

§100.10 Payment of Development Impact Fees

(@) The payment of Development Impact Fees (as defined in paragraph (b) of
California Government Code Section 66000) shall be required upon the issuance
of Certificate of Occupancy. The Development Impact Fees due shall be the
amount in effect upon the issuance of Building Permit or, where applicable, as
those fees established in a Development Agreement.

(b) Notwithstanding the above, the City Manager is authorized to defer the
collection of Development Impact Fees for a maximum period of two years or
until request for Certificate of Occupancy, whichever is shorter. The Certificate
of Occupancy shall not be issued until the applicable Development Impact Fees
are paid. '

(© In the case of projects that do not receive Certificate of Occupancies, the City
Manager is authorized to defer the collection of Development Impact Fees for a
maximum period of two years or until request for Final Inspection, whichever is
shorter. The Final Inspection shall not be approved until the applicable
Development Impact Fees are paid.

(d) Notwithstanding paragraphs (a), (b), and (c) above, a waiver, adjustment, or
reduction of the Development Impact Fees due may be requested and decided
based on the findings contained in paragraph (e) below. An application for a
waiver, adjustment, or reduction shall be filed in accordance with Section
and shall include financial and other information the City Manager
determines necessary to perform an independent evaluation of the applicant’s
rationale for the waiver, adjustment, or reduction.

(e) No waiver, adjustment, or reduction of the Development Impact Fees due shall
be issued unless the City Council finds there is no reasonable relationship or
nexus between the impact of the development and the amount of the
Development Impact Fee.
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