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PROJECT ANALYSIS 
 
SUMMARY 
The City of Los Angeles has been facing an escalating housing crisis for the last 40 years and 
retains an unfortunate distinction as the most unaffordable city in the in the country. However, Los 
Angeles remains one of only a handful of cities with high housing costs that does not have either 
a permanent source of local funding for affordable housing or an inclusionary housing policy.  
     
This report recommends the adoption of an Affordable Housing Linkage Fee (AHLF) pursuant to 
the attached ordinance (Exhibit A). The ordinance was drafted based on the results of the 
Affordable Housing Linkage Fee Nexus Study that was recently completed by urban economics 
consultant BAE Economics (Exhibit C). The Nexus Study examines the relationship between new 
development and the demand for affordable housing and estimates the cost of mitigating the new 
affordable housing demand attributable to new development. A detailed economic impact analysis 
in the study indicates that a modest “linkage fee” would not materially affect the prospects for 
continued development of new residential or commercial buildings.  
 
Staff recommends that the City Planning Commission consider adopting a housing linkage fee 
policy, with a proposed fee level of $5.00 per square foot on office, hotel, retail and 
warehouse/distribution uses and $12.00 per square foot on residential uses. The goal of the 
proposed ordinance is to establish such a fee in order to provide a permanent, dedicated source 
of funding for affordable housing. Several additional provisions have been added to the ordinance, 
based on input received from stakeholders and members of the public (see Exhibit D).  
 
BACKGROUND 
The need for more affordable housing in Los Angeles is immense and more critical than it has 
ever been. Gaps between wages and incomes are the highest of any large city in the country. 
Despite the growing need, funding for affordable housing in Los Angeles, as in most California 
cities, has declined dramatically in recent years - almost 70% since 2010.  Today, the City 
receives only about $30 million a year for affordable housing projects, largely from outside funding 
sources. This means that many potential projects are unable to obtain assistance and move 
forward expeditiously. With redevelopment and inclusionary zoning also severely curtailed, it is 
necessary for cities to be creative and employ a range of affordable housing strategies.  
 
A November 2015 report by the City Controller found that the City of Los Angeles collects far 
fewer development impact fees than other comparable West Coast cities. Many cities have 
instituted fees on commercial and/or market-rate residential development that are used solely to 
help build affordable housing for lower-income residents (San Diego, Oakland, San Francisco, 
Sacramento, Boston, Seattle and others). The fees are justified due to the link, or nexus, between 
new developments and the demand for affordable housing they create through added low-wage 
workers.  
 



CPC-2016-3431-CA  A-2 

 

In October 2015, Mayor Eric Garcetti announced support for an effort to implement an affordable 
housing impact fee to establish a new dedicated stream of funding for affordable housing 
activities. This followed several Council motions in recent years requesting reports on options to 
produce and fund more affordable housing.1 In response, the Housing and Community Investment 
Department (HCIDLA) issued a Nov. 17, 2015 report that recommended a linkage fee as the 
preferred housing funding strategy. In addition, the City Administrative Officer and Chief 
Legislative Analyst recommended the creation of a linkage fee nexus study as part of the 2015 
Comprehensive Homeless Strategy adopted on January 27, 2016. The measure was adopted as 
a priority strategy by the City Council’s Homelessness and Poverty Committee. 
 
What is a Linkage Fee? 
Housing linkage fees are a type of development impact fees assessed on new construction of 
commercial and residential buildings to mitigate the impact of the additional demand for affordable 
housing caused by such activity. New construction creates new jobs in a given location, some of 
which will have wage levels that qualify households as low or moderate income. As a result, the 
demand for affordable housing in the city increases. Due to the gap between development costs 
and operating income of affordable housing, new affordable housing must otherwise be 
subsidized by public funding. Based on a nexus study that examines the relationship between 
affordable housing and new development, a fee is established that requires developers of new 
buildings to contribute to a dedicated fund to offset a portion of the needed subsidy.  
 
Nexus Study  
To assist in the development of this draft ordinance, the City contracted with BAE Urban 
Economics in April 2016 to prepare the Affordable Housing Linkage Fee Nexus Study. The sub-
consultants Placeworks hosted three working group meetings of key leaders in the business, 
development, and affordable housing communities throughout the development of the study.  
 
The Nexus Study was completed in September 2016. Its primary aim was to determine the 
relationship that exists between new development and the demand for new affordable housing. It 
follows a methodology used successfully by other cities and conforms to the California Mitigation 
Fee Act. The study also includes detailed research on best practices from other cities and 
analyzed economic feasibility criteria for a variety of development types. Information on similar 
policies in other cities is summarized in Appendices A and D of the Nexus Study (Exhibit C).  
 
The methodology for establishing the legal nexus between different types of new development 
and affordable housing differs between residential and nonresidential projects. The nonresidential 
analysis relies upon establishing the density of low wage workers in different industries in Los 
Angeles, linking those industries with different commercial land uses and then calculating the 
financing needed to create affordable housing units for workers expected with the new 
development. The nexus analysis for residential projects relies on IMPLAN, an econometric tool 
that allows for estimating the number of low wage jobs created as the result of higher local 

                                                
1 Council Files 15-1138-S1, 14-0600-S34 and 14-0600-S123, 13-1389 and 13-1624 
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spending by new market-rate households. The new low wage jobs are then translated to the gap 
cost of providing affordable housing.   
 
The analysis established a legal nexus for a linkage fee in the range of $42 to $74 per square foot 
for residential and $118 to $309 for nonresidential, well above what would be economically 
feasible for many projects to sustain. To establish economically feasible fee levels in a diverse 
city like Los Angeles, the study divided the city into three market areas - low, medium and high. 
It also looked at different development types - office, retail, industrial, warehouse/construction, 
medical, and institutional as well as multifamily rental, condo, single-family attached, and single-
family detached. The Nexus Study used market information to “test” the feasibility of different fees 
for different types of projects across the City. Feasible fee levels were generally found to vary 
from $5 to $35 per square foot for nonresidential and $19 to $49 per square foot for residential 
(depending on the market and type of project). Projects in the low market area were found to not 
afford any fee, meaning that they were already deemed to be infeasible by the model, prior to any 
fee. Generally, the Nexus Study found residential development able to support a higher fee than 
nonresidential.  
 
Because the fees are designed to apply citywide, including weaker market areas, the 
recommended fees set forth in the proposed ordinance are lower than those supported by the 
Nexus Study’s feasibility analysis. The lower proposed fee amounts have the additional benefit of 
being more supportable during all market cycles, and not only during the current environment with 
relatively high rents and sales prices. 
 
PROPOSED ORDINANCE 
The proposed ordinance (Exhibit A) amends Chapter II of the LAMC to establish the Affordable 
Housing Linkage Fee (Section 21.18), a fee levied on new development to mitigate that 
development’s impact on affordable housing. It also amends Chapter 172 of the Administrative 
Code to create a Housing Impact Trust Fund to receive and disburse revenues collected as a 
result of the Linkage Fee.  
 
The proposed fee schedule is $5 per square foot for commercial (nonresidential) use, and $12 
per square foot for residential use. The fee would apply to projects creating floor area of resulting 
in a change of use to residential. Deductions or credits would be subtracted from the total fee 
amount for certain project types meeting established policy criteria, as described below. The 
attached draft ordinance proposes that the fee would become effective three months after 
adoption. An annual adjustment for inflation according to the change in the Consumer Price Index 
for all Urban Consumers (CPI-U) is also proposed. 
 
Exemptions 
The draft ordinance provides for targeted waivers and exemptions to accommodate categories of 
projects where the fee may have unintended negative consequences or to align with policy 
priorities of the City. The proposed fee would not apply to any of the following types of 
development: 
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● Small Multifamily Buildings. Multifamily buildings with 5 or fewer units. These 

building types are often produced by smaller builders with lower profit margins. When 
built in lower- and middle-income neighborhoods, they often provide an affordable 
typology.  

● Thresholds for Single-Family Home Additions or New Construction. New 
construction of or addition to a single-family detached home resulting in an increase 
of less than 2,000 square feet. 

● Small Commercial Projects/Mixed-Use. Nonresidential development with less than 
25,000 square feet of new floor area.  

● Retail Required by City Policy. Any nonresidential floor area required by the 
Department of City Planning through a zoning ordinance, Specific Plan, Community 
Plan, Pedestrian Overlay Zone, or other set of development standards. 

● Affordable Housing. Residential projects that include a certain percentage of 
affordable units (40% moderate, 20% low-income or 11% very low-income). Such 
projects would be subject to a “No Net Loss” provision consistent with State density 
bonus law). 

● Public/Institutional Projects. Any project developed by an institutional or 
government entity. 

● Accessory Dwelling Units (ADUs), a.k.a. Second Dwelling Units. ADUs are typically 
small structures that provide a unique housing typology, often reserved for family 
members, students, elderly and the disabled. They are typically some of the most 
affordable housing in the neighborhoods they are located. 

● Grocery Stores. Any grocery store, defined as a Retail Use of which greater than one 
half of the floor area is devoted to the sale of food items intended for consumption or 
use off the premises, excluding alcoholic beverages. 

● Historic-Cultural Monuments. Any adaptive reuse project that is a designated 
Historic-Cultural Monument, when it is being converted to a residential use. 

 
Three additional exemptions are proposed to ensure that individual projects are not subject to 
multiple competing policies, all of which aim to accomplish the same objective of providing 
affordable housing:  
 

● Central City West Projects. Any project located within the boundaries of the Central 
City West Specific Plan Area and is otherwise subject to linkage fee and replacement 
housing obligations. 

● Coastal Zone Projects. Any residential portion of a project that is subject to a greater 
inclusionary affordable housing obligation pursuant to the Mello Act. 

● Other Affordable Housing Obligations. Any residential or mixed-use project that is 
subject to greater affordable housing requirements as a result of any superseding land 
use policy or zoning ordinance. 
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Deductions or Credits 
The draft ordinance also provides targeted deductions or credits to ensure that the fee is in 
alignment with the City’s policy priorities. The proposed fee would be subject to a deduction or 
fee credit in the following scenarios:  
 

● Change of Use. When a development project is a change of use from commercial or 
industrial to residential, the fee is calculated on the net change based on the pre-
existing use and corresponding fee requirements. 

● Affordable Housing Units. Any restricted affordable units would not be subject to the 
fee. The total linkage fee obligation would be calculated based on the number of 
market rate dwelling units or guest rooms. 

● Mixed-Use. The first 25,000 square feet of nonresidential floor area in a mixed-use 
building would be excluded from the fee calculation. 

● Land Dedication. An applicant would be able to, upon approval by HCIDLA, dedicate 
land for the purpose of building affordable housing and deduct the land value from the 
project’s total linkage fee obligation. 

 
The Department has reviewed exemptions that other cities have included in similar policies, and 
has found that there is no common benchmark, as most cities design these exemptions and 
credits to be responsive to particular policy objectives, market conditions, and other issues that 
are unique to the particular policy context. This strategy is consistent with the one used to identify 
the appropriate exemptions and deductions as outlined above. 
 
Housing Impact Trust Fund 
Fees generated as a result of this ordinance would be directed to a new fund, the Housing Impact 
Trust Fund, created by the proposed ordinance. The creation of the new fund will ensure that 
funds generated by the Linkage Fee would be able to be easily tracked and monitored to ensure 
maximum accountability and transparency as required under the California Mitigation Fee Act. 
The fund is designed to be a flexible source of funding for affordable housing that can be used to 
fund the construction of new units, to drive down the rent levels in projects, or to support the 
rehabilitation and preservation of existing affordable units. Additionally, fees can be used for down 
payment assistance for affordable homeownership. Administration of the funds and their 
distribution would be managed by HCIDLA. 
 
Expected Annual Revenue 
It is anticipated that the proposed ordinance, as recommended, has the potential to generate an 
estimated average range of between $75- $92 million per year to fund the development of 
affordable housing in Los Angeles. Estimates of between $90 -$130 million were provided with 
the release of the draft ordinance in September. Given additional policy changes since then, as 
well as the approval of Measure JJJ, the annual revenue estimates have been decreased. 
However, the number of restricted affordable housing units built on site is expected to increase 
as more projects are expected to choose the affordable housing exemption. Estimates are 
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influenced by market fluctuations and regulatory changes, as well as a number of assumptions, 
which could affect the accuracy of these figures. 
 
KEY ISSUES 
This section addresses the primary issues regarding a linkage fee, including the need and 
justification for a fee, the appropriate balance between securing adequate funding and not 
discouraging quality new development, and the trade-offs between various options in structuring 
a fee.  
 
Need for a Linkage Fee 
Numerous reports in recent years have detailed the immense affordability challenge faced in the 
City of Los Angeles. The City has an estimated shortfall of approximately 200,000 homes that are 
affordable for low income households - a number that has been fast growing in recent years as 
affordable homes become increasingly rare. On top of that, the Regional Housing Needs 
Assessment for the years 2013-2021 projects that the City will require an additional 4,000 units a 
year that are affordable to low income households in Los Angeles based just on future growth 
Unfortunately, the City only created 1,353 units affordable to low income households in 2015 - a 
growing shortfall of more than 2,600 units each year. 
 
Rapid construction in recent years has not been able to slow the rise of rents and home prices. 
Zillow.com reports that the estimated December 2016 median monthly rent price in the City of 
Los Angeles is now $2,852, an increase of more than $500 since just 2013. Rents and sale prices 
in new construction are even higher, requiring household income of about $120,000 to afford. 
This is more than twice the median annual household income in Los Angeles.  
 
The Nexus Study analysis shows that as new low-wage jobs are created by new development, 
those new workers would largely be unable to afford living in the City of Los Angeles. This results 
in a combination of overcrowding, overpayment and long distance commutes - all areas where 
Los Angeles has the unfortunate distinction of being at or near first in the country. Housing is 
generally cheaper further from job-rich central and west Los Angeles. As such, the new 
development exacerbates important traffic, air quality and greenhouse gas concerns in these 
areas.  Households stretched to the limit with housing costs do not have the money to support 
local businesses or invest in health, education, or other daily essentials.  By contributing to an 
affordable housing fund, new development would help offset the impact it creates, aiding the 
region’s equity and sustainability goals.  
 
The City of Los Angeles remains one of the few major US cities with a housing crisis that does 
not have a permanent source of funding for affordable housing. The City has occasionally been 
able to make one-time allotments of housing resources, but is largely reliant on the federal 
government. Measure HHH, recently approved by the voters, provides significant funding for 
affordable housing, but is temporary (10 years) and largely dedicated towards permanent 
supportive housing for persons experiencing homelessness. See Figure 1 for a comparison of 
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local affordable housing commitments compared to Federal HOME Funding in Los Angeles 
versus other major cities with high housing costs. 
 
Figure 1. Local Affordable Housing Commitments, Compared to Federal HOME Funding 
 

 
 
HCIDLA analyzed various affordable housing funding options available to the City in a November 
17, 2015 report to City Council (CF 13-1389).  HCIDLA recommended a linkage fee (called an 
Affordable Housing Benefit Fee in the report) over other potential tools based on an extensive 
review of other cities throughout the country. It compared one-time versus long-term, sustainable 
revenue generating methods. Of the various methods reviewed, a linkage fee is the most viable 
and consistent method of generating a permanent funding source. While other options may 
generate greater funding, such as a bond measure, these funds are short-term solutions with 
finite funding.  
 
Impact on New Development 
The largest concern raised by those in the business and development community is the potential 
impact of the fees on the cost of housing and the ability to continue to produce new housing. The 
concern is that fees will be passed on to renters and homebuyers in the form of higher-cost 
housing or that many projects will not be built, resulting in fewer housing units  and higher housing 
costs for everyone.   
 
It is certainly true that the City suffers from an overall lack of housing units, with the third lowest 
residential vacancy rate of any major city in the country (2.7%). Also, many areas of the City are 
in need of economic development and the jobs that come with new construction. Therefore, any 
fee that slows housing development or economic development is a valid concern.  
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While there remains a lack of consensus in the academic literature, several comprehensive 
reviews have found little to no influence from impact fees (or similar requirements in inclusionary 
housing policies) on the amount or eventual price of new development, particularly when 
accounting for the offsetting benefits of the fee.2  One reason offered by the studies is that there 
are larger market and regulatory factors that influence the decision to build housing in a given 
locale than just the amount of one fee.  
 
Orthodox economic theory indicates that a new fee will absorbed be by the party most able to 
adjust their price (i.e. the concept of elasticity). Assuming that the cost of housing cannot be 
increased much more than it already is and that developers already charge the highest price they 
can for the new housing product, it appears unlikely developers can simply pass the cost of the 
new fee to the end buyer or renter. Instead, research tends to support the notion that developers 
either accept lower profit (to a certain level) or that the “cost” of fees gets factored in through lower 
land sales prices as developers may be unable to pay the same amount for land as they could 
before the fee. The Nexus Study supports this notion, describing that the impact of the fee is 
typically experienced through a slowed trend in land value appreciation.  
 
However, there are several studies that do show a positive relationship between new impact fees 
and increased housing prices or reduced housing production. These studies tend to be focused 
on smaller suburban cities that face high competition from neighboring jurisdictions with lower 
impact fees, or on areas with a high amount of vacant land. That is not the case in the City of Los 
Angeles, which has long had some of the lowest development impact fees in the State according 
to the CA Housing and Community Development Dept., and is bordered by cities like Pasadena, 
West Hollywood and Santa Monica that have higher affordable housing requirements.  
 
The Nexus Study does acknowledge that the change of moving from no fee to a fee may be 
disruptive for some projects in the short run – particularly those that were unable to consider the 
fee in their project decision making. The three-month grace period (increased since the release 
of the ordinance) and exemption for projects which are already in the pipeline at the time of 
ordinance adoption are meant to assist these projects.   
 
The Terner Center for Housing at the University of California, Berkeley recently released a useful 
Housing Development Dashboard that attempts to quantify the precise trade-offs of different 
housing policies by using up-to-date economic and land use information from actual parcels in a 
                                                
2 Schuetz, Jenny, Rachel Metzler, and Vicki Been. 2009. “Silver Bullet or Trojan Horse? The Effects of Inclusionary 
Zoning on Local Housing Markets.” Urban Studies. 
Been, Vicki. 2005. “Impact Fees and Housing Affordability.” Cityscape: A Journal of Policy Development and 
Research • Volume 8, Number 1 • 2005   
Mayer, Christopher J. and C. Tsuriel Somerville. 2000. “Land Use Regulation and New Construction” Journal of 
Urban Economics, 48 (1), 85-109. 
Mukhija, Vinit, Lara Regus, Sara Slovin, and Ashok Das. 2010. “Can inclusionary zoning be an effective and efficient 
housing policy? Evidence from Los Angeles and Orange Counties.” Journal of Urban Affairs 32.2, 229-252. 
Rosen, David. 2004. “Inclusionary Housing and its Impacts on Housing and Land Markets.” 2004. Inclusionary 
Zoning: The California Experience. National Housing Conference. 
Dresch, Marla and Steven M. Sheffrin. 1997. Who Pays for Development Fees and Exactions. San Francisco, 
California: Public Policy Institute of California. 
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number of Bay Area cities. The City of Oakland recently adopted a similar housing linkage fee as 
to the one being proposed here ($5.44/sq. ft. on commercial and a range of $8,000 to $22,000/unit 
on residential). The Dashboard predicts that between 432 and 608 market rate units a year, at 
least in the short term, would not be produced as a result of the Oakland linkage fee requirements. 
However, the model also shows that there is a net increase in 303-377 affordable housing units 
with a linkage fee in place. This illustrates that, while a fee could impact some small share of new 
market rate housing, at least in the short-term, at least half of the loss will likely be made up by 
increased affordable housing production. It is worth highlighting that Oakland’s per unit fee, when 
fully phased in, is about twice that being proposed for the average multifamily project in Los 
Angeles - and Los Angeles is generally a stronger real estate market. Therefore, potential impacts 
to market rate housing production in LA would likely be less significant than in Oakland.  
 
Furthermore, rents and home values have increased dramatically in recent years in the City of 
Los Angeles. Zillow.com reports that the median home value in Los Angeles as of December 
2016 is $610,400. This represents a 65% increase since December 2012 when the median home 
value was $369,000. Rents have increased 26% in the same period. Given such gains, a modest 
fee should easily be absorbed by the continued trend in rising home values and rents.  
 
The Nexus Study was intentionally crafted to deliver a conservative estimate of maximum feasible 
fees in all development scenarios. Wherever possible, the lower end of the range of revenue-
related variables, and the higher end of the range of cost-related variables, was used. Even 
though a 10-12% return on cost was indicated by several developers to be adequate to green 
light a project, a 15% return on cost was used for the study to determine feasibility. Even under 
this conservative approach, the Study suggests the vast majority of development in the city can 
afford significantly higher fees than are being proposed.  
 
The draft ordinance attempts to limit potential negative impacts by creating exemptions or credits 
for key development types (including affordable housing, smaller projects, accessory dwelling 
units, adaptive reuse, and mixed use, among others). The ordinance also includes strategies such 
as exempting all projects already in the entitlement pipeline (which would have been designed 
and initiated without knowledge of the fee). Since release of the ordinance, based on feedback 
from the development community, several exemptions and deductions were adjusted to further 
reduce negative impacts. Due to the particular concern regarding potential impacts on housing 
development, and to support the provision of housing amenities, the fee does not apply to any 
common areas including hallways, stairs or community rooms in residential buildings (residential 
floor area is calculated per Section 12.22.A.29(c)(1) of the LAMC).  
 
Impacts on Low-Market Areas 
The Nexus Study was structured to evaluate fees in high, medium and low market areas of the 
city. As would be expected, the study shows the biggest potential impacts would be on projects 
in areas of the city that command lower rents and sales prices. The Department has carefully 
crafted a proposal to address this legitimate concern.  
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One option that was studies and is not recommended was to exempt or differentiate “low-market” 
areas within the fee ordinance using the geographic market areas proposed in the Nexus Study 
as a basis to offer different fee levels to different market areas. However, this is challenging to 
implement because market conditions fluctuate rapidly, and the boundaries of the market areas 
may shift within a few years’ time. Data sources used to establish zones are proprietary and may 
no longer exist in the future, increasing the potential difficulties associated with having to regularly 
update the zones. Data which are more readily available, for example rental cost data available 
through the Census and American Community Survey, are also flawed in the sense that they do 
not necessarily reflect current rents or sale prices. Furthermore, the Department has received 
feedback from many in the development community that they value certainty and predictability in 
making development decisions. A fee structure that relies upon geographic-based market areas 
could change from the point when a developer buys land to the point of paying an actual fee, 
resulting in unanticipated changes to the development cost budget.   
 
A second option that was studied and not recommended was to simply exempt low-market areas 
by using a proxy such as Enterprise Zones or Low Income Census Tracts. These methods are 
also flawed, however, as incomes, on which Enterprise Zones are largely based, are lagging 
indicators of current market conditions. Enterprise Zones were created many years or decades 
ago and their boundaries are not frequently adjusted. For example, Downtown and Hollywood 
remain largely within Enterprise Zone areas and also continue to show as neighborhoods with 
low median incomes, despite being located in some of the most heated development markets in 
the region, areas that the Nexus Study identified as high and medium market areas.  
 
The proposed ordinance includes several key exceptions as to type and scale. An analysis of 
building permit data in the low-market areas between 2011 and 2015 reveals that 60% of all 
development occurring in these areas would be otherwise exempt from the AHLF based on the 
recommended exemptions described above (full analysis is in the attached environmental 
document provided in Exhibit B). Half of all multifamily projects with five units or fewer are built in 
this area. These projects, which often provide a more affordable housing typology, would not be 
subject to the fee. Furthermore, a good deal of development in these areas is affordable housing, 
which would generally be exempt. This information suggests that any potential impacts to 
development patterns in these areas may be minimized by the exemptions recommended in the 
ordinance. 
 
Relationship to Other New Fees and Development Requirements 
Two other development impact fees have either been proposed or recently approved. These  
include an update and expansion to Quimby (parks) Fees citywide, and an update to 
Transportation Impact Assessment (TIA) Fees currently applicable only to two Westside specific 
plans (West Los Angeles and the Coastal Transportation Corridor). The Nexus Study incorporated 
a full analysis of the cumulative impact of these expanded and updated fees when combined with 
the AHLF. The proposed linkage fee is shown to be feasible when taking into account the per-unit 
costs imposed by the updated Quimby Fee and TIA Fees.  
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Some commenters have mentioned that the impact of the recently voter approved Measure JJJ 
needs to be analyzed in relation to the proposed fee. The proposed fee ordinance anticipated the 
potential passage of Measure JJJ. If a project is subject to Measure JJJ it will be completely 
exempt from paying the linkage fee because it will have met the on-site affordable housing 
alternative under the JJJ provisions (20% low income, 11% very low income). 
 
More generally, Los Angeles is noted to have relatively low development impact fees compared 
to other large cities in California and across the country. A November 2015 audit released by the 
City Controller reported that Los Angeles may not be fully exercising its power to charge citywide 
development impact fees. Los Angeles is currently only charging a fraction of the impact fees 
charged in other west coast cities such as San Francisco and Portland. Most suburban 
communities in the Los Angeles region also charge significantly higher development impact fees 
than the City does for things like schools, sewers, parks or other public services.  
 
Stakeholders from the development community indicated that the main hindrance to development 
derives from the City’s decentralized development approval process, which they believe delays 
the issuance of a certificate of occupancy.  These same opinions were noted by Matrix Consulting 
during its 2014 study of the City’s development services processes. Many improvements have 
been made to the entitlement and permitting process in recent years and the City continues to 
prioritize further improvements.  
 
Setting Appropriate Fee Levels 
Another key challenge in developing the Affordable Housing Linkage Fee was determining 
appropriate fee levels that would strike a balance between accumulating meaningful revenue for 
affordable housing and minimizing potential impacts on new development. The Nexus Study 
established a framework for understanding the maximum feasible level of fees that are considered 
supportable by ten different development types across three geographic sub-markets in the City. 
The recommended fee structure proposed in the draft ordinance simplifies these various feasible 
fee amounts into a single fee for commercial ($5 per sq. ft.) and residential ($12 per sq. ft.) 
development that would apply citywide. Because the fees would apply citywide, including weaker 
market areas, the recommended fee levels are generally well below than what is considered to 
be supportable in medium and stronger market areas. The exceptions are hotels and warehouse 
space, which were both found to be feasible at $5 per sq. ft. The recommended fees were also 
lowered below the levels supported by the study's feasibility analysis because these calculations 
were made during a period of relatively high rents and sale prices, and the fee should be 
supportable during all market cycles.  
 
Fee Structure  
The basic structure of the proposed fee is meant to be simple to understand and predictable from 
year to year. It applies one fee to residential projects ($12 per sq. ft.), regardless of whether it is 
multiple-family or single-family, and one fee to commercial projects ($5 per sq. ft.), regardless of 
whether it is retail, office or industry. The location of the project does not impact the fee.  
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The Nexus Study evaluated 11 different development types in three different types of markets - 
low, medium and high (based on a composite of current market rents and prices). As a result, the 
City has detailed information on the economic feasibility of different fee levels on different 
categories of development in different areas of the City.  
 
Some have asked why the City did not develop a fee structure that used this information to 
essentially charge a higher fee to developments that could “afford it,” while lowering fees on less 
economically strong development typologies. Different iterations of this fee structure were 
analyzed in the Nexus Study (Fee Options A-C), most of which were based on different fees 
corresponding to the (high, medium or low) market area in which the project was located.  
 
The City closely evaluated alternative fee structure options and determined they would be difficult 
to administer and maintain, while also providing less certainty and more complexity to the 
development community (see Impact on Low Market Areas on pg. A-11 for a discussion of a 
market area based approach).  
 
Creating multiple fee categories for different development types, such as office, retail, industrial 
and warehouse, would also introduce more complexity and uncertainty for the development 
community. Increasingly, new developments also include a mix of uses and many newer 
commercial or live-work operations blur the traditional boundaries between “development types.” 
Favoring one type of commercial construction over another could also lead to a skewing of the 
market away from typologies that may be desired from a policy point of view. 
 
Fee Deferral 
Different cities have allowed developers to pay the linkage fee at different points in the process - 
permit application, permit issuance or certificate of occupancy.  A few cities go further and try to 
alleviate the impact of a new fee by allowing for deferral of payment into the building operation 
period. Boston allows payment installments for up to a maximum of 7 or 12 years. This flexibility 
has facilitated the progress of development in difficult circumstances. Deferred payments past 
schedule allow developers to pay linkage fees out of operating revenues from the project rather 
than from “up front” equity investment, reducing the financing necessary to begin construction. 
However this also lowers the worth or Net Present Value of the $5.00 fee to $3.83 (7 years) and 
$2.58 (12 years). There are also obvious concerns about what ability the City has to collect 
payment once a structure is operational. For these reasons, the Department does not recommend 
deferring fees beyond the date of permit issuance.  
 
Another option is to allow payment at the time of Certificate of Occupancy issuance. However the 
Department understands the current Department of Building and Safety permit issuance system 
is unable to collect fees at this point in the process.  Also, there are concerns regarding what the 
City would do if and when a project is unable or unwilling to pay the required fee at this point as 
it is more difficult from a practical and legal perspective to disallow a Certificate of Occupancy 
compared to a building permit. For those reasons, the Department continues to recommend to 
require payment when a building permit is issued.  
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Fee Exemptions 
As described above, several exemptions from the fee are provided to minimize the impact on 
development. In areas where the fee may conflict with other policy objectives, for instance in 
projects already providing affordable housing or in mixed use buildings, a deduction or exemption 
may apply. These exemptions are designed so as not to disincentivize these types of projects.  
 
Multi-Family Buildings with 5 Units or Less  
Residential buildings with 5 units or less are a unique type of residential building typology that 
often provide a source of moderately affordable housing. Such projects frequently provide larger 
unit sizes, and have lower profit margins than projects with more units. They also are unable to 
access the density bonus program, unlike larger projects, putting them at an additional 
disadvantage. Given the importance of providing this type of lower-density multi-family housing 
at a more affordable level, the Department recommends exempting these projects. 
 
On Site Affordable Housing  
Restricted affordable housing units are exempt from paying under the proposed housing linkage 
fee, as the provision of affordable housing is the intent of the fee. However, the Department 
wanted to further encourage additional on-site affordable housing units, particularly where they 
are already being provided as part of a density bonus or other incentive program. Because density 
bonus applicants already receive incentives (i.e. additional housing units or height) for providing 
some affordable units on site, the proposed ordinance sets the thresholds for the mixed-income 
housing exemption slightly higher than those required through State Density Bonus Law (SB 
1818). For example, in order to qualify for an exemption from the Linkage Fee, a residential project 
would be required to set aside 11% of the total units for very low income households. Under the 
Density Bonus program, a project is only required to set aside 11% of the base number of units 
for very low income households in order to qualify – which is roughly equivalent to 8% of the 
project’s total resulting units. To qualify for the exemption, density bonus projects would need to 
increase their affordable set-aside by about 38 percent. These projects would also be subject to 
a “No Net Loss” provision, consistent with State density bonus law to require that any existing 
affordable units are replaced. 
 
A new transit-based affordable housing incentive program called the Transit Oriented 
Communities Affordable Housing Incentive Program (TOC Program) was approved as part of 
Measure JJJ. The Department plans to release the guidelines needed to implement the program 
in March 2017. The TOC Program should provide significant incentives and development certainty 
to projects that commit to provide the levels of affordable housing required to obtain the Linkage 
Fee exemption.  
 
Mixed Use Development 
Mixed use buildings are an important building typology, as they provide pedestrian activation 
and resident amenities through the inclusion of ground-floor commercial use in addition to 
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residential uses. Such building types are increasingly prioritized in the City’s policy documents. 
To continue encouraging this development type, the Department has proposed increasing the 
deduction/exemption threshold for nonresidential uses in a mixed use building from 10,000 
square feet to 25,000 square feet. Or, if ground floor nonresidential floor area is required by the 
Department of City Planning, one hundred percent of the required nonresidential square footage 
will be exempt from the Fee.  
 
How Would Funds Be Spent? 
The fees raised by the Linkage Fee would be deposited in the Housing Impact Trust Fund (HITF). 
The Trust Fund is being established through the proposed ordinance for the purpose of receiving 
and disbursing monies to address the affordable housing needs of the City of Los Angeles. The 
Fund would be administered by HCIDLA, with approval of major spending decisions by the City 
Council. See the Housing Impact Trust Fund discussion on page A-4 above for more detail.   
 
The advantage of having a permanent source of local funding is that it is not encumbered by other 
regulations that dictate how monies are spent, unlike the majority of state and local funding 
currently used for housing assistance in Los Angeles. The ordinance requires the funding to be 
used “for the housing needs of the City, for the development and preservation of affordable 
housing and such other housing activities as that term shall be defined in” a set of Guidelines 
created by HCID. This includes any other activity that contributes to an increased supply of 
decent, safe and sanitary affordable housing in the City of Los Angeles. With a permanent stream 
of revenue, the City can plan for and create a variety of housing programs, ranging from the 
construction, preservation, or rehabilitation of rental and/or for-sale housing.  
 
As described in the ordinance, HCID shall prepare for City Council consideration an annual report 
detailing the amount and source of all Housing Impact Trust Fund revenues generated and funds 
disbursed as a result of the Affordable Housing Linkage Fee ordinance. The General Manager of 
HCIDLA shall make recommendations to the City Council for expenditures from the Fund. No 
expenditure may be made from the Fund without the prior approval of the Mayor and the City 
Council, unless otherwise authorized. 
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FINDINGS 
  
GENERAL PLAN/CHARTER FINDINGS 
 
Charter Findings 
Pursuant to City Charter sections 556 and 558, as described below, the proposed ordinance is in 
substantial conformance with the purpose, intent and provisions of the General Plan, as well as 
in conformance with public necessity, convenience, general welfare and good zoning practice. 
Specifically, the action addresses each of the following goals, objectives and policies of the 
General Plan as outlined below. 
 
General Plan Findings 
Framework Element 
Goal 4A. An equitable distribution of housing opportunities by type and cost accessible to all 
residents of the City.  
 
Goal 7G. A range of housing opportunities in the City. 
 
Housing Element 
Objective 1.1 Produce an adequate supply of rental and ownership housing in order to meet 
current and projected needs.  
 

Policy 1.1.1 Expand affordable homeownership opportunities and support current 
homeowners in retaining their homeowner status.  
 
Policy 1.1.2 Expand affordable rental housing for all income groups that need assistance.  
 
Policy 1.1.3 Facilitate new construction and preservation of a range of different housing 
types that addresses the particular needs of the city’s households.  
 
Policy 1.1.5 Develop financial resources for new construction of affordable housing. 
 
Policy 1.1.7 Strengthen the capacity of the development community to develop affordable 
housing. 
 

Objective 1.2 Preserve quality rental and ownership housing for households of all income levels 
and special needs.  
 

Policy 1.2.4 Develop financial resources for the long-term affordability of publicly assisted 
rental and ownership housing.  
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Policy 1.2.7 Strengthen the capacity of the development community to preserve and 
manage affordable housing. 

 
Objective 2.2 Promote sustainable neighborhoods that have mixed-income housing, jobs, 
amenities, services and transit.  
 

Policy 2.2.3 Promote and facilitate a jobs/housing balance at a citywide level. 
 

Objective 2.5 Promote a more equitable distribution of affordable housing opportunities 
throughout the City.  
 

Policy 2.5.2 Foster the development of new affordable housing units citywide and within 
each Community Plan Area.  
 

As made evident by the list of General Plan goals, objectives and policies provided above, the 
proposed ordinance is in conformance with a range of General Plan goals related to affordable 
housing production and preservation. The City’s General Plan clearly recognizes the need for 
programs which identify local sources of funding for affordable housing which benefit the public 
good and further these citywide policy objectives. Establishing a permanent local funding source 
that could be used for a variety of uses related to the construction or preservation of affordable 
housing in locations throughout the City will greatly assist the City in meeting its growing 
affordable housing needs.  
 
The ordinance also directly addresses a specific implementation program in the Housing Element 
of the General Plan (Program 16 - New Programs to Increase the Production of Affordable 
Housing). The program called for exploring the development of a local, permanent source of 
funding to provide funding for new affordable housing construction. Potential strategies outlined 
in the Program included establishing a fee on new development, which is accomplished in the 
proposed ordinance. 
 
CEQA FINDINGS 
The proposed ordinance is not a “project” under CEQA pursuant to CEQA Guidelines section 
15378 (b)(4), which provides that CEQA does not apply to the creation of governmental funding 
mechanisms that do not involve a commitment to a particular project which may result in a 
significant impact to the environment. The ordinance does not identify any specific future project 
or projects which can be singled out as resulting in an environmental impact. Therefore, the 
Affordable Housing Linkage Fee is not considered a “project”, and thus not subject to CEQA. 
 
Further, the proposed ordinance qualifies under the “common sense” CEQA exemption pursuant 
to CEQA Guidelines Section 15061(b)(3), which provides that, where it can be seen with certainty 
that there is no possibility that a project may have a significant effect on the environment, the 
project is not subject to CEQA. CEQA only applies to projects that have the potential to cause a 
significant effect on the environment – either through a direct impact or reasonably foreseeable 
indirect impact. The proposed ordinance does not have that possibility. 
 
As further demonstrated in Exhibit B, because the ordinance does not commit funds directly to 
any specific future development project, it will not cause any direct impact on the environment. At 
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this point in time it would be speculative to evaluate the impacts of any such project which would 
be subject to payment of the linkage fee, or which would receive project funding as a result of this 
ordinance. Further, any potential indirect impact of the ordinance on the environment will be minor 
as the Linkage Fee is not anticipated to alter existing development patterns. As such, the 
ordinance is unlikely to create any foreseeable direct or indirect physical impact on the 
environment. However, in case there is a challenge to this project and a court disagrees, the City 
has prepared a Negative Declaration for this project (Exhibit B.2). 
 
CALIFORNIA MITIGATION FEE ACT FINDINGS 
The California Mitigation Fee Act (California Government Code Section 66000-66025) requires 
that following findings be made: 
 

• Identify the purpose of the fee. 
• Identify the use to which the fee is to be put. If the use is financing public facilities, the 

facilities shall be identified.  
• Determine how there is a reasonable relationship between the fee’s use and the type of 

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

and the type of development project on which the fee is imposed. 
 
The Los Angeles Affordable Housing Linkage Fee Nexus Study (Exhibit C) serves to make these 
findings, which must be adopted by the Los Angeles City Council. 
 
Commercial Fee 
 
Purpose of the Fee 
The fee program proposed by draft ordinance and described in the Nexus Study will offset the 
impact of new commercial development on the City of Los Angeles housing market by funding 
the production, acquisition, rehabilitation and/or preservation of affordable housing in the City of 
Los Angeles.   
 
The Nexus Study outlines the serious affordable housing crisis currently facing the City of Los 
Angeles, and notes that Los Angeles is the only major California city without a permanent source 
of affordable housing funding. 
 
Use of the Fee 
The proposed fee program would impose linkage fees on new commercial development of most 
types including office, hotel, retail, and industrial uses. Fees would be collected by the City of Los 
Angeles and deposited into the Housing Impact Trust Fund.  This fund is used to finance the 
production, acquisition, rehabilitation and/or preservation of affordable housing in the City of Los 
Angeles through grants and loans to qualified projects.  
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Relationship between Use of Fee and Type of Development 
The development of commercial space will generate new employment in Los Angeles.  A portion 
of the new employees will live in households that fall below the 120 percent Area Median Income 
(AMI) income threshold, and will not be able to find housing that is affordable to them.  Statistics 
included in the Nexus Study indicated that this is particularly daunting for households earning 
below 50 percent of AMI.   
 
The Nexus Study contains a detailed 10-step methodology, with Steps 1-8 forming the nexus 
(relationship) analysis.  The Study estimates the likely mix of new commercial development by 
type of land use, based on a detailed analysis of permitted commercial space by type for the past 
10 years.  The Study then estimates new employees in the new space by type, combines these 
new workers into households, and estimates these new worker-based households’ incomes 
based on wages for the jobs forecasted.  This distribution of new worker households is then 
segmented by income band, resulting in the estimated affordable housing need up to 120 percent 
AMI (or “impact”).  Next, the methodology estimates the cost to provide this affordable housing, 
assuming it is all rental housing, and assuming that the occupants can afford to contribute no 
more than 30 percent of their household income to rent.  The balance is the “affordability gap,” 
which is then converted into a development financing gap, and then converted into the “maximum 
legal fee” fee per square foot of new commercial development by use type, to generate the funds 
necessary to fund this development financing gap.   
 
The Nexus Study includes subsequent analysis beyond that required by the Mitigation Fee Act, 
to test the financial feasibility of charging this maximum fee on several types of new commercial 
development across three categories of market condition (“low,” “medium,” and “high” market 
conditions).  The Study concludes that the maximum legal fee levels are not financially feasible 
and could impinge on new commercial development.  The Study then recommends lower fees in 
all cases than the maximum legal fee, based on the financial feasibility conclusions.  These lower-
than-legal-maximum fee recommendations would mean that if the fee were imposed at the 
recommended levels, not all of the funds needed to produce new affordable housing from the 
impact of new commercial projects would be generated.   
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Residential Fee 
 
Purpose of the Fee 
The fee program proposed by draft ordinance and described in the Nexus Study will offset the 
impact of new, market-rate housing development on the City of Los Angeles housing market by 
funding the production, acquisition, rehabilitation and/or preservation of affordable housing in the 
City of Los Angeles.   
 
The Nexus Study outlines the serious affordable housing crisis currently facing the City of Los 
Angeles, and notes that Los Angeles is the only major California city without a permanent source 
of affordable housing funding. 
 
Use of the Fee 
The proposed fee program would impose linkage fees on new, market-rate housing development 
projects as specified in the draft Ordinance, which would be collected by the City of Los Angeles 
and deposited into the Housing Impact Trust Fund.  This fund is used to finance the production, 
acquisition, rehabilitation and/or preservation of affordable housing in the City of Los Angeles 
through grants and loans to qualified projects.  
 
Relationship between Use of Fee and Type of Development 
The development of new, market-rate residential projects will accommodate growth in households 
in the City.  These new households will spend their income for goods and services, which will in 
turn generate new businesses and jobs.  A portion of the new employees serving these new 
market-rate households, will live in households that fall below the 120 percent Area Median 
Income (AMI) income threshold, and will not be able to find housing that is affordable to them.  
Statistics included in the Nexus Study indicated that this is particularly daunting for households 
earning below 50 percent of AMI.   
 
The Nexus Study contains a detailed 10-step methodology, with Steps 1-8 forming the nexus 
(relationship) analysis.  The Study estimates likely household incomes for new market-rate 
residential projects in Los Angeles, based on sale prices/rental rates of recently development 
projects, including a detailed analysis by sub-area.  The Study then estimates household 
spending from these new market-rate units, and projects the mix of jobs to be generated for a 
100-unit new residential project.  This new employment, in turn is combined into new households, 
and incomes are estimated based on the new jobs’ wages and the number of estimated workers 
per household.  This distribution of new worker households is then segmented by income band, 
resulting in the estimated affordable housing need up to 120 percent AMI (or “impact”).  Next, the 
methodology estimates the cost to provide this affordable housing, assuming it is all rental 
housing, and assuming that the occupants can afford to contribute no more than 30 percent of 
their household income to rent.  The balance is the “affordability gap,” which is then converted 
into a development financing gap, and then converted into the “maximum legal fee” fee per square 
foot of market-rate housing to generate the funds necessary to fund this development financing 
gap.   
 
The Nexus Study includes subsequent analysis beyond that required by the Mitigation Fee Act, 
to test the financial feasibility of charging this maximum fee on several types of new, market-rate 
housing development projects across three categories of market condition (“low,” “medium,” and 
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“high” market conditions).  The Study concludes that the maximum legal fee levels are not 
financially feasible and could impinge on market-rate housing production.  The Study then 
recommends lower fees in all cases than the maximum legal fee, based on the financial feasibility 
conclusions.  These lower-than-legal-maximum fee recommendations would mean that if the fee 
were imposed at the recommended levels, not all of the funds needed to produce new affordable 
housing from the impact of new market-rate projects would be generated.   
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PUBLIC HEARING AND COMMUNICATIONS 
 
 
SUMMARY OF PUBLIC HEARING TESTIMONY AND COMMUNICATIONS 
 
The following is a summary of the comments received since the draft Ordinance was publicly 
released on September 21, 2016. Comments are broken out into two groups - those from 
individuals or organizations which were generally supportive of the fee and would like to see it 
higher and those with concerns about a fee and wish to see it adjusted or lowered. The main 
issues raised during the public comment period are addressed individually below, with additional 
details provided in the Key Issues section of this report. 
 
Fee Structure 
 
From Those Supportive of a Fee 

● Fees should be raised to the maximum feasible levels, as supported by the Nexus Study 
in order to maximize revenue for affordable housing funding ($15 residential / $18 
condominiums / $7 commercial / $5 warehouse). 

● Fees should vary by geographic market and development type.  
● Should not leave much needed housing funding “on the table” by charging modest fees.  
● Fee should be charged on the total square footage of a residential development project, 

and common areas should not be excluded from the fee calculation. 
 
From Those Concerned about a Fee 

● A more complex fee structure should be used that reflects the different ability to 
accommodate the fee in different markets and by different development types. This will 
lead to more equity, greater revenues and the ability to lower fees in lower market areas 
where development will not “pencil” with the new fees. 

● There should be a maximum fee cap per unit, so as not to dissuade large family units. 
● Allow for density bonus incentives if paid linkage fee.  
● There should be more parity between the residential and non-residential fees so as not to 

create an anti-housing incentive. 
● Downtown should be treated differently (include 150% AMI and deduct TFAR payment if 

for AH, exempt Type I construction until 2025).  
● The fee should be paid at Certificate of Occupancy (COO), or split into multiple payments 

between the issuance of building permits and obtaining the COO. 
 
The Department is sensitive to the need to strike a balance with the proposed fee levels, so as 
not to discourage development while maximizing revenue potential for the Housing Impact Trust 
Fund. In order to facilitate both of these goals, the Department has explored ways to differentiate 
the fees by market and development type. However, for reasons described in this report, utilizing 
the geographic market areas proposed in the Nexus Study or a similar tool is challenging in 
implementation. To simplify the fee, provide greater certainty to developers, and to minimize the 



CPC-2016-3431-CA  P-2 
 

 

 

fee’s impact on the housing market, the Department has recommended a uniform fee be applied 
that is feasible in all market areas citywide.  
 
For further discussion pertaining to the structure of the proposed fees and the comments raised 
herein, refer to the Key Issues section of this report.  
 
Fee Exemptions 
 
From Those Supportive of a Fee 

● Concern about mixed-income exemption levels (percent of affordable units required is too 
low). 

● Concern about exemption for projects located on government-owned land, as these are 
not necessarily affordable housing. 

● Ensure that the application of the fee does not negate or limit application of the Mello Act 
● Smaller luxury multifamily residential developments are common in some parts of the City, 

so there should be no exemption for developments with 5 units or less. 
● The threshold for the nonresidential exemption should be lowered to 5,000 square feet.  
● Private universities and hospitals should not be exempt from the fee.  
● Expand exemptions to all areas of the City that place higher affordable housing 

requirements on development. 
● Introduce a “No Net Loss” provision to ensure that developments that provide affordable 

units but fail to replace all existing affordable units do not qualify for the mixed-income 
exemption. 

 
The Department crafted the proposed ordinance in order to maximize the number of affordable 
units provided either through the Housing Impact Trust Fund or through on-site units in mixed-
income buildings. The percent of affordable units required for a residential project to be exempt 
from the requirements of the linkage fee are higher than those required for other land use 
incentives, such as the density bonus program. As such, a development will not be able to qualify 
for both the density bonus and an exemption from the linkage fee without providing additional 
units, as described in the “Setting Appropriate Fee Levels” section under Key Issues above.  
 
An update has been made to the proposed ordinance to clarify that the project must be 
constructed by a governmental or non-profit entity in order to qualify for the exemption in Section 
21.18.2(b)(4).   
 
From Those Concerned about a Fee 

● Exempt ground level retail where required by a Specific Plan or similar regulation.  
● Exempt hotels. 
● Ordinance should exempt workforce housing units (up to 150% AMI) as workforce housing 

has been identified as an important below market rate option for housing.  
● Projects with less than 25,000 square feet of new or added floor area should be exempt. 
● The ordinance should include a hardship exemption for projects unable to pay the fee. 
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● Exempt portions of residential projects subject to inclusionary housing requirements under 
the Mello Act. 

● The 1,500 sq. ft. threshold for single-family homes should be increased. 
● The percent of affordable units required for the mixed-income exemption should follow the 

same methodology as the Density Bonus, and be calculated based on the base number 
of units rather than the total number of units. 

● Exempt projects built with an FAR of 1.5 or less, to reflect the challenges of developing at 
this lower-density scale that oftentimes results in a more affordable housing typology. 

 
The updates to the proposed ordinance include several of the requested modifications to fee 
exemptions, including modified exemptions for ground-floor retail, an increase to the square 
footage threshold for single-family homes, and clarified language regarding Mello Act compliance. 
Fee exemptions are designed to be responsive to different development types’ ability to feasibly 
pay the fee, as well as land use requirements imposed by other City policies that may be in conflict 
with the fee. For additional discussion regarding fee exemptions, see the Key Issues section of 
this report. 
 
Fee Implementation 
 
From Those Concerned about a Fee 

● Fee should be phased in over a few years. 
● Effective date should be pushed back 180 days. 
● There should be the ability for Council to temporarily “pause” the Fee during recession. 
● More time is needed to digest Nexus Study (and allow for elections). 

 
An update has been made to the proposed ordinance to clarify that the Linkage Fee will become 
effective three months after ordinance adoption. Additional comments on the proposed ordinance 
and Nexus Study are encouraged, and may be submitted to the City Planning Commission, 
Council Committee(s), and the City Council. 
 
Use of Funds 
 
From Those Supportive of a Fee 

● Fees should support those with the greatest need, i.e. Extremely Low Income and 
Permanent Supportive Housing. 

● A minimum of $20 million should be set aside for permanent supportive housing each 
year. 

● Fees should benefit those that will not benefit from Measure HHH. 
● There should be a mechanism to ensure that funds accrued in a neighborhood are spent 

in that neighborhood. 
● The majority of funds should be used for housing at the 60% AMI level and below, and a 

small portion should be used for affordable homeownership up to 120% AMI. 
 
From Those Concerned about a Fee 
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● Require Trust Fund to be spent equally on workforce housing. 
● Require plan for how the money will be spent. 

 
The staff report has included a recommendation that the City Council direct the Housing and 
Community Investment Department (HCIDLA) to report back within six months of ordinance 
adoption with a detailed expenditure plan for Housing Impact Trust Fund revenues generated as 
a result of the linkage fee. These comments will be considered by HCIDLA in developing this 
funding program. 

 
Impact on Development and Housing Market  
 
From Those Concerned about a Fee 

● New fees could reduce housing production and thereby increase home prices. 
● New fees will translate into higher for-sale and rental prices.   
● Higher fees deter new residential construction, thereby further exacerbating the housing 

crisis.   
● Other sources for affordable housing funding should be found, including incentives outside 

of land use. 
● The current land market is unable to absorb the impacts of the fee, and the Nexus Study’s 

finding that residual land value will be reduced should be reevaluated.  
● The fee should be paired with other incentives in order to offset the impact on the housing 

market. 
 
The Nexus Study provides detailed analysis of the potential effects of the linkage fee. The fee 
levels were selected so as to minimize the potential impact on the housing market, and are well 
within the feasible fee range found in the study. For a detailed discussion of the potential impacts 
of the fee, refer to the Key Issues section of this report and the Nexus Study provided in Exhibit 
C.   
 
Multiple Fees and Initiatives Introduced at Once  
 
From Those Concerned about a Fee 

● More consideration needs to be given to address the cumulative impact of stacking 
multiple fees and land use incentives.  

● The fee’s relation to Measure JJJ, Measure HHH, the Neighborhood Integrity Initiative 
(NII), Value Capture, and other policy initiatives needs to be better understood before 
making a decision. 

 
As described in the Key Issues section of this report, the City of Los Angeles has relatively low 
development impact fees compared to other large cities in California, and currently has no 
permanent source of funding for affordable housing. While related, the Linkage Fee is distinct 
from other land use incentives in that it will provide a flexible, permanent, local funding source for 
the construction and preservation of affordable housing. The City is currently experiencing an 
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unprecedented housing crisis, and a range of strategies are needed to address the severe need 
for affordable housing. 
 
Public Hearing 
The Department held a staff public hearing on October 19, 2016. The public hearing featured 62 
attendees and 35 speakers, including approximately 28 who were generally supportive with some 
recommended changes to improve the ordinance, and 7 with concerns about the proposed 
ordinance. Comments raised during the public hearing were generally in line with the comments 
summarized above. Those in favor of the proposed code amendment were supportive of the 
principal of a linkage fee, but many felt that the fees could be higher. Several speakers also 
emphasized the need for funds to be used for a variety of affordable housing types, including 
permanent supportive housing, workforce housing, senior housing, and housing for extremely low 
income households. Those who had concerns regarding the fee primarily took issue with the fees 
being too high. They also raised issue with ensuring that the proposed fee does not conflict with 
the Mello Act, or other land use incentives or requirements related to affordable housing. In order 
to better assess the impact of other competing policies and ballot measures, as well as to provide 
more time to review and make comments on the Nexus Study, several speakers also suggested 
extending the public comment hearing and delaying City Council action on this matter until after 
the March 2017 election. 
 
WORKING GROUP PARTICIPATION  
 
Given this issue’s importance, the City convened a working group to provide feedback and 
guidance in informing the Nexus Study methodology and recommendations around housing fees. 
The group included a cross section of the interested parties on this issue - both for-profit and 
nonprofit developers, builders of housing and commercial projects, housing advocacy 
organizations, business groups, etc. Organizations and individuals were identified because of 
specific expertise, their knowledge of Los Angeles real estate development, the role an 
organization plays around the issue, and the important perspective an individual could represent. 
The working group included the following organizations: Related Companies CA, Brookfield 
Residential, Equity Residential, Building Industry Association (BIA), Trammell Crow, Nancy Lewis 
Associates, Central City Association of Los Angeles, CIM Group, Mack Urban, Los Angeles 
Business Council, Southern California Association of Non-Profit Housing (SCANPH), California 
Community Foundation, Strategic Actions for a Just Economy (SAJE), Abode Communities, 
Southeast Asian Community Alliance, LA Family Housing, UCLA, Meta Housing, and McCormack 
Baron Salazar. 
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Draft Affordable Housing Linkage Fee Ordinance 
CPC-2016-3431-CA  
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ORDINANCE NO. _______________  
 

An ordinance adding Section 21.18 and amending Section 16.02 of the Los Angeles Municipal 
Code, as well as adding Section 5.578 of Chapter 172 of the Administrative Code, establishing 
an Affordable Housing Linkage Fee, and directing Linkage Fees derived from Development 
Projects to the Housing Impact Trust Fund.  

 
THE PEOPLE OF THE CITY OF LOS ANGELES  

DO ORDAIN AS FOLLOWS:  
 

Section 1. Chapter II of the Los Angeles Municipal Code is amended to add: 
 

ARTICLE 1.18 
AFFORDABLE HOUSING LINKAGE FEE  

  
SEC. 21.18.1.  DEFINITIONS 
 
Terms have the meaning ascribed in Section 12.03 or 12.22 of the Los Angeles Municipal Code, 
or if not defined, have the following meanings:  
 

(a) “Additional Housing Units” means the number of dwelling units or guest rooms to be 
added on a parcel of real property by issuance of a building permit, less the number of 
dwelling units or guest rooms legally removed, or authorized to be removed, from the 
same parcel of real property. 

 
(b) “Additional Nonresidential Floor Area” means the amount of floor area, as defined in 

Section 12.03 of this code, to be added on a parcel of real property by issuance of a 
building permit, less the amount of floor area legally removed, or authorized to be 
removed, from the same parcel of real property. 

 
(c) "Applicant" means any individual, person, firm, partnership, association, joint venture, 

corporation, limited liability company, entity, combination of entities or authorized 
representative thereof, who undertakes, proposes or applies to the City for a 
Development Project.  

 
(d) “Complete Building Permit Application” means a complete application for a building 

permit a building or structure that is submitted along with architectural and structural 
plans sufficient for a complete plan check that is accepted by the Department of Building 
and Safety. 

 
(e) "Development Project" means any activity involving or requiring the issuance of a 

building permit that results in Additional Housing Units, Additional Nonresidential Floor 
Area, or a change of use from commercial or industrial to residential.  
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(f) “Linkage Fee” means that housing Linkage fee imposed under Article 1.18 of the Los 
Angeles Municipal Code on applicants for certain Development Projects.  

 
SEC. 21.18.2.  APPLICABILITY 
 
The following provisions apply to any Development Project otherwise covered by these 
regulations for which a building permit is approved by the City. The Applicant for any 
Development Project, unless exempt from this chapter, as a condition of the building permit, 
must pay to the City the required Linkage Fee. The provisions of this Section are subject to the 
requirements set forth in California Government Code Section 66000 et seq. 
 

(a) Effective Date.  
 

Any Applicant for a Development Project for which a Complete Building Permit 
Application or Department of City Planning entitlement application is submitted, 
whichever is first, on or after ______, 2017 (90 days after adoption), must pay the 
Linkage Fee in effect at the time of building permit issuance. For these purposes, a 
Department of City Planning entitlement application is an application that has been 
accepted by City Planning and the application fees have been paid. If a project had 
submitted a building permit application or application sufficient for a planning or 
zoning entitlement for the Development Project prior to this date, the project shall not 
be subject to a fee.  
 

 (b) Exemptions. The Department of Building and Safety shall determine which of the 
following exemptions apply to any Development Project based on documentation 
submitted by the applicant prior to the issuance of the building permit. The fee imposed 
by this article shall not apply to construction which includes the following: 

 
1. Less than 25,000 square feet of Additional Nonresidential Floor Area in any 

nonresidential building, as determined by the Department of Building and Safety. Or, 
if ground floor nonresidential floor area is required by the Department of City 
Planning in a zoning ordinance, Specific Plan, Community Plan, Pedestrian Overlay 
Zone or other set of development standards, one hundred percent of the required 
ground floor nonresidential square footage shall be exempt from the Fee.  

  
2. A multiple-dwelling building with 5 or fewer units.  

 
3. Any for-sale or rental housing development containing restricted affordable units 

where at least 40% of the total units or guest rooms are dedicated for moderate 
income households, or at least 20% of the total units or guest rooms are dedicated 
for low income households, or at least 11% of the total units or guest rooms are 
dedicated for very low income households, for at least 55 years, where a covenant 
has been made with the Housing and Community Investment Department. Such a 
covenant shall also ensure that projects using this exemption are subject to the 
replacement policy found in Government Code Section 65915(c)(3). For the 
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purposes of this section, total units includes units added by a density bonus or other 
land use incentive.  

 
4. Any Development Project being constructed by a government or institution such as a 

hospital, school, museum, homeless shelter or other similar projects that are 
intended for community use, as determined by the Director of Planning.  

 
5. A single-family detached home meeting one or more of the following conditions:  

a.  Any addition of up to 2,000 square feet to an existing single-family 
detached home located in a single-family or multiple-family zone. 

b. New construction of any single-family detached home located in a 
single-family zone that is less than 2,000 square feet.  

c. Any replacement of a single-family detached home resulting in a net 
increase of less than 2,000 square feet from the prior home that existed 
on the property. 

 
6. A Second Dwelling Unit as defined by Section 12.03 of this code, or an Accessory 

Dwelling Unit as defined by California Government Code Section 65852.2.  
 

7. Any project located within the boundaries of the Central City West Specific Plan 
Area, as defined in Ordinance No. 163,094, if the Applicant by covenant and 
agreement or development agreement to abide by the Linkage fee and replacement 
housing obligations set forth in the Specific Plan for the Central City West Area. 

 
8. If a residential project is subject to a greater affordable housing fee requirement 

pursuant to the Mello Act to satisfy a project’s inclusionary housing Mello obligations, 
or is required to provide one or more physical housing units to satisfy inclusionary 
housing Mello obligations, the residential component of the project shall be exempt 
from the linkage fee and will be subject to Mello requirements.  Commercial portions 
of mixed-use Coastal Zone projects shall be analyzed separately from residential 
portions of mixed-use projects for the purposes of the linkage fee. Commercial 
portions of such projects shall be subject to the linkage fee ordinance. The provision 
of housing units or in-lieu fees to satisfy replacement housing obligations under the 
Mello Act (as opposed to inclusionary housing obligations) shall not exempt a project 
from the linkage fee ordinance. 

 
9. If a residential or mixed-use Development Project is subject to affordable housing 

requirements pursuant to any land use policy or ordinance or development 
agreement that exceeds the Linkage Fee requirements in either fee amount or on-
site affordable housing, that project shall be exempt from the linkage fee. 

 
10. If a residential or mixed-use Development Project is subject to affordable housing 

and labor requirements pursuant to LAMC 11.5.11 (Measure JJJ), that project shall 
be exempt from the linkage fee. 
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11. Any Grocery Store. For the purposes of this Section, a Grocery Store shall be 
defined as a Retail Use of which greater than one half of the floor area is devoted to 
the sale of food items intended for consumption or use off the premises, excluding 
alcoholic beverages. 
 

12. Any Adaptive Reuse Project that is a designated Historic-Cultural Monument and is 
being converted to a residential use. 

 
(c) Deductions or Credits.  
 

1. Change of Use. If the Development Project is the result of a change of use from 
commercial or industrial to residential, the Linkage Fee to be paid is the result of 
subtracting the equivalent fee amount that either was paid or would have been paid 
based on the pre-existing use from the fee requirement amounts below.  

 
2. Affordable Housing Units. Any Restricted Affordable Units as defined in 12.22 A.25 

may be subtracted from the total number of dwelling units or guest rooms in a 
building in determining the required Linkage Fee.  

 
3. Mixed Use. The first 25,000 square feet of nonresidential use in a mixed-use 

building shall be excluded from the calculation of floor area. 
 
4. Land Dedication. If the Department of Housing and Community Investment 

Department accepts, on behalf of the City, an offer to dedicate for the purpose of 
building affordable housing, the value of the land, as demonstrated as the average of 
two independent appraisals funded by the applicant, may be deducted from the Fee 
amount.  

 
 
SEC. 21.18.3 FEE REQUIREMENTS 
 
The regulations, requirements and provisions of this chapter shall apply to any Development 
Project. The applicant for any such project, as a condition of its building permit, must pay to the 
City those Linkage Fees necessary to mitigate the increased demand for affordable housing 
which are anticipated to be generated by or attributable to such development project, as set 
forth in this chapter.  
 
The Linkage Fee shall be calculated for each development project as the amount of new or 
added floor area, as defined for non-residential uses in Section 12.03 of this Code and for 
residential uses in Section 12.22.A.29(c)(1) of this Code, in the Development Project devoted to 
the following uses, as determined by the Department of Building and Safety, multiplied by the 
amount of the applicable fee, as found below or in the most recent Linkage Fee Schedule, at the 
time of a Complete Building Permit Application, minus any deductions or credits.  
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Type of Use Fee Per Square Foot  

Nonresidential Uses including 
Hotels 

$5 

Residential Uses $12 

  
 
(a) Annual Adjustments. The Linkage Fee amount in the Linkage Fee Schedule shall be 

adjusted for inflation annually beginning on July 1, 2018, by the Director in accordance 
with the latest change in year-over-year Consumer Price Index for Urban Consumers 
(CPI-U) for the Los Angeles-Riverside-Orange County area, or if such index ceases to 
be published, by an equivalent index chosen by the Director. 
 

(b) Payment of Linkage Fee. The Linkage Fee is due and payable by the Applicant prior to 
the issuance of a building permit. No additional fee shall be required for projects seeking 
extension of expired building permits.  

 
(c) Refunds of Linkage Fee. Any fee paid under the provisions of this article may be 

refunded to the Applicant if the application for the building permit has expired and was 
not utilized to begin construction of the project.  

 
Section 2. Section 16.02 in Article 6 of Chapter 1 of the Los Angeles Municipal Code is 
amended to read:  
 
SEC. 16.02.  SPECIAL PROVISIONS FOR OTHER LAND USE PROCEEDINGS. 
 
 Notwithstanding any provision of Articles 1 through 9 of Chapter I of this Code or any other 
ordinance to the contrary, with respect to those uses, buildings and sites destroyed or damaged 
in connection with a declared emergency, and in the area covered by the declaration of 
emergency, the following exceptions shall apply: 
  

C.   Payment of the Linkage Fee pursuant to Article 1.18. 
 
Section 3. Chapter 172 of the Administrative Code is added to read: 
 

CHAPTER 172 
HOUSING IMPACT TRUST FUND 

 
Sec. 5.578.  Creation and Administration of the Housing Impact Trust Fund 
 

(a) There is hereby created and established within the Treasury of the City of Los 
Angeles a special fund to be known as the City of Los Angeles Housing Impact 
Trust Fund (the “Fund”) for the purposes of complying with the California Mitigation 
Fee Act to maintain separate accounting for impact fees. The total Affordable 
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Housing Linkage Fee revenues received by the City pursuant to Article 1.18, shall be 
placed in the Housing Impact Trust Fund. The Mayor and City Council may establish 
additional revenue sources and appropriate funds for deposit in the Fund from time 
to time. The Fund shall be administered by the Housing and Community Investment 
Department (“HCID”).  
 

(b) The money from the Fund shall only be expended within the boundaries of the City of 
Los Angeles to address the evolving and varied affordable housing needs of the City, 
pursuant to guidelines (the “Guidelines”) promulgated for this purpose by 
HCID.   The Guidelines and any amendments thereto shall be approved by the City 
Council. 

 
(c) The Housing Impact Trust Fund, including accrued interest, shall be subject to 

reporting requirements for purposes of accounting and expenditure of the Fund to 
increase the supply of affordable housing in the City of Los Angeles.   Annually, 
HCID shall prepare for City Council consideration a report detailing the amount and 
source of all Fund revenues generated and funds disbursed as a result of the 
Affordable Housing Linkage Fee ordinance.  

 
(d) In compliance with the California Mitigation Fee Act, for the fifth fiscal year following 

the first deposit into the Fund, and every five years thereafter, and only if any 
unexpended funds remain in the Housing Impact Trust Fund, whether committed or 
uncommitted, HCID shall make the following additional findings:   

 
(1) Identify the purpose of imposing the fee; 
(2) Demonstrate a reasonable relationship between the fee and the purpose for 

which is it charged; 
(3) Identify all the sources and funding amounts anticipated to complete 

financing of affordable housing projects; 
(4) Designate the approximate dates HCID expects the funding for uncompleted 

or unfunded affordable housing projects to be deposited in the Fund;   
(5) Failure to make the five-year findings requires HCID refund the monies on a 

prorated basis to the owner of record of the project sites originally 
contributing to the Fund.  
 

(e) All monies loaned from the Fund shall be repaid to the Fund in accordance with the 
terms of the loan. The repaid principal and interest shall be placed in the Fund. 
 

(f) Any gifts, contributions or other money received for the stated purposes of the Fund 
shall be placed in the Fund. All interest earnings accruing on money in the Fund shall 
become part of the Fund. Money in the Fund shall not revert to the Reserve Fund of 
the City. 

 
(g) The General Manager of HCID or his or her designee shall make recommendations 

to the City Council for expenditures from the Fund. No expenditure may be made 
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from the Fund without the prior approval of the Mayor and City Council, unless 
otherwise authorized by the Guidelines. 
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CEQA Compliance – Statutory Exemption 

 
Affordable Housing Linkage Fee Ordinance 
CPC-2016-3431-CA 
 
Project Description 
An ordinance amending Section 21.18 of the Los Angeles Municipal Code, establishing an 
Affordable Housing Linkage Fee, and directing Linkage Fees derived from Development Projects 
to the Affordable Housing Trust Fund. 
 
Summary 
The proposed ordinance is not a “project” under CEQA pursuant to CEQA Guidelines section 
15378 (b)(4), which provides that CEQA does not apply to the creation of governmental funding 
mechanisms that do not involve a commitment to a particular project which may result in a 
significant impact to the environment. The ordinance does not identify any specific future project 
or projects which can be singled out as resulting in an environmental impact. Therefore, the 
Affordable Housing Linkage Fee is not considered a “project”, and thus not subject to CEQA.  
 
Further, the proposed ordinance qualifies under the “common sense” CEQA exemption pursuant 
to CEQA Guidelines Section 15061(b)(3), which provides that, where it can be seen with certainty 
that there is no possibility that a project may have a significant effect on the environment, the 
project is not subject to CEQA. CEQA only applies to projects that have the potential to cause a 
significant effect on the environment – either through a direct impact or reasonably foreseeable 
indirect impact. The proposed ordinance does not have that possibility.  
 
As stated, because the ordinance does not commit funds directly to any specific future 
development project, it will not cause any direct impact on the environment. At this point in time it 
would be speculative to evaluate the impacts of any such project which would be subject to 
payment of the linkage fee, or which would receive project funding as a result of this ordinance. 
Further, any potential indirect impact of the ordinance on the environment will be minor as the 
proposed Linkage Fee is not anticipated to alter existing development patterns. As supported by 
the Nexus Study provided in Exhibit C, the City reasonably expects that implementation of the 
ordinance will not affect the number, type, size or location of development projects built in the 
City, due to the fact that the fee has been designed to be feasible across all market conditions 
and product types throughout Los Angeles. As such, the ordinance is unlikely to create any 
foreseeable direct or indirect physical impact on the environment. 
 
Current Environment 
For the purpose of CEQA, the analysis of potential environmental impacts from a “project” is 
based upon a comparison of the potential impacts of a project within the baseline. The baseline 
is generally the existing conditions at the time the City commences the environmental review of 
the project (CEQA Guidelines, Section 15125(a)). 
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The City collected data on current market conditions and development patterns throughout Los 
Angeles as part of the Nexus Study analysis. The purpose of this study was to identify the need 
for affordable housing created by baseline levels of commercial and residential development. The 
Affordable Housing Linkage Fee is intended precisely to mitigate these impacts.  
 
Data on building permits issued between the years 2011 to 2015 across a variety of land use 
types and geographies were collected to document existing development patterns. These data 
show that during this time, on average, the City permitted approximately 5.7 million square feet 
of commercial space and 14.0 million square feet of residential space per year. Of this, a total of 
2.78 million square feet per year of commercial square footage was dedicated to employment-
generating commercial uses, of which the three most common uses were commercial office, retail, 
and warehouse/light industrial. The most significant portion of permitted residential square 
footage was in multifamily rental, averaging 8,268 units in 9.8 million square feet annually. The 
graphs shown in Figures 1 and 2 display the annual average for residential and commercial 
development permitted during the period.  
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Figure 1. Average Annual Permitted Sq. Ft., Employment-Generating Uses, LA 2011-1015 
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Current market conditions across a range of submarkets were evaluated in order to conduct a 
financial feasibility analysis. To conduct this analysis, the City was divided into 114 sub-
geographies, enabling fine-grained analysis of market differentiation by neighborhood. Each 
neighborhood was classified by market condition into Low, Medium, or High. For commercial 
uses, a composite index of office and retail rents were analyzed for each neighborhood, based 
on the standard deviation from the mean office and retail rents throughout the City. For residential 
uses, a similar methodology was used based on rent and sale price data for units built in 2006 or 
later. Additional details on the methodology and results of this analysis are available in the full 
text of the Nexus Study included in Exhibit C.   
 
The intent of this feasibility analysis was to ensure that the Housing Impact Fee does not 
significantly alter development patterns, as it is designed to be responsive to local market 
conditions. Proposed fee levels are derived from this feasibility study, in order to sure that the fee 
is supported by market conditions and developer expectations throughout the City. As such, the 
City reasonably expects that development patterns will not be substantially altered from the 
baseline as a result of this ordinance. 
 
Proposed Ordinance 
The proposed ordinance introduces new regulations to establish the Affordable Housing Linkage 
Fee, a fee levied on new development meeting specific criteria to mitigate that development’s 
impact on the demand for affordable housing. Any residential or commercial development that 
requires a building permit and creates additional demand for affordable housing through the 
creation of additional housing units or nonresidential floor area is subject to the Affordable 
Housing Linkage Fee. Specifically, this ordinance applies to any multifamily residential building 
with more than five units, any new construction of a single-family detached home resulting in an 
increase of 2,000 square feet or more from the prior home, any addition to an existing single-
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Figure 2. Average Annual Residential Units Permitted, City of LA, 2011-
 



CPC-2016-3431-CA   Exhibit B.1 – Statutory Exemption – 02/23/17 
 
 

 

family detached home of 2,000 square feet or more, and any nonresidential development with 
25,000 square feet or more of new floor area. Exemptions would apply to residential 
developments which include a specified minimum percentage of affordable housing units (40% 
moderate income, 20% low-income or 11% very low-income), second dwelling units (accessory 
dwelling units), projects located within the Central City West Specific Plan Area, projects subject 
to greater affordable housing requirements, or adaptive reuse of any Historic Cultural Monument. 
Additionally, for mixed-use projects, the first 25,000 square feet of nonresidential use would be 
excluded from the fee calculation. Common areas such as gyms or community rooms in multi-
family buildings would also be excluded.  
 
The amount of the Linkage Fee will differ based on building use. The fee amount will be calculated 
for each development project as the amount of floor area dedicated to each use type, multiplied 
by the fee level for that use. The proposed initial fee schedule is $5 per square foot for 
nonresidential uses, including hotels, and $12 per square foot for residential uses. An annual 
adjustment would be made to the fees based on the change in Consumer Price Index (CPI-U). 
 
Fees generated as a result of this ordinance may be used to fund the construction of new units, 
or for the rehabilitation and preservation of existing affordable units. Fee revenue will be directed 
to a new Housing Impact Trust Fund, which would be managed by the Housing and Community 
Investment Department (HCID).  
 
Analysis 
Not a “Project” Under CEQA – CEQA Guidelines Section 15378(b)(4) 
The proposed Affordable Housing Linkage Fee ordinance is precisely intended to create a City of 
Los Angeles funding mechanism for affordable housing, but the Linkage Fee does not include 
any specific commitment to an individual project or any specific collection of individually identified 
projects. Rather, the Affordable Housing Linkage Fee ordinance is intended to enable the City to 
enhance and improve the availability of affordable housing opportunities in general, based on the 
increased need for such housing attributable to new residential and commercial development 
within the City.  
 
The Linkage Fee ordinance does not commit the City to use this investment to fund any specific, 
readily identifiable future project or projects that can be singled out as resulting in a potentially 
significant environmental impact. As such, the Affordable Housing Linkage Fee ordinance is not 
considered a “project” under CEQA Guidelines section 15378 (b)(4), and thus is not subject to 
CEQA.  
 
“Common Sense” Exemption - CEQA Guidelines Section 15061(b)(3) 
A reasonable argument could be made that the imposition of the Affordable Housing Linkage Fee 
may have the potential to indirectly impact the physical environment by affecting development 
patterns. Placing a fee on new development may indirectly influence development and investment 
decisions, leading to some perceivable change in how development occurs. This would be 
possible if the imposed fee were high enough to impact overall financial feasibility of a given 
development project. If such an argument were shown to be valid, it is possible that the ordinance 
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would potentially require analysis under CEQA. However, the City’s analysis, as substantiated by 
the Nexus Study, shows that the Affordable Housing Linkage Fee ordinance is not anticipated to 
significantly alter development patterns, and thus has no discernable direct or indirect 
environmental impact.  
 
The proposed fees were selected based on a conservative financial analysis provided in the 
Nexus Study. A detailed analysis was performed on several prototypical residential and 
commercial product types across the City to determine the maximum feasible fee which could be 
placed on new development without impacting the project’s expected financial returns. This 
analysis was stratified across three geographies – categorized as “Low Market Area,” “Medium 
Market Area,” and “High Market Area” – which were determined based on a detailed assessment 
of median residential and commercial rental and sales prices in 114 neighborhoods. Additional 
details on the methodology and results of this analysis are available in the full text of the Nexus 
Study, provided in Exhibit C.  
  
As a result of the analysis contained in the Nexus Study, the City developed a range of feasible 
linkage fees which could be placed on new development in each market area. Any fee amount 
which is equal to or less than these feasible fee amounts can be expected to have minimal to no 
impact on development patterns. These fees are shown in Figure 3 below.  
 
Figure 3. Maximum Feasible Fees and Proposed Fees, $ per square foot 
Use Feasible Fee (High) Feasible Fee (Medium) Proposed Fee 
COMMERCIAL 

Office $33 $15 $5 
Retail $28 $7 $5 
Hotel $25 $5 $5 
Industrial $20 $14 $5 
Warehouse $25 $5 $5 
Medical $35 $35 $5 

RESIDENTIAL 
Multi-Family Rental $24 $18 $12 
Multi-Family Condo $45 $22 $12 
Single-Family Attached $32 $26 $12 
Single-Family Detached $49 $31 $12 

 
The proposed Linkage Fee is designed to be feasible in all market areas, simplifying the various 
feasible fee amounts to a single fee for commercial ($5 per square foot) and residential ($12 per 
square foot) development that would apply citywide. Because the fees would apply citywide, 
including Low Market Areas, the draft fee levels are generally lower than what is considered to be 
supportable in Medium and High Market Areas. The draft fees were also lowered below the levels 
supported by the study's feasibility analysis because these calculations were made during a 
period of relatively high rents and sale prices, and the fee should be supportable during all market 
cycles.   
 
As a result of this analysis, it can reasonably be concluded that the proposed fee levels are low 
enough so as to have no discernable impact on development patterns. While the results of the 
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Nexus Study imply that new development projects in Low Market Areas would be the most highly 
impacted by the Linkage Fee, data on building permits in this area show that this may not be a 
significant concern. Analysis of building permit data in this region between 2011 and 2015 reveals 
that 60% of all development in Low Market Areas would be exempt from the Affordable Housing 
Linkage Fee based on the recommended exemptions described above (compared to 44% 
citywide). Only 22% of all building activity takes place in Low Market Areas, yet this area accounts 
for nearly a third of all projects in the City that would be exempt from the fee. This analysis reveals 
that if baseline conditions continue, only a portion of new development in these market areas 
would be subject to the Linkage Fee. As a result, any potential impact on development patterns 
in this area are expected to be minimal. 
 
Figure 4. Building Permits, New Construction, 2011 to 2015 

Building Type Total 
Citywide 

Total Low 
Market Area 

% in Low Market 
Area 

Accessory Living Quarters 74 9 12.16% 

Second Dwelling Units~ 16 4 25.00% 

Apartment, 5 units or less~ 1,040 528 50.77% 

Apartment, >5 units 481 75 15.59% 

Apartment, Affordable~ 79 10 12.66% 

Condominium 155 23 14.84% 

Senior Independent  Housing 15 1 6.67% 

Single - family Attached 550 195 35.45% 

Single-family Detached, New or Replacement 
<2,000 sq. ft.~ 

1,993 415 20.82% 

Single - family Detached, New or Replacement 
2,000+ sq. ft. 

2,980 354 11.88% 

Mixed use, <25,000 sq. ft.~ 31 3 9.68% 

Mixed use, 25,000+ sq. ft.~ 39 3 7.69% 

Commercial, <25,000 sq. ft.~ 192 47 24.48% 
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Commercial, 25,000 sq. ft. 146 44 30.14% 

Commercial, non-profit or governmental~ 95 14 14.74% 

Total Buildings 7,886 1,725 21.87% 

Total Exempt Buildings 3,485 1,024 29.38% 

Source: LA Permit Data. 
~ Exempt from AHLF or deduction applies. 

 
Subsequent Environmental Review 
All future affordable housing projects that receive financial assistance through the Affordable 
Housing Linkage Fee program will be subject to environmental review at such time as approvals 
for those projects are considered. Individual projects may, or may not be found to be individually 
exempt from CEQA on the basis of their unique characteristics. That decision can only be made 
at a later date, when the investment in a specific project is identified. The exemptions from CEQA 
that apply to the establishment of the Affordable Housing Linkage Fee program do not apply to 
the individual projects funded by the Linkage Fee program.  
 
Furthermore, the Affordable Housing Linkage Fee program is not intended to provide a means for 
exempting any future development projects of any sort from the requirements of CEQA, simply 
by payment of established fees. Instead, all future development projects will undergo CEQA 
review as appropriate and applicable to their unique characteristics, and payment of fees pursuant 
to the Affordable Housing Linkage Fee ordinance may satisfy certain mitigation measures 
otherwise currently exacted by the City through ad hoc negotiations.  
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CEQA Compliance – Negative Declaration 
 
Affordable Housing Linkage Fee Ordinance 
CPC-2016-3431-CA 
 
EVALUATION 
 
Summary 
Below is a discussion of the potential impacts in each environmental topic area. In most cases, 
topic areas are not impacted at all, or only tangentially. In cases where there may be a potential 
effect, the net result would be minor. As a result, the preliminary study finds no potential impacts.  
 
This evaluation is a review of the impact of the Affordable Housing Linkage Fee on development 
patterns and behavior throughout the City of Los Angeles. 
 
Aesthetics 
The Affordable Housing Linkage Fee ordinance would have no impact on the physical size, shape 
or aesthetics of new residential and commercial development. The fee is designed to be feasible 
given current construction costs and development conditions in a variety of market conditions, 
and as such should have no impact on the aesthetics of future projects. Furthermore, as no new 
construction is specifically proposed in this ordinance, there will be no impact to scenic vistas, 
scenic resources, visual character or quality, or light quality. Any future development and resulting 
structures would be subject to the same building and environmental review process that currently 
exists and impacts to aesthetics would be subject to subsequent environmental review and 
analyzed during the application process. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to aesthetics.  
 
Agriculture and Forestry Resources  
The amendment will not directly or indirectly result in the loss or conversion of any Prime 
Farmland, Unique Farmland, or Farmland of Statewide Importance. No loss of forest land or 
conversion of forest land to non-forest land will occur. 
 
Mitigation Measures: None.  
 
Conclusion: No impact to agricultural resources. 
 
Air Quality 
The proposed amendment will not obstruct the implementation of South Coast Air Quality 
Management District plans, nor will it violate any air quality standard or contribute substantially to 
an existing or projected air quality violation. As no construction is proposed, it will not result in the 
cumulative net increase of any criteria pollutant for which the project is non-attainment, expose 
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sensitive receptors to pollutants, or create objectionable odors. Any future development and 
resulting structures would be subject to the same building and environmental review process that 
currently exists and impacts to sensitive receptors and the creation of objectionable odors would 
be subject to subsequent environmental review and analyzed during the application process. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to air quality. 
 
Biological Resources 
The proposed text amendment will not impact state or federally listed species, riparian habitat, 
wetlands, sensitive natural communities, migratory fish or wildlife species, adopted Habitat 
Conservation Plan, Natural Community Plan, trees, or marine animals. No construction is 
proposed as part of this amendment. Future development projects will be subject to subsequent 
environmental review and will be evaluated for potential impacts to biological resources.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to biological resources.  
 
Cultural Resources 
The proposed amendment does not commit funding to any specified development project, and as 
such will not bear any direct or indirect impact on historical, archeological, paleontological, or 
other cultural resources. Future development projects will be subject to subsequent environmental 
review and will be evaluated for potential impacts to cultural resources at that time. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to cultural resources. 
 
Geology and Soils 
The proposed ordinance would not increase the potential to expose more people to strong seismic 
ground shaking, ground failure, soil erosion or landslides than under baseline conditions in the 
current environment. All future development would have required soils reports and foundation 
plans that respond to the regional soils and potential for ground shaking.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to geology and soils. 
 
Greenhouse Gas Emissions 
The amendment will not cause an increase in cumulative greenhouse gas emissions nor will it 
conflict with an applicable plan, policy, or regulation adopted for the purposes of reducing 
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greenhouse gases. Any future structures and uses would be subject to environmental review and 
potential impacts to greenhouse gas emissions would be analyzed at that time. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to greenhouse gas emissions. 
 
Hazards and Hazardous Materials 
The proposed amendment does not involve the commitment of funds to any specific project, and 
as such will not have any impact on the routine transport, use or disposal of hazardous materials. 
The ordinance will not create any significant hazards through the release of hazardous materials 
nor interfere with any adopted emergency response or emergency evacuation plans. Any future 
structures and uses would be subject to environmental review and potential impacts to hazards 
and hazardous materials would be analyzed at that time.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to hazards or hazardous materials. 
 
Hydrology and Water Quality 
The Affordable Housing Linkage Fee ordinance does not commit funding to any specified 
development project, and as such will not bear any direct or indirect impact on run-off, surface 
water body, groundwater supplies, hydrology, or water quality. Future development projects will 
be subject to subsequent environmental review and will be evaluated for potential impacts to 
hydrology and water quality at that time. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to hydrology and water quality. 
 
Land Use and Planning 
The Affordable Housing Linkage Fee ordinance does not conflict with any applicable land use 
plan, policy, or regulation of an agency with jurisdiction over the project. Any subsequent 
development projects will be subject to environmental review and will be evaluated for potential 
impacts to land use and planning at that time.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to land use and planning. 
 
Mineral Resources 
The Affordable Housing Linkage Fee ordinance will have no effect on mineral resources locally 
or regionally, either in availability or future value. No loss or use of known mineral resources will 
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occur. Any future development projects will be subject to environmental review and will be 
evaluated for any potential impacts to mineral resources at that time.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to mineral resources. 
 
Noise 
The Affordable Housing Linkage Fee ordinance does not expose additional persons to, or 
generate, excess noise levels, as it does not directly generate new development. As discussed in 
this report, the ordinance is not expected to have any impact on development patterns and as 
such it can reasonably be concluded that the ordinance will not result in any impacts to noise. 
Any future development projects will be subject to environmental review and will be evaluated for 
any potential impacts to noise at that time. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to noise. 
 
Population and Housing 
The Affordable Housing Linkage Fee ordinance is designed to respond to existing demand for 
affordable housing, and will not induce substantial population growth in an area, either directly or 
indirectly. As explained in this report and substantiated by the Nexus Study, the ordinance will not 
directly result in any impacts to baseline development patterns. Additionally, the ordinance will 
not result in indirect significant impacts.  The City’s analysis shows that the ordinance is not likely 
to slow or reduce the development of housing or result in a net loss of existing housing units 
affordable to very low- or low-income households (as defined by federal and/or City standards), 
through demolition, conversion, or other means.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to population or housing.  
 
Public Services 
The Affordable Housing Linkage Fee ordinance would not adversely impact response time or 
service ratios for fire protection, police protection, schools, parks, or other public facilities. No 
funds are committed to any specific project at this time, and as such the ordinance will not impact 
public services. Any future development projects will be subject to environmental review and will 
be evaluated for any potential impacts to public services at that time. 
 
Mitigation Measures: None. 
 
Conclusion: No impact to public services. 
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Recreation 
The proposed ordinance would not increase the use of existing neighborhood and regional parks 
or other recreational facilities such that substantial physical deterioration of the facility would occur 
or be accelerated. As the ordinance does not commit funds to any specific project, the project 
would not include any recreational facilities nor necessitate the construction or expansion of 
recreational facilities. Any future development project would be subject to environmental review 
and would be evaluated for any potential impacts to recreation at that time.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to recreation. 
 
Transportation and Traffic 
The proposed ordinance would not substantially affect circulation, congestion, or traffic patterns, 
nor would it increase hazards, result in incompatible uses, or impact emergency access. As the 
ordinance does not commit funds to any specific project, nor will it alter baseline development 
patterns, there are no impacts on traffic and capacity of the street system. Any future development 
project would be subject to environmental review and would be evaluated for any potential 
impacts to transportation and traffic at that time.  
 
Mitigation Measures: None. 
 
Conclusion: No impact to Transportation and Traffic.  
 
Utilities and Service Systems 
The proposed ordinance will not violate any water or wastewater treatment requirements or 
contribute substantially to wastewater generation. As no construction is proposed, the ordinance 
will not result in a need for new water or wastewater treatment facilities. Any future development 
and resulting structures would be subject to the same building and environmental review process 
that currently exists, and any potential impacts to utilities and service systems would be analyzed 
at that time.  
 
Mitigation Measures: None.  
 
Conclusion: No impact to utilities and service systems. 
 
CONCLUSION 
Based upon results of the Nexus Study, as well as the other information set forth above, in the 
staff report related to this ordinance and the substantial evidence contained in the whole of the 
record of proceedings, the City has determined that it can be seen with certainty that there is no 
possibility the adoption and enforcement of this ordinance may have a significant effect on the 
environment. 
 
 































 
 
 

 

EXHIBIT C: 

Affordable Housing Linkage Fee Nexus Study 
 
CPC-2016-3431-CA  
February 23, 2017 
  



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

bae urban economics 

 
 
 

In association with PlaceWorks 
 
 
 
 

Los Angeles Affordable Housing 
Linkage Fee Nexus Study 

Prepared for City of Los Angeles 
September 21, 2016  

Photo Credit: Steve Lacap, KSA Design Studio 



bae urban economics 

San Francisco Sacramento Los Angeles Washington DC New York City
2600 10th St., Suite 300 803 2nd St., Suite A 706 S. Hill St., Suite 1200 1400 I St. NW, Suite 350 49 West 27th St., Suite 10W
Berkeley, CA 94710 Davis, CA 95616 Los Angeles, CA 90014 Washington, DC 20005 New York, NY 10001
510.547.9380 530.750.2195 213.471.2666 202.588.8945 212.683.4486

www.bae1.com 

September 21, 2016 
 
Vincent P. Bertoni, Director of Planning 

200 N. Spring Street, Room 525 
Los Angeles, CA 90012 
 
Rushmore D. Cervantes, General Manager 
Los Angeles Housing + Community Investment Department 
1200 West 7th Street, 9th Floor 
Los Angeles, CA 90017 
 
Dear Mr. Bertoni and Mr. Cervantes: 
 
We are pleased to submit the Los Angeles Affordable Housing Linkage Fee Nexus Study.  The 
Study analyzes the relationship between new development and affordable housing impacts for 
two kinds of fees: those that could be charged to new commercial development, and those 
that could be charged to new market-rate residential development.  We have also profiled how 
these fees are structured and implemented in numerous other “case study” cities, provided 
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and suggested methods for structuring a fee program to implement both kinds of fees over the 
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We have enjoyed working with your staff and members of the development and affordable 
housing communities.  Please let us know if you have any comments or questions regarding 
this report. 
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Introduction 
The City of Los Angeles faces an extraordinary housing crisis.  In recent years, economic 
growth and strong demand for housing in Los Angeles have created substantial price and rent 
increases, causing more and more middle and lower income households to be priced out of 
the marketplace.  The result has been an ever-widening gap for many households, between 
the cost of their housing and their incomes.  This cycle has led to the need to produce more 
affordable housing units, at the same time that funding to subsidize affordable housing, has 
fallen. 
 
A few key statistics tell the story: 
 
 Over 61 percent of renter households in the City of Los Angeles pay more than 30 

percent of their income on housing (rent and utilities), per the 2010-2014 American 
Community Survey.   These approximately 490,000 households are considered cost-
burdened and in need of affordable housing to lower this cost to an affordable level.1 

 Between 2006 and 2013, the median renter household income decreased by nearly 
four percent after adjusting for inflation.  This means that on average, the median 
renter household in Los Angeles received a pay cut of nearly $200 every year between 
2006 and 2013.  At the same time, LA median rents went the opposite direction, rising 
by almost 11 percent for the period after inflation.  This mismatch between incomes 
and rents in LA grew more rapidly than any other major US city in the 2006 – 2013 
period.2   

 In 2014, the median LA household income ($54,440) could afford a $179,000 house, 
compared to the median home sale price in that same year of $560,000.3   

 The 2016 Homeless Count found 28,464 homeless persons in the City of Los Angeles, 
and increase of almost 11 percent over 2015.4 

 
These statistics are exacerbated by the fact that the City of Los Angeles has also lost much of 
its affordable housing funding in recent years, shrinking from $100 million in 2010 to $26 
million in 2014.  The decline in funding was primarily due to the demise of redevelopment 
(CRA/LA), as well as a drop in federal housing funds.  Notably, Los Angeles is also the only 
large California city without a permanent source of local funding for production of affordable 
housing, which means that funding declines and the growing housing crisis have impacted Los 
Angeles dramatically.   
 

                                                      
 
1 US Census, American Community Survey, 2010-2014 
2 Renting in America’s Largest Cities: NYU Furman Center/Capital One National Affordable Rental Housing Landscape (NYU 
Furman Center, 2015) 
3 Housing Element 2013 – 2021 (City of Los Angeles, Adopted December 3, 2013) 
4 2016 Greater Los Angeles Homeless County (Los Angeles Homeless Services Authority, 2016) 
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As part of addressing the affordable housing crisis, Mayor Garcetti proposed that this study be 
prepared so that both a commercial affordable housing fee and a residential affordable 
housing fee can be fully considered.   
 
Purpose of Nexus Study 
 
The purpose of the Nexus Study is to conduct a legally defensible analysis of the relationships 
between commercial and market-rate housing development projects, the new employment 
generated, the new worker households, their income distributions, and an estimate of those 
households that will need affordable housing.  The analysis also evaluates the cost to provide 
this housing for households earning up to 120 percent of Area Median Income, and analyzes 
the maximum fee per square foot of new development necessary to provide this housing.   
 
The Study also evaluates the these “maximum legal” fees in terms of their feasibility by land 
use prototype across three market conditions to reflect the range and diversity of real estate 
economics in the City of Los Angeles.  This analysis also accommodates current and proposed 
other impact fees and their effects on project feasibility.  Finally, the Study estimates potential 
revenues if fees were adopted, and analyzes considerations for implementation.   
 
Three additional issues are also considered in this report: the effects of the planned increase 
in Los Angeles’s minimum wage by 2021, the option to provide affordable units on-site within 
market rate projects instead of a fee payment, and how the affordable housing fee might 
interact with the provision of units on-site in the case of density bonus projects. 
 
Study Process and Approach 
 
Process 
This study was commissioned in late spring 2016 by the City of Los Angeles.  The consultant 
team of BAE Urban Economics, specialists in urban economics, along with PlaceWorks, 
specialists in public engagement, were engaged to conduct a nexus study for both commercial 
and residential fees along with outreach to the development and advocacy communities in Los 
Angeles.   
 
For each step in the study process, BAE conducted extensive research and analysis, as cited 
and documented in this report.  Wherever possible, BAE developed data to support 
assumptions, as identified herein.  In addition, BAE used a blend of standard methodologies to 
analyze nexus for employment generating uses, culled from court-tested and related analysis 
conducted across California during the past 20 years.  In addition, wherever possible, this 
study’s methodologies have sought to expand and more comprehensively document many of 
the foundational variables utilized by other cities, to tailor this study specifically to the Los 
Angeles real estate, employment, and housing markets.   
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To obtain input and preview preliminary findings from the study, a series of three workshops 
were held. Over 60 development companies, industry representatives, and policy advocates 
were invited.  A list if attendees is included in the preface to this report.   
 
Approach 
This study includes extensive analysis of real estate project feasibility, to ensure that fees are 
set at levels that do not unduly constrain market rate projects.  The feasibility analysis was 
prepared in an intentionally conservative manner, to accommodate the wide variation in 
project economics across Los Angeles.  Wherever possible, the lower end of the range of 
revenue-related variables, and the higher end of the range of cost-related variables, was used.  
This approach was taken for two reasons: arguably, Los Angels is at the peak of the real estate 
cycle in 2016, and also, deeming a fee amount as feasible without a conservative approach 
would mean the fee could create downward pressure on market rate development. 
 
It is also important to note that Los Angeles, a major city without a permanent mechanism to 
fund affordable housing, will be essentially “starting from scratch.”  Real estate economic 
theory suggests that over the long term, external costs such as impact fees, are absorbed by 
lower-than-otherwise land values (i.e., “land residual”), so imposing an affordable housing fee, 
over time, will likely have this effect.  For many markets, this is experienced as a slower than 
otherwise land value appreciation trend, and is often offset by the land residual derived from 
rising rents/sale prices.  Nevertheless, that change of moving from no fee to a fee, will strike 
some as an undue burden, especially in the short run.  This report highlights how this situation 
has been addressed in other cities, including strategies such as exempting all projects already 
in the entitlement pipeline (which would have been organized and initiated without knowledge 
of the fee), phasing in the fee over several years so that the market can adjust, and providing 
for targeted waivers and exemptions to accommodate cases where the fee may have 
unintended negative consequences.   
 
Overview of Report 
 
The following report is divided into two halves: a commercial fee study and a residential fee 
study.  For each development type, the report follows a similar outline.  First, case studies of 
other California cities as well as selected major cities elsewhere in the US with these fees, are 
summarized.  Next, the “nexus” or relationship between new development in employment-
generating uses, the resulting affordable housing need, and the translation of these findings to 
a maximum legal fee, are presented.  Maximum fees are then tested for financial feasibility 
across three levels of market conditions affecting Los Angeles.  Several potential fee 
structures and corresponding estimates of potential annual fee revenues are provided.  The 
report also analyzes several additional considerations for fee structuring and implementation.   
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About Commercial Fees 
Overview of Commercial Fees 
 
Commercial impact fees for affordable housing have a long, established history in major cities 
across the US.  The concept of a commercial linkage fee, in general, is to charge a fee on new 
commercial development projects over a specific size, to mitigate the impacts of new jobs 
created by the project within high-cost local housing markets.  For some types of commercial 
development, these impacts can be substantial: new workers who cannot find affordable 
housing must commute long distances, or pay more than 30 percent of their household’s 
income for housing, or double up in overcrowded units, or even live with all of these conditions 
present at once.   
 
Fees collected in many cities with established programs provide a significant local funding 
source for new affordable housing production.  Although it may not technically be required, 
given recent court cases, this study was structured to comply with the California Mitigation Fee 
Act. This means this study demonstrates the direct relationship (“nexus”) between the fees 
charged and the new workers’ impacts.  In addition, fees can not make up deficiencies in the 
local housing market created by other factors.   
 
Summary of Case Studies 
 
Appendix A profiles commercial linkage fee programs established in cities throughout 
California, including larger cities (e.g., San Francisco, Sacramento, Oakland, and San Diego), 
as well as smaller cities such as West Hollywood and Palo Alto.  In addition, outside of 
California, the cities of Boston and Seattle are profiled.   
 
It should be noted that these profiles are not exhaustive; numerous other smaller cities in 
California have adopted or are currently considering adopting commercial impact fees for 
affordable housing.  However, given the large size of the City of Los Angeles, but with real 
estate markets specific to its economic base, the selected case studies seek to profile both 
large city experiences, along with smaller cities located nearby facing similar affordable 
housing challenges.   
 
The table on the next page summarizes the case studies, with detail provided in Appendix A.  
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TABLE 1: SUMMARY OF COMMERCIAL FEES FOR AFFORDABLE HOUSING 

 

Popoulation 
(a)

Fee/
Sq.Ft. Threshold Fees Collected

Annual Rev. 
Per Capita (b) Notes

Large Cities in CA with Fee
San Francisco (1996/2015) 829,072 25,000 sq. ft. $3.4 M/year $4.04 Original program established in 1981

Entertainment $22.42 (avg since 1988) Exempts certain projects with
Hotel $17.99 $27 million pharmacy or grocery
Integrated PDR $18.89 in FY 14/15
Institutional $0.00
Office $24.03
PDR $0.00
R&D $16.01
Retail $22.42
Small Enterprise Workspace $18.89

San Diego (1990/2016) 1,341,510 $1.6 M/year $1.16 New fee rates effective January 2017
Office $2.12 (avg 2006-2014)
Hotel $1.28
R&D $0.80
Retail $1.28

Oakland (2002) 402,339 25,000 sq. ft. $171,000/year $0.42 Fees became effective in 2005
Office $5.44 (avg since 2005) City anticipates approx. $2.5 M
Warehouse $5.44 in the next 12-18 months

Sacramento (1989) 476,075 $1.0 M/year $2.19
Citywide (avg 1989-2013)

Office $2.50
Hotel $2.38
R&D $2.12
Commercial $2.00
Manufacturing $1.57
Warehouse/Office $0.91
Warehouse $0.68

North Natomas
Highway Commercial $2.74
Community/Neighborhood Commercial $2.06
Office/Business $2.06
M-50 $1.74
M-20 $1.44
Light Industrial $1.12

Smaller CA Cities with Fee
West Hollywood (1989/2014) 35,053 10,000 sq. ft. $214,000 / year $6.11

Commercial Development $8.00 (avg since 2002)
Palo Alto (1984/2016) 65,998 1,500 sq. ft., $2.3 M/year $34.85 Updated nexus study in 2016

Office/R&D $35.00 (in FY 2014-15)
Hotel $30.00
Retail/Restaurant/Other $19.85

Major Cities Outside of CA with Fee
Boston (1986/2013) 639,594 100,000 sq. ft. $5.1 M/year $8.05

Commercial Development $8.34 (avg 1986-2012)
Seattle (2015) (c) 637,850 NA (new) Incentive zoning program structured

Downtown Harborfront 1 $0.00 to generate units. Many exemptions
Downtown Harborfront 2 $14.83 for desired projects.
Downtown Mixed Commercial $9.78
Downtown Office Core $14.50
Downtown Retail Core $13.50
Downtown Mixed Residential $14.34
International District Mixed $8.00
International District Residential $9.30
Pike Market Mixed $0.00
Pioneer Square Mixed $11.08
Seattle Mixed $6.69
Industrial Commercial $8.00
Commercial 2 $0.00
Industrial Commercial 85-160 (Low/Med/High) $10.00
All other zones (Low) $5.00
All other zones (Medium) $7.00
All other zones (High) $8.00

Notes:
(a) All population figures from 2010-2014 American Community Survey.
(b) Per capita annual average revenue based on 2010-2014 ACS population estimates.  Revenues are not adjusted for inflation, changes in fee rates,
or other factors.
(c) Amounts shown are averages for each general zone type. The complete fee schedule is contained in Section 23.58B.040 of the Seattle Municipal
Code.
Source: BAE, 2016.
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Key points which emerge from the case studies include: 
 
Fee Charges and Structure 

 Commercial fees for affordable housing charged by larger cities with a diverse real 
estate market range from a low of $0.68 per square foot for warehouse space in the 
City of Sacramento, to a high of $24.03 per square foot for office space in San 
Francisco.   

 Palo Alto, a smaller city with very strong market conditions, charges $35.00 per square 
foot for office space, and is considering raising this charge to $60.00 per square foot. 

 Each city has tailored its commercial fees to match its typical commercial development 
project categories.  The categories of land use subject to commercial fees are typically 
small in number (e.g., 4 or 5 categories).   

 Some cities have a “fee zone” approach, with fees for the same land use category 
varying by location.  Others have a single fee per land use category.   

 Some cities avoid the challenges of land use categorization by charging a flat fee for all 
commercial uses.  West Hollywood, the only city in the set of commercial fee case 
studies in the greater Los Angeles region, uses this approach (e.g., a flat fee, with a 
recent increase that was phased in over a two-year period).   

 In general, cities collect these types of fees either prior to, or at the point of building 
permit issuance.  Several cities allow partial payment at permit issuance, with the 
balance paid at Certificate of Occupancy.   

 Many cities have built-in annual increases for commercial fees, tied to the CPI or the 
Construction Cost Index published by Engineering News Record.  Staff generally report 
a preference for this approach, instead of relying on a city council’s periodic review.   

 
Waivers, Exemptions, and Refunds 

 Most cities waive the fee for 100 percent affordable housing projects.   
 Most cities offer a “units in lieu of fee” and/or land donation in lieu of fee option. 
 All cities waive publicly-owned projects. 
 Some cities waive non-profit buildings, and/or churches, schools (public and private), 

universities and colleges, and other similar categories of land use. 
 Some cities exempt smaller buildings.  For example, San Francisco does not charge a 

fee on commercial buildings smaller than 25,000 square feet.   
 Many cities have created lower fees or offer exemptions to decrease the potential 

dampening effects of fees on certain types of development that are strongly desired to 
meet other policy objectives.  An example of this approach includes San Francisco’s 
exemptions for local grocery stores and pharmacies that provide needed neighborhood 
services.   

 Some cities have established clear refund processes if projects are subsequently not 
constructed, while others allow for refund requests decided on a case-by-case basis.   
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 During economic downturns, cities have either created special deferral programs or 
lowered fees across the board.  These approaches demonstrate that these kinds of 
fees can be customized to adapt to downturns in the economic cycle. 

 All cities in California have a “hardship” exemption available per legal requirements.  
Some cities render a hardship decision administratively; others have a more formal 
process.   

 
Revenues and Reporting 

 Estimates of revenues collected from commercial fees range from less than $1 million 
to over $5 million per year, depending on the city’s fee structure, size, and amount of 
commercial development activity.   

 When analyzed on a per-capita basis to normalize for a particular city’s size, fee 
revenues range from a low of $0.42 per capita in Sacramento (which has a very low 
fee schedule), to a mid-range of $6.11 in West Hollywood, to a high of $34.85 per 
capita in Palo Alto (which has a very active commercial development market with high 
real estate values).   

 Most cities do not specifically track the use of the fees to build affordable housing 
projects, because the funds go into a trust fund and are used in combination with 
other sources that may have varying AMI targets or restrictions.   

 San Francisco last reported its sources and uses of commercial linkage fees along with 
other revenue sources comprising its Affordable Housing Fund as part of a larger 
annual report for FY 2014-2015.  Its reporting does clearly show both source and use 
of each funding stream within its Affordable Housing Fund, along with remaining 
balances at year end.   

 Sacramento has the clearest public information source of the cities profiled.  
Sacramento produces an online map showing commercial linkage fees’ resulting 
funded project locations.   

 Most cities have general guidelines for use of commercial fee funds such as maximum 
AMI levels that can be served in new affordable units, rather than targeting the funds 
specifically to serve households with the greatest need (e.g., at-risk of 
homelessness/extremely low income/very low income).  The City of Los Angeles, with 
great need for new affordable units serving extremely low and very low income 
households, may wish to develop policies to target commercial fee funds. 
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Los Angeles Commercial Fee Nexus 
Analysis 
Overview of Methodology 
 
The commercial fee analysis conducted for this report is based on the premise that new 
commercial land uses generate new employment for workers that will have a range of 
household incomes.  Due to high housing costs in Los Angeles, new workers with extremely 
low, very low, low, or moderate household incomes will be unable to afford most market-rate 
housing in the City without incurring substantial cost burdens.  This situation – the increment 
of growth in new worker households facing the lack of affordable housing options -  is 
considered the impact of new commercial development.  The commercial fee would mitigate 
these impacts by generating revenue to support the construction of housing affordable to the 
new lower-income worker households. 
 
This section provides an overview of the steps used to determine the maximum legal 
commercial fee, based on the relationship (“nexus”) between new commercial space and the 
worker households generated by it who face affordable housing challenges in the City of Los 
Angeles.  Each step is summarized below and discussed in more detail in the following 
sections. 
 
Step 1: Define Land Uses 
Based on City of Los Angeles building permit data and data from the California Employment 
Development Department, the Nexus Analysis identifies eight commercial land uses that 
comprise the vast majority of probable future employment-generating commercial land uses in 
the City, each of which are analyzed in the subsequent steps. 
 
Step 2: Determine Employment Densities 
For each land use identified in Step 1, the Nexus Analysis determines the average employment 
density and resulting number of workers per 100,000 square feet of each land use type.   
 
Step 3: Estimate Worker Households 
Since most households in Los Angeles include more than more worker, the Nexus Analysis 
grouped the employees generated by each land use into households to determine the total 
number of worker households generated by each land use type.   
 
Step 4: Identify Industry Sectors by Land Use 
The Nexus Analysis identifies the industry sectors that would occupy each of the eight 
commercial land uses covered in the analysis.   
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Step 5: Estimate Income Distribution for Worker Households 
Based on the industry sectors identified in Step 4, the analysis uses a data set published by 
the US Census (the Public Use Microdata Sample or PUMS) to construct the likely household 
income distribution for each land use. 
 
Step 6: Estimate New Worker Households by Household Income 
This step estimates the number of new worker households by income level by applying the 
worker household income distribution for each land use from Step 5 to the total number of 
worker households from Step 3.   
 
Step 7: Calculate Financing Gap per Affordable Unit 
This step determines the per unit “financing gap” that affordable housing developers 
encounter when securing a permanent loan for their projects.  Step 7 of the Nexus Study 
calculates the net operating income (NOI) generated by units affordable to extremely low-, very 
low-, low-, and moderate-income households.  Using conventional financing assumptions, the 
analysis determines the supportable permanent loan amount based on the NOI from units at 
each income level. 
 
The cost to house a lower-income household is the difference between the cost to develop an 
affordable unit and the amount the of the permanent loan that the developer can borrow to 
finance the unit.  Using data on recent affordable housing developments in the City of Los 
Angeles, the Nexus Analysis determines the average cost to build an affordable rental unit in 
the City.  The supportable permanent loan amounts (by AMI income band) as identified in Step 
7 are deducted from the average per-unit development cost to determine the financing gap for 
units serving households at each income level up to 120 percent of AMI.   
 
Step 8: Calculate the Maximum Legal Fee 
The final step in calculating the impact fee is to apply the financing gap per unit for each 
income level (from Step 7) to the total housing need by income level (from Step 6).  The 
resulting sum constitutes the maximum legal commercial fee. 
 
Step 9 Test Feasibility of Maximum Legal Fee Under Different Market Conditions 
The City of Los Angeles has a wide range of neighborhoods and corresponding market 
conditions. In order to ensure that market-rate commercial development is not effected by any 
fee that may be adopted, this step identifies three general levels of market condition 
throughout the City, and analyzes the financial return from a development project, in order to 
identify “feasible” levels of fee by land use.  
 
10: Formulate Feasible Fee Schedule 
This step involves a summary fee schedule tested for feasibility, along with policy 
recommendations for phasing it in, administration, and other options for consideration.   
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FIGURE 1: SUMMARY OF COMMERCIAL FEE NEXUS METHODOLOGY 
 

 
 
  

1. Define Land Uses

‐ 8 categories based on

building permit database analysis

2. Estimate Employment
Density 

‐ By land use

‐ Yields total number of workers

3. Estimate Worker 
Households

‐ By land use

‐ Yields total number of worker 
households

4. Identify Industries

‐ Expected industries in each land 
use

5. Estimate Worker 
Household Income 

Distribution

‐ By land use and its group of 
industry sectors

6. Estimate Worker 
Households by AMI Bands

‐ Distribution of worker 
household incomes applied to 
number of worker households

7. Calculate Financing Gap 
for Aff Units Needed

‐ Gap between cost to build 
affordable rental unit & HH’s 

ability to pay

8. Calculate Maximum 
Linkage Fee to Mitigate 

Aff Housing Need

‐ By land use per square foot of 
building

9. Conduct Feasibility Test

‐ Max fee to maintain 
feasibility

‐ Test by Low/Med/High 
Market Conditions

10. Formulate Fee 
Schedule

‐ By Land Use Type

‐ By Market Condition or 
Geographic Zone 



 

 11

Commercial Land Uses 
 
Step 1: Define Land Uses  
In order to formulate commercial land use categories that reflect actual development in Los 
Angeles, the City’s building permit data was analyzed for the 2011 to 2015 period (see 
Appendix B for summary data).  The City permitted an average of approximately 5.7 million 
square feet of commercial space per year, including an average pf 2.8 million square feet per 
year in employment-generating commercial uses.  The balance of 2.9 million square feet was 
permitted for public and private garage space, which is not generally considered an 
employment-generating use, and thus excluded from the following analysis. 
 
Based on a review of employment by industry sector for Los Angeles County, the categories of 
commercial fees used by other cities in California (see Case Studies chapter), and permit 
trends for Los Angeles, commercial employment-generating land uses were classified into 
eight categories including.   

 Office 
 Retail 
 Hotel/Motel 
 Industrial 
 Warehouse/Utility/Light Industrial 
 Medical &Social Services (including hospitals) 
 Institutional (churches and schools) 

 
The graph below shows annual average of new construction, employment-generating space 
permitted by the categories of land use within the past five years, in order of amount of space.   

  

FIGURE 2: AVERAGE ANNUAL PERMITTED NEW SPACE IN EMPLOYMENT-GENERATING USES,  2011 - 2015 

876,453

606,331
430,582

368,037

348,174

119,061

34,960

Commercial Office

Retail

Warehouse/Light Ind

Institutional

Hotel/Motel

Medical & Soc Services

Industrial

Source: LA Building Permits; BAE, 2016. 
Excludes ~ 2.9 M sq. ft. of garage & misc. space 
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Step 2: Determine Employment Densities 
For the purposes of the following analysis leading to the maximum fee calculations, the Nexus 
Study assumes a building totaling 100,000 square feet for each commercial land use.  This is 
not intended to portray a typical building permitted or developed in the City of Los Angeles; it is 
a method to allow for per square foot comparisons across commercial land uses.   
 
For each land use identified in Step 1, the Nexus Study determined the average employment 
density (i.e., square feet of building area per employee), in order to determine the number of 
workers per 100,000 square feet of each land use type.  BAE reviewed several studies to 
estimate average employment densities for each land use type, including the City of Los 
Angeles Affordable Housing Benefit Study (2011), the Southern California Association of 
Governments Employment Density Study (2001), Environmental Impact Reports for several 
recent projects in the City of Los Angeles, and the commercial linkage fee nexus studies for 
each of the commercial linkage fees discussed in the best practices section of this report.   
These studies demonstrated wide variation in the assumed employment density for each land 
use type.  The employment densities assumed in this study are generally based on either the 
median value or most common value for each land use type, with some outlier values omitted.  
In some cases, the employment densities used in this study may be slightly lower than would 
typically be expected for new construction in order to avoid overstating the number of workers 
that would be generated by new development, thereby maintaining a more conservative 
analysis.   
 
In particular, many office tenants are demonstrating a preference for more open floor plans 
with fewer square feet per employee than is typical of more traditional office space, some 
occupying 150 square feet per employee or less.  However, while employment densities in 
some new office space in Los Angeles will be in line with this trend, other new developments 
will be configured with a more traditional layout with lower employment densities.  The Nexus 
Study assumes 350 square feet per office employee, as is common in more traditional office 
space, in order to reflect the higher end of the range of potential configurations among new 
office developments and avoid overestimating the number of employees per 100,000 square 
feet of office development. 
 
As shown below, the assumed average employment density for each of the eight commercial 
land uses ranges from 350 square feet per employee for office uses to 1,100 square feet per 
employee for construction, warehousing, and wholesale trade land uses. 
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New Worker Households and Affordable Housing Need 
 
Step 3: Estimate Worker Households 
Since most households in Los Angeles include more than one worker, the Nexus Study groups 
the employees generated by each land use into households to determine the total number of 
worker households generated by each land use type.  According to the US Census American 
Community Survey, as of 2014 the City of Los Angeles had 1,849,845 workers living in 
households and 1,047,928 households with at least one worker, averaging approximately 
1.77 workers per household with workers.  Therefore, the Nexus Study estimates the number 
of employee households that each land use generates by dividing the total number of workers 
by 1.77.  As shown below, the estimated number of households per 100,000 square feet 
ranges from 51.5 for construction, warehousing, and wholesale trade uses to 161.9 for office 
uses. 
 
TABLE 2: EMPLOYEES AND HOUSEHOLDS PER 100,000 SQUARE FEET 

 
 
Step 4: Identify Industry Sectors by Land Use 
Worker occupations, salaries, and associated household incomes tend to vary between 
industries, and therefore the Nexus Study identifies the industry sectors that would occupy 
each of the eight commercial land uses as a first step in identifying affordable housing need 
among worker households.   
 
Federal, State, and local governmental agencies typically categorize business establishments 
based on the North American Industry Classification System (NAICS), which assigns numerical 
codes to each industry sector.  NAICS codes group all industries into 20 major industry 
categories, each identified with a two-digit code.  Within each two-digit NAICS sector, more 
detailed sub-categories of industries are identified by three-digit NAICS codes, which are 
themselves comprised of more detailed subcategories of industries, up to the six-digit NAICS 
code level, with more digits associated with more detailed subcategories.  For example, NAICS 
sector 72, Accommodation and Food Services, is comprised of NAICS code sectors 721 
(Accommodation) and 722 (Food Services and Drinking Places).  NAICS codes 721 and 722 

Hotel/
Office Retail Industrial Motel Warehouse Hospital Institutional

Average Sq. Ft./employee 350 450 900 1,000 1,100 500 500

Total Employees 285.7 222.2 111.1 100.0 90.9 200.0 200.0
Total Employee Households 161.9 125.9 62.9 56.6 51.5 113.3 113.3

Assumptions
Building Size 100,000
Employees per Household (a) 1.77

Note:
(a) Employees per household from 2014 ACS reported average number of workers per household in the City of Los
Angeles.
Sources: ACS, 2014; BAE, 2016.
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are comprised of more detailed industries, identified by NAICS codes with four to six digits, 
depending on the level of specificity of the subcategories. 
 
BAE analyzed each two-digit NAICS code and each subcategory to determine the industry 
sectors most likely to occupy each of the eight commercial land uses.  To the extent possible, 
the Nexus Study places each two-digit NAICS code into one of the eight land uses.  However, 
some two-digit NAICS codes are too broad to fall into one of the eight uses, and were split at 
the three-digit level to between two land uses.  The industry sectors that are expected to 
occupy each commercial land use type are shown in Table 3. 
 
In addition, the analysis excludes several industry sectors that were not grouped into any of 
the eight land uses, as shown in Table 3.  These uses include sectors that are not expected to 
generate a significant amount of future new development in Los Angeles (i.e., Agriculture, 
Forestry, Fishing, and Hunting; Mining, Quarrying, and Oil and Gas Extraction; and Utilities), 
and do not fit within any of the eight land uses.  In addition, the analysis excludes the Public 
Administration industry on the basis that the City will not charge a fee for space that it will 
occupy.  The “Other Services” industry was excluded because it includes a large range of 
industries that vary widely in types of employment and likely incomes of workers.  However, to 
the extent that the industries within the “Other Services” sector may occupy any of the eight 
analyzed commercial land uses, the employment and income profile of workers in these 
industries is assumed to be similar to the employment and income profile of workers in other 
industries within each land use type. 
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TABLE 3: INDUSTRIES BY LAND USE TYPE AND TOTAL EMPLOYMENT, LA COUNTY, 2014 

 
  

NAICS 2014 LA County % of Employees in
Number NAICS Industry Name Employment Land Use Type

Office
51 Information 200,536 20.1%
52 Finance and Insurance 132,161 13.2%
53 Real Estate and Rental and Leasing 75,867 7.6%
54 Professional, Scientific, and Technical Services 276,431 27.7%
55 Management of Companies and Enterprises 58,823 5.9%
561 Administrative and Support Services 255,191 25.5%
Total 999,009 100.0%

Retail
44-45 Retail Trade (not including industry 454, non-store retailers) 399,641 53.9%
722 Food Services and Drinking Places 341,173 46.1%
Total 740,814 100.0%

Industrial
31-33 Manufacturing 361,187 97.3%
562 Waste Management and Remediation Services 9,839 2.7%
Total 371,026 100.0%

Hotel/Motel
721 Accommodation 44,483 100.0%
Total 44,483 100.0%

Warehouse
23 Construction 120,360 23.2%
42 Wholesale Trade 220,465 42.5%
48-49 Transportation and Warehousing 177,920 34.3%
Total 518,745 100.0%

Hospital
62 Health Care and Social Assistance 657,846 100.0%
Total 657,846 100.0%

Institutional
61 Educational Services 355,512 80.1%
71 Arts, Entertainment, and Recreation 88,498 19.9%
Total 444,010 100.0%

SUBTOTAL - ALL CLASSIFIED INDUSTRIES 3,775,933

Industries Not Classified
11 Agriculture, Forestry, Fishing and Hunting 5,194
21 Mining, Quarrying, and Oil and Gas Extraction 4,646
22 Utilities 28,269
81 Other Services (except Public Administration) 147,919
92 Public Administration 163,290
Total 349,318

TOTAL - ALL INDUSTRIES 4,125,251
Sources: California Employment Development Department, Quarterly Census of Employment and Wages, 2014;
BAE, 2016.
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Step 5: Estimate Household Income Distribution of New Worker Households  
As discussed above, worker households5 in Los Angeles often have more than one employed 
person.  In some instances, economists estimate household income for workers by simply 
multiplying worker earnings by industry by the average number of workers per worker 
household.  This methodology relies on the unsatisfactory assumption that on average workers 
make the same amount of money as other workers in their household.  Given the diversity of 
household composition, this assumption is not appropriate.  For example, a household may 
have a teacher and a doctor, with significantly different individual earnings. 
 
To address this issue, this analysis makes use of a detailed and rich data set published by the 
U.S. Census known as the Public Use Microdata Sample (PUMS).  Derived from a five percent 
sample of all households per the American Community Survey, and available for certain 
defined areas of 100,000 or more of population, this data allows one to cross tabulate 
variables such as industry of employment and household income.  The analysis here uses the 
most recent available data, from the 2010 through 2014 five-year period.   
 
The PUMS data set was queried to identify the number of households by income category for 
the groups of industries assumed to be associated with the different non-residential building 
types (controlling for household size) to construct a household income distribution for each of 
these industry groupings.  The distribution was constructed based on the income categories 
defined by the California Department of Housing and Community Development (HCD).  These 
HCD income categories are defined by a formula based largely on the percentage of the Area 
Median Income (AMI), adjusted for household size and income levels relative to housing costs.  
Table 4 below presents the distribution of households by HCD income level for each of the 
eight commercial land uses. 
 

                                                      
 
5 A worker household is defined as a household with one or more employed persons.  They may be wage and salary workers, or 
self-employed/sole proprietors. 



 

 17

TABLE 4: DISTRIBUTION OF NEW WORKER HOUSEHOLDS BY INCOME 

 
 
Step 6: Estimate New Worker Households by Household Income 
This analysis estimates the number of new worker households by income level by applying the 
worker household income distribution for each land use from Step 5 to the total number of 
worker households from Step 3.  As shown in Table 5 below, the number of extremely low-, 
very low-, low-, and moderate-income households per 100,000 square feet of commercial 
space ranges from 31.4 households for construction, warehousing, and wholesale trade to 
82.0 households for retail space. 
 
The number of lower-income households that each land use type generates is a product of 
both the total number of worker households that 100,000 square feet of each use supports 
and the income distribution among those workers.  As a result, hotel/motel and construction, 
warehousing, and wholesale trade land uses are among the uses that generate the smallest 
number of lower-income households, despite having relatively low worker household incomes, 
due to the low employment densities associated with these uses.  Conversely, office uses 
generate a large number of lower-income households despite relatively high worker household 
incomes due to the high employment densities in office uses.  Retail uses are associated with 
both relatively low worker household incomes and high employment densities, resulting in the 
highest number of lower-income worker households per 100,000 square feet out of all eight 
land uses. 
 

Estimated Household Income as a Percent of AMI (a)

NAICS Code Land Use
Up to 

30% AMI
30% to 

50% AMI

50% to 
80% 
AMI

80% - 
120% AMI

Above 
120% AMI Total

Private Sector Only
51, 52, 53, 54, 55, 561 Office 10.7% 10.2% 15.0% 5.5% 58.6% 100.0%
44-45, except 454, 722 Retail 18.2% 18.5% 22.1% 6.4% 34.8% 100.0%
31-33, 562 Industrial 12.9% 16.2% 20.6% 6.3% 44.0% 100.0%
721 Hotel/Motel 15.2% 18.3% 22.1% 7.4% 37.0% 100.0%
23, 42, 48-49 Warehouse 16.6% 16.6% 21.3% 6.4% 39.1% 100.0%
62 Hospital 11.4% 11.6% 17.8% 6.2% 53.1% 100.0%
61, 71 Institutional 13.2% 11.1% 16.3% 6.0% 53.5% 100.0%

Notes:
(a) Based on a cross tabulation of Public Use Microdata Samples (PUMS) from the 2010-2014 American
Community Survey. These incomes were compared to household income limits published by the California
Department of Housing and Community Development, to determine the percentage of households falling into
each income category.  The analysis controlled for household size, to address the varying HCD income limits for
each household size.
Sources: Census, American Community Survey Public-Use Microdata Sample (PUMS) 2010-2014; CA Dept. of
Housing and Community Development, 2014; BAE, 2016.
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TABLE 5:  WORKER HOUSEHOLDS BY HOUSEHOLD INCOME GENERATED BY COMMERCIAL LAND USES 

 
 
Financing Gap 
 
Step 7: Calculate the Financing Gap per Affordable Unit 
The next step in the nexus analysis is to calculate the cost to house the extremely low-, very 
low-, low-, and moderate-income households calculated in Step 6 by determining the per unit 
“financing gap” that affordable housing developers encounter when securing a permanent 
loan for their projects.  In other words, the cost to house a lower-income household is the 
difference between the cost to develop an affordable unit and the amount of the permanent 
loan that the developer can borrow to finance the unit. 
 
According to cost data provided between 2013 and 2015 on applications for low-income 
housing tax credit projects in the City of Los Angeles, the average development cost for 
affordable housing in the City averages approximately $448,500 per unit, as shown in Table 
6.6 7  
 

                                                      
 
6 This weighted average cost is based on data from 25 developments serving homeless, special needs, large-family, and senior 
households in the City of Los Angeles with a total of 1,503 units.  All cost data inflated to 2016 dollars using the Turner Building 
Cost Index. 
7 This study uses the average development cost across all affordable housing types despite that most of the new workers living in 
affordable units will be housed in large family developments, which in practice accommodate a range of household sizes and 
mostly serve lower-income worker households.  Among units in the large family developments analyzed in this study, three percent 
were studios, 35 percent were one-bedroom units, 28 percent were two-bedroom units, 32 percent were three-bedroom units, and 
on percent were units with four or more bedrooms.  In contrast, homeless, special needs, and senior developments, typically have 
a large number of occupants living on social security.  However, by using the average across all affordable unit types, the Nexus 
Study is conservative in estimating the financing gap associated with constructing new units because the average development 
costs for homeless, special needs and senior units tend to be lower than the development costs for large family units. 

Hotel/
Employee Households by Income Level Office Retail Industrial Motel Warehouse Hospital Institutional
Extremely Low Income (up to 30% AMI) 17.3 22.9 8.1 8.6 8.5 12.9 14.9
Very Low Income (31-50% AMI) 16.6 23.3 10.2 10.4 8.6 13.2 12.6
Low Income (51-80% AMI) 24.2 27.8 13.0 12.5 11.0 20.1 18.4
Moderate Income (81-120% AMI) 8.9 8.1 3.9 4.2 3.3 7.0 6.8

Subtotal - Affordable Housing Need (Units) 67.0 82.0 35.3 35.7 31.4 53.2 52.7
Above Moderate Income (over 120% AMI) 94.9 43.9 27.7 21.0 20.1 60.1 60.6
Total Housing Need 161.9 125.9 62.9 56.6 51.5 113.3 113.3

Assumptions
Building Size

Sources: Census, American Community Survey Public-Use Microdata Sample (PUMS) 2010-2014; CA Dept. of Housing and
Community Development, 2014; BAE, 2016.

100,000
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TABLE 6: DEVELOPMENT COSTS FOR AFFORDABLE HOUSING 

UNITS, CITY OF LOS ANGELES, 2013-2015 

 
 
Affordable housing developers are able to secure a permanent loan based on their net 
operating income (NOI) per unit.  NOI is equal to rental income less operating expenses and 
vacancy.  As shown in Table 7, households can afford monthly rents ranging from $544 for 
extremely low-income households to $1,708 for moderate-income households.  These rents 
are based on household income limits for three-person households and assuming households 
spend 30 percent of their income on rent and utilities.8  Standard deductions are taken for 
operating expenses and vacancies to determine NOI.   
 
BAE used conventional financing assumptions to determine the supportable loan amount per 
unit for each income level.  As shown in Table 7, the loan amount ranges from $0 per unit for 
extremely low-income units (i.e., operating expenses exceed NOI, leaving no NOI to support 
debt payments) to $152,301 for units serving moderate-income households.   
 
The financing gap per affordable unit is equal to the total development cost less the 
supportable loan amount per unit.  Based on the supportable loan amount calculated above, 
the financing gap per affordable unit ranges from $448,500 for extremely low-income units to 
$296,199 for moderate-income units, as shown in Table 7. 
 
It should be noted that no other affordable housing subsidy was assumed in this analysis, 
because this calculation is intended to serve as the actual impact of the new employment-
generating commercial land uses; it is not necessarily the way funds generated by a 
commercial fee would be spent on new affordable housing.  Instead, in may affordable 
housing projects, multiple funding sources would be utilized in combination, enabling limited 
public resources from federal, state, and local sources to be combined most effectively.  For 
some affordable housing projects serving low income households, non-cash subsidies such as 
Low Income Housing Tax Credits (LIHTCs) would also be used.   

                                                      
 
8 The analysis assumes a three-person household for consistency with the 2016 Los Angeles County average household size of 
2.88 persons per household, per California Department of Finance estimates.   

Avg. Development Number of
Housing Type Cost (per unit) (a) Units
Homeless & Special Needs $410,871 622
Large Family $502,946 676
Senior $382,977 205

Weighted Average - All Housing Types $448,479 1,503

Note:
(a) Weighted average cost as reported on tax credit applications between
2013 and 2015. All costs adjusted to 2016 costs based on the Turner 
Building Cost Index.
Sources: City of Los Angeles, 2016; BAE, 2016.
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TABLE 7: FINANCING GAP ANALYSIS, CITY OF LOS ANGELES, 2016 

 
 
  

Income Group
Extremely Low Very Low Low Moderate

Household Income Limit (a) $23,450 $39,100 $62,550 $70,000
Maximum Affordable Monthly Rent per Unit (b) $544 $936 $1,522 $1,708
Monthly Operating Expenses (c) $542 $542 $542 $542
Vacancy (d) 5% 5% 5% 5%
Net Operating Income per Unit (e) -$25 $347 $904 $1,081
Operating Subsidy from Other Sources (f) $25 $0 $0 $0

Monthly Supportable Debt Service per Unit (g) $0 $278 $723 $865

Loan Amount (h) $0 $48,900 $127,371 $152,301
Financing Gap per Affordable Unit (i) $448,500 $399,600 $321,129 $296,199

Assumptions
Total Affordable Unit Development Costs (j) $448,500

Financing Terms
Debt Coverage Ratio 1.25
Interest Rate 5.50%
Term of Loan (years) 30

Notes:
(a) Based on a 3-person household, CA Department of Housing & Community Development, 2016.
(b) 30% of income to rent and utilities.
(c) Data from funding applications for recent affordable housing projects in California.
(d) Standard required assumption for financing applications.
(e) Affordable Monthly Rent less Operating Expenses & Vacancy.
(f) Operating subsidy is necessary for units with negative NOI.
(g) Net Operating Income plus Operating Subsidy, divided by Debt Coverage Ratio.
(h) Based on financing terms assumptions.
(i) Total Development Costs less Loan Amount.
(j) Average development costs among units in tax credit projects developed in the City of Los Angeles
between 2013 and 2015.  All figures adjusted to 2016 values based on the Turner Construction Cost Index.
Sources: California HCD, 2016; City of Los Angeles, 2016; Turner Construction Cost Index, 2013-2016; BAE,
2016.
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Maximum Legal Fee 
 
Step 8: Calculate the Maximum Legal Fee 
The final step in calculating the impact fee is to apply the financing gap per affordable unit for 
each income level (from Step 7) to the total housing need by income level (from Step 6) per 
commercial land use.  This is expressed as the “maximum legal fee” because it is directly 
derived from the nexus analysis described above (i.e., new commercial development 
generating new jobs combined into new worker households distributed by income band, and 
the cost to provide new affordable rental housing units to these same households). 
 
As shown in greater detail on the next page, the maximum legal fees are as follows: 
 

 Office: $247.84 per square foot 
 Retail: $308.82 per square foot 
 Industrial: $130.60 per square foot 
 Hotel/Motel: $132.68 per square foot 
 Warehouse: $117.52 per square foot 
 Med & Social Services: $195.78 per square foot 
 Institutional: $196.56 per square foot 

 
It is important to note that due to the high cost of providing affordable housing, these 
maximum fee levels are not feasible to charge to development projects.  Thus, the lower 
“feasible” fee by land use tested under a range of current market conditions, is analyzed in the 
following chapter. 
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TABLE 8: MAXIMUM COMMERCIAL FEES, LOS ANGELES 

 
 
As noted earlier, this set of findings will shift slightly with the implementation of the City’s 
minimum wage regulations, to be completed in 2021.  The Additional Considerations chapter 
at the end of this report discusses the effects of the minimum wage increases on the above 
findings.   
 
  

Hotel/
Affordable Housing Need Office Retail Industrial Motel Warehouse Hospital Institutional
Extremely Low Income (up to 30% AM 17.3 22.9 8.1 8.6 8.5 12.9 14.9
Very Low Income (31-50% AMI) 16.6 23.3 10.2 10.4 8.6 13.2 12.6
Low Income (51-80% AMI) 24.2 27.8 13.0 12.5 11.0 20.1 18.4
Moderate Income (81-120% AMI) 8.9 8.1 3.9 4.2 3.3 7.0 6.8
Total Affordable Housing Need 67.0 82.0 35.3 35.7 31.4 53.2 52.7

Financing Gap (a)
Extremely Low Income Units $7,747,508 $10,269,897 $3,646,292 $3,867,376 $3,824,996 $5,781,706 $6,699,669
Very Low Income Units $6,613,935 $9,295,516 $4,079,489 $4,147,164 $3,418,720 $5,267,000 $5,024,260
Low Income Units $7,785,398 $8,923,624 $4,166,664 $4,012,822 $3,524,464 $6,462,566 $5,914,130
Moderate Income Units $2,637,145 $2,392,525 $1,167,458 $1,240,985 $983,651 $2,067,181 $2,017,919
Total Financing Gap $24,783,986 $30,881,562 $13,059,903 $13,268,346 $11,751,832 $19,578,452 $19,655,978

Maximum Impact Fee per Sq. Ft. $247.84 $308.82 $130.60 $132.68 $117.52 $195.78 $196.56

Assumptions
Building Size 100,000

Financing Gap
Extremely Low Income Units $448,500
Very Low Income Units $399,600
Low Income Units $321,129
Moderate Income Units $296,199

Note: 
(a) The financing gap is calculated by multiplying the number of employee housesholds at each income level by the financing gap per
unit (from Step 7) at each affordability level.
Source: BAE, 2016.
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Feasibility of Maximum Legal Fee 
 
As shown in the preceding section, meeting the affordable housing costs generated by each 
land use category of commercial use per the nexus analysis results in expensive maximum 
legal fee levels. 
 
In order to evaluate these maximum legal fees in the context of maintaining feasible market 
rate commercial projects, this report involved extensive analysis of the Los Angeles real estate 
marketplace by three levels of current market condition, and then financial feasibility testing of 
each of the eight land use categories by each of the market conditions’ economic factors. 
 
As an overview, the analytical process included the following steps (each step is explained 
more fully in the following pages): 
 

 Step A: Identification of Los Angeles neighborhoods 
 Step B: Analysis of market rents to categorize each neighborhood by market condition 
 Step C: Formulation of basic static pro formas for each land use type to analyze the 

maximum feasible fee by land use and by the three market conditions 
 Step D: Comparison of feasible fees to legal maximum fee 

 
Step A: Identification of Los Angeles Neighborhoods 
For this step, several geographic subarea classifications were considered, including 
Community Plan Areas (37 areas), City Council Districts (15 areas), and neighborhoods 
defined by the Los Angeles Times (114 neighborhoods).  The Los Angeles Times 
neighborhoods were considered the most refined, enabling fine-grained differentiation by 
neighborhood, without being too small to obscure larger market trends.  These neighborhoods 
along with their Step B market categorization are shown in Figure 3. 
 
Step B: Classification of LA Neighborhoods by Market Condition 
This step involved compiling data for commercial market rents based on 439 office projects’ 
rents and 711 retail projects’ rents reported by CoStar, a private data vendor (other 
commercial land uses showed fewer records in CoStar and were thus considered not reliable 
for purposes of this analysis).  Both office and retail rents were analyzed based on the 
standard deviation from mean (average) rent, and combined into a composite index by 
neighborhood.  The map on the next page displays the results of this analysis.    
 
To illustrate how the development community has responded to market conditions, the maps 
on the next pages show permit activity of the past five years for office and retail projects 
throughout the city. 
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FIGURE 3: COMMERCIAL MARKET CONDITION BY NEIGHBORHOOD 
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/ 

FIGURE 4: OFFICE AND RETAIL PERMIT ACTIVITY BY MARKET CONDITION, 2011-2015 

Office Permits 2011-2015 
Retail Permits 2011-2015 
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Step C:  Pro Forma Analysis to Determine Maximum Feasible Fee by Land Use for Each Market 
Condition 
This step involved the formulation of basis static pro forma models for each land use, with rent 
assumptions varied by market condition.  For all assumptions, a conservative approach was 
taken to ensure that feasible findings would be developed.  A summary of the research 
informing each key assumption is described below.   
 

 Development Prototype – For each land use, a median sized project was identified 
from actual projects permitted by the City of Los Angeles, as described previously in 
this report.  The project’s actual number of stories and parking method were 
researched, and the project’s floor area ratio (FAR) and parking ratios were estimated 
based on review of applicable zoning codes, resulting in a development program for 
each prototype.   

 Land Costs – For each land use and market condition, BAE reviewed available 
appraisals conducted for various city agencies (see Appendix C-8 for summary of land 
sales by market category), and also interviewed leading developers of commercial and 
residential projects currently active in Los Angeles.   

 Construction Costs (Hard, Soft, and Financing) – For each prototype, per square foot 
hard costs was estimated based on review of R.S. Means, a cost manual.  Soft costs 
and financing costs were estimated based on industry standards and current interest 
rates.   

 Rent – Rent assumptions were developed based on an analysis of project rents from 
CoStar for just newer buildings (e.g., built in past 10 years or less), and further refined 
to estimated the 25th, 50th, and 75th percent quartile breakpoints in order to generate 
conservative rent assumptions.  This approach means that, for example, the high 
market areas’ rents do not represent very top end, but rather the 75th percent of top 
end rents.   

 Cap Rates – For each prototype, both national and regional cap rates were compiled, 
with variations by market area based on developer interviews.9  

 
Two metrics were used to evaluate feasibility for this analysis: Return on Cost (ROC) for all 
properties, and also Yield on Cost (YOC) on income-generating (e.g., rental) property.  Both 
metrics were used and projects needed to meet both thresholds, to ensure that these two 
commonly used measures could be met across land uses and markets.  The following 
describes each feasibility metric in more detail: 

 Return on Total Development Cost (ROC) – This metric divides total profit by total 
development cost, to judge overall project feasibility.  It can be considered as a simple 
profit margin, irrespective of how a project is financed between debt and equity.  In 

                                                      
 
9 BAE consulted with a variety of developers active in the Los Angeles market to benchmark pro forma variables including 
development, financing, and operational costs, development types and thresholds for feasibility.  Developers who participated in 
interviews and workshops included Greenland USA, CIM Group, Mack Urban, and Related California. 
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other words, ROC is useful because it allows comparison across all real estate project 
types (whether income-producing or for-sale units), irrespective of individual choices to 
leverage equity through use of debt.  It is also useful because, as a simple calculation, 
it can be easily compared to other non-leveraged non-real estate short-term 
investments such as one-year corporate bonds (which are generally paying 6 to 10 
percent at present).  Real estate development has higher risk inherent to the 
investment activity, so the ROC on real estate projects should be higher than these 
other investment options.   

 
To test feasibility for this study, this metric had to achieve at least a 15 percent return 
on cost, with cost including the new affordable housing fee and the applicable school 
fee.  This conservative threshold was selected based on developer interviews that 
indicated a 10 to 12+ % ROC would be desired, depending on their individual 
circumstances.  In addition, several participants in the workshop process provided 
example project pro formas which indicated feasible thresholds below this same 15% 
ROC.  Therefore, the highest end of the range, 15% ROC, was selected to be the most 
conservative, allowing for a range of debt/equity combinations, while also 
encompassing the alternative investments’ comparisons cited above.   
 

 Yield on Cost (YOC) – This metric, which only applies to income properties (i.e., 
commercial rental or residential rental properties), evaluates the annual stabilized Net 
Operating Income (NOI) compared to total development cost.  It is useful to evaluate 
income-producing projects.  For the feasibility testing, per the request of several 
workshop participants who judged their investment decisions based on this metric, this 
metric was added to the analysis to further ensure feasibility.  The actual YOC 
thresholds used in this report vary by land use, and were selected based on developer 
interviews.  These are noted in the in the following summary pages.   

 
Both ROC and YOC thresholds had to be achieved to deem a project feasible with the total fees 
(e.g., new housing fee + school fee).   
 
A summary of the pro forma findings is shown on the following page.  Detailed pro formas are 
shown in Appendix C.  It should be noted that new development projects in Low Market Areas, 
while occurring on the ground in selected locations, do not generally show feasible returns 
sufficient to support a fee when estimated very conservatively per the approach followed for 
this report (see Appendix C for these pro formas).  Since many of these neighborhoods seek to 
encourage new development and investment, but additional fees may not “pencil” under 
today’s market conditions, a market-based fee should be carefully considered in these areas.  
Some cities have created exemptions for these types of projects, or created Incentive Areas 
with lower or no fees charged, as a means to incentivize new development at slightly lower 
costs (assuming fees are charged in other Medium and High market areas). 
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Low Market scenarios not shown here due to lack of general feasibility under conservative assumptions.  Detailed pro formas including Low Market are shown in Appendix. 

 

TABLE 9: SUMMARY OF COMMERCIAL FEE PRO FORMAS 
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Two land use categories were treated differently than the above methodology. For the Medical 
& Social Services category (including hospitals), land uses will include both for-profit 
developments intended to generate financial returns such as medical office buildings, and 
non-profit developments intended to house social services, health clinics, of hospitals.  For 
each of these sub-categories, the real estate economics situation often deviates varies from 
the standard income-generating investment property financial returns: non-profit facilities such 
as hospitals are often built by and for the occupant’s use.  Medical office buildings, while they 
may be developed as income-generating property, are also often built as part of hospital 
campuses or health clinics, and may have high construction costs.  At the other end of the 
spectrum, social service agencies are often owned by a governmental entity (and would be 
exempt).  For these reasons, this category was analyzed on a Percent of Cost basis to develop 
the fee, as detailed in Appendix C.   
 
Institutional land uses, defined here as primarily schools and churches, are also often exempt 
from affordable housing fees.  Thus, this category is not assigned a feasible fee rate, and 
would likely not generate any fee revenue, despite the housing market impacts identified 
through the legal fee (nexus) analysis.  
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Step D: Comparison of Feasible Fee to Maximum Legal Fee 
The table below compares the feasible fees estimated above, to the maximum legal fees 
described in the previous chapter (based on nexus analysis of new worker households).  As in 
most other cities in California, the gap between the dollars needed to fund affordable housing 
for new workers (e.g., maximum legal fee) and the feasible level of fee that can be absorbed 
by real estate market conditions, is substantial.  In other words, charging a fee that would not 
constrain private sector development does not usually meet all subsidy needed to mitigate the 
costs of the affordable housing impacts generated by the new development.   
 

a) Medical & Social Services includes hospitals.  Fee formulated based on % of total cost, rather than on for-profit 
financial returns, due to this category representing primarily non-income properties.  See Appendix C for % of Cost 
detail to formulate the example shown for hospitals.  

FIGURE 5: COMPARISON OF MAXIMUM LEGAL COMMERCIAL FEES TO FEASIBLE FEES 

Office Retail Hotel Indl Warehouse
Medl & Soc
Srvcs (a)

Institutional
(exempt)

Legal Fee $247.84 $308.82 $132.68 $130.60 $117.52 $195.78 $196.56

Feasible - Med $14.50 $7.00 $5.00 $14.00 $5.00 $35.00

Feasible - High $33.00 $28.00 $25.00 $19.50 $25.00 $35.00
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Commercial Fee Program Options & Estimated Revenues 
 
The preceding analysis underscores the complexity of formulating a fee schedule for 
commercial projects that balances the need for affordable housing funds with market 
conditions.  The City could choose to structure this type of fee in several different ways to 
accommodate other policy options and limit effects on overall commercial development.  The 
following presents four fee program options as examples.  These options are then analyzed in 
order to estimate total annual fee revenues, along with two kinds of potential further 
adjustments to exempt certain projects. 
 
Option A: Match Fee to Market Conditions 
This option would create a fee schedule which charges feasible fees based on conservatively-
estimated Medium Market Area conditions to new and rehabilitated projects in those areas, 
and feasible fees estimated for High Market Area conditions to those areas.  Project fees in 
Low Market Areas would likely be waived since these fees would generally not be feasible.   
 
This option would create the most finely-tuned fee structure, but may create challenges to 
administer and would necessitate periodic updating to identify changing neighborhood market 
conditions and feasible fee levels. 
 
Option B: Charge Medium Market Fees to Both Medium and High Market Areas 
This would be a conservative option, charging the level of feasible fee derived from a Medium 
market area feasibility test, to all projects located in both Medium and High Market Areas.  
This approach would limit debate about whether an individual project is in a medium or high 
market area, charging the same fee per land use to all projects regardless of location.  Again, 
due to the economics of Low Market areas, fees would likely not be charged in these exempt 
zones.   
 
This option would simplify fee administration, but may create an uneven burden on projects 
due to their location and subsequent economics.   
 
Option C: Charge Only High Market Areas 
This option would limit fees to only those projects located in premium, High Market Areas, 
where feasibility is most assured and development is least likely to be affected.  Fees charged 
would be at the corresponding High Market levels.  Projects in Medium and Low Market Areas 
would be waived based on their location.  As market conditions change and are re-evaluated, 
neighborhoods may change from medium to high market conditions and become eligible for 
the fee schedule.   
 
This option would further simplify fee program administration, but may create debate over 
specific projects which have High Market characteristics and economics but be technically 
located in a Medium Market neighborhood (or vice-versa).    
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Option D: Charge Lowest Feasible Commercial Fee Citywide (Flat Fee) 
In this option, the lowest feasible fee for the lowest commercial land use in a Medium Market 
Area would be charged across all commercial uses in all markets.  This is a more 
straightforward approach than any of the options cited above.  For example, the feasibility 
testing for commercial land uses found that warehouse and hotel projects in Medium Market 
Areas can support an approximately $5.00 fee; as such, this would become the flat fee 
charged to all land use categories for commercial projects anywhere in the city (including in 
Low Market Areas).  
 
The benefits of this option are that it establishes clarity, minimizes confusion and minimizes 
administrative functions.  For example, a developer would not need to worry about how a 
flexible space for creative industry occupancy would be classified and charged.  Also, this 
approach would remove debates about which market area a project falls into.   
 
While this option would apply the fee to all projects, including those located in market 
conditions that the pro formas concluded may be infeasible, most new development projects 
occurring in the Low market conditions likely reflect improving submarket conditions not 
reflected in the broader three market segments used for the analysis in this report.   
 
The estimated annual revenues that could potentially be generated by the application of these 
fee program options are shown on the next page. 
 
Adjustment for Project Size 
Many cities exempt fees for smaller projects in order to encourage infill and accommodate 
small businesses.  For this study, the distribution of new commercial projects by square foot 
size was analyzed (see data in Appendix B-3).  This distribution suggests that projects less 
than 10,000 square feet in gross size is a logical threshold to waive the fee; approximately 40 
percent of retail projects and 29 percent of office projects fall below this size, but on a square 
foot basis, most square footage built for office and retail occur in projects above this 
threshold. 
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TABLE 10: FEE SCHEDULE OPTIONS & ESTIMATED ANNUAL REVENUE 
Estimates do not include possible exemptions and waivers under consideration other than minimum project size. 

Footnotes on next page 
  

Total

Use

Low Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

High Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Potential Max 
Annual Rev 
Adjusted for 

Minimum 
Project Size (c)

Office -$               121,143 14.50$            274,169 33.00$            481,141 876,453 19,853,099$    18,955,132$       
Retail -$               114,363 7.00$              308,224 28.00$            183,745 606,331 7,302,417$      6,306,653$         
Industrial -$               2,911 14.00$            32,049 19.50$            0 34,960 448,683$        371,205$            
Hotel -$               0 5.00$              294,953 25.00$            53,221 348,174 2,805,294$      2,790,928$         
Warehouse -$               80,002 5.00$              334,961 25.00$            15,619 430,582 2,065,290$      1,938,052$         

Medical (Hospital) 35.00$            18,644 35.00$            18,644 35.00$            18,644 55,932 1,957,620$      1,957,620$         

Total 337,063 1,263,000 752,370 2,352,432 34,432,403$    32,319,591$       

Total

Use

Low Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Potential Max 
Annual Rev 
Adjusted for 

Minimum 
Project Size (c)

Office -$               121,143 14.50$            274,169 14.50$            481,141 876,453 10,951,995$    10,456,630$       
Retail -$               114,363 7.00$              308,224 7.00$              183,745 606,331 3,443,781$      2,974,184$         
Industrial -$               2,911 14.00$            32,049 14.00$            0 34,960 448,683$        371,205$            

Hotel -$               0 5.00$              294,953 5.00$              53,221 348,174 1,740,870$      1,731,955$         
Warehouse -$               80,002 5.00$              334,961 5.00$              15,619 430,582 1,752,901$      1,644,909$         
Medical (Hospital) -$               18,644 35.00$            18,644 35.00$            18,644 55,932 1,305,080$      1,305,080$         

Total 337,063 1,263,000 752,370 2,352,432 19,643,310$    18,483,963$       

Total

Use

Low Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

High Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Potential Max 
Annual Rev 
Adjusted for 

Minimum 
Project Size (c)

Office -$               121,143 -$               274,169 33.00$            481,141 876,453 15,877,646$    15,159,491$       

Retail -$               114,363 -$               308,224 28.00$            183,745 606,331 5,144,849$      4,443,293$         
Industrial -$               2,911 -$               32,049 19.50$            0 34,960 -$               -$                   
Hotel -$               0 -$               294,953 25.00$            53,221 348,174 1,330,530$      1,323,716$         
Warehouse -$               80,002 -$               334,961 25.00$            15,619 430,582 390,485$        366,428$            
Medical (Hospital) -$               18,644 -$               18,644 35.00$            18,644 55,932 652,540$        652,540$            

Total 337,063 1,263,000 752,370 2,352,432 23,396,050$    21,945,468$       

Total

Use

Low Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

High Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Potential Max 
Annual Rev 
Adjusted for 

Minimum 
Project Size (c)

Office 5.00$              121,143 5.00$              274,169 5.00$              481,141 876,453 4,382,264$      4,184,052$         

Retail 5.00$              114,363 5.00$              308,224 5.00$              183,745 606,331 3,031,657$      2,618,258$         
Industrial 5.00$              2,911 5.00$              32,049 5.00$              0 34,960 174,799$        144,615$            
Hotel 5.00$              0 5.00$              294,953 5.00$              53,221 348,174 1,740,870$      1,731,955$         
Warehouse 5.00$              80,002 5.00$              334,961 5.00$              15,619 430,582 2,152,912$      2,020,276$         
Medical (Hospital) 5.00$              18,644 5.00$              18,644 5.00$              18,644 55,932 279,660$        279,660$            

Total 337,063 1,263,000 752,370 2,352,432 11,762,162$    10,978,815$       

Total

Total

Total

Option A - Match Fee to Market Conditions

Option B - Medium Market Fees Applied to Both Med & High Zones

Option C - Fee in High Market Zones Only
Medium Market High Market

Low Market Medium Market High Market

Low Market

High MarketMedium MarketLow Market

Option D - Lowest Commercial Feasible Fee Charged Citywide
Low Market Medium Market High Market Total
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Notes:
a) Sq. Ft. of each land use based on avg. annual permit data, as follows:
Office 876,453
Retail 606,331
Industrial 34,960
Hotel/Motel 348,174
Warehouse 430,582
Hospital 55,932
Total 2,352,432

b) Allocation of Sq. Ft. per Market Area category- based on geocoding of all permits:
% Sq.Ft. in 

Low Markets
% Sq.Ft. in 

Med Markets
% Sq.Ft. in 

High Markets
Office 13.8% 31.3% 54.9%
Retail 18.9% 50.8% 30.3%
Industrial 8.3% 91.7% 0.0%
Hotel/Motel 0.0% 84.7% 15.3%
Warehouse 18.6% 77.8% 3.6%
Hospital* 33.3% 33.3% 33.3%
*The hospital square footage was allocated equally among low, medium, and high 
markets because only one new hospital was built between 2011 and 2015. 

c) Adjusted for proposed minimum project size (10,000+ Sq. Ft.)
Below Min 

Project Size
Above Min 

Project Size
Office 4.5% 95.5%
Retail 13.6% 86.4%
Industrial 17.3% 82.7%
Hotel/Motel 0.5% 99.5%
Warehouse 6.2% 93.8%
Hospital 0.0% 100.0%
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In addition to adjustments for potential exempted small projects, the City of Los Angeles could 
also create a partial fee waiver in its new fee program for those projects located in the two 
Specific Plan areas which currently charge Transportation Impact Assessment (TIA) fees.  
These two areas – West Los Angeles Specific Plan and the Coastal Transportation Corridor 
Specific Plan (CTCSP) – currently each have similar fee schedules to fund local transportation 
improvements, varied by land use and in some cases, size of project.   
 
As of August 2016, both of these TIA fee programs have also been proposed for fee increases 
and refined fee schedules.  If the City were to adopt a commercial affordable housing fee, and 
also accommodate overall project feasibility in these TIA areas, partial fee waivers or 
adjustments could be considered for relevant projects in these areas.   
 
A map of the TIA overlay on commercial market areas is shown below, and the adjustment to 
the potential fee revenue estimate for each option net of the proposed applicable TIA fee is 
shown on the next page.  It should be noted that a fee revenue estimate for each option which 
combines waivers for both small projects and partial TIA waivers has not been conducted for 
this study.   
 
FIGURE 6: COMMERCIAL MARKET AREAS & TIAS 
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TABLE 11: ESTIMATED ANNUAL COMMERCIAL FEE REVENUE WITH TIA ADJUSTMENTS 
Estimates do not include possible exemptions and waivers under consideration.  

 
Option D would be same as without TIA adjustment due to low flat fee structure 
These estimates are not adjusted for project size threshold.  Footnotes on following page. 
  

Use

Low Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

Med Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

High Feasible Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Office outside TIAs -$                      121,143 14.50$                  274,169 33.00$                  420,894 816,206 17,864,950$             

Office in TIAs -$                     0 -$                     0 -$                     60,247 60,247 -$                          

Retail outside TIAs -$                      114,363 7.00$                    307,523 28.00$                  176,313 598,198 7,089,421$               

Retail in TIAs -$                     0 -$                     701 9.01$                    7,432 8,133 66,937$                    

Industrial outside TIAs -$                      2,911 14.00$                  32,049 19.50$                  0 34,960 448,683$                  

Industrial in TIAs -$                     0 1.66$                    0 7.16$                    0 0 -$                          

Hotel outside TIAs -$                      0 5.00$                    294,953 25.00$                  53,221 348,174 2,805,294$               

Hotel in TIAs -$                     0 -$                     0 16.83$                  0 0 -$                          

Warehouse outside TIAs -$                      80,002 5.00$                    292,076 25.00$                  15,247 387,325 1,841,560$               

Warehouse in TIAs -$                     0 0.36$                    42,885 20.36$                  372 43,257 22,844$                    

Hospital outside TIAs 35.00$                  18,644 35.00$                  18,644 35.00$                  18,644 55,932 1,957,620$               

Hospital in TIAs 0 20.50$                  0 20.50$                  0 0 -$                          

Total 337,063 1,263,000 752,370 2,352,432 32,097,310$             

Use

Low Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

Med Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

Med Feasible Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Office outside TIAs -$                      121,143 14.50$                  274,169 14.50$                  420,894 816,206 10,078,414$             

Office in TIAs -$                     0 -$                     0 -$                     60,247 60,247 -$                          

Retail outside TIAs -$                      114,363 7.00$                    307,523 7.00$                    176,313 598,198 3,386,849$               

Retail in TIAs -$                     0 -$                     701 -$                     7,432 8,133 -$                          

Industrial outside TIAs -$                      2,911 14.00$                  32,049 14.00$                  0 34,960 448,683$                  

Industrial in TIAs -$                     0 1.66$                    0 1.66$                    0 0 -$                          

Hotel outside TIAs -$                      0 5.00$                    294,953 5.00$                    53,221 348,174 1,740,870$               

Hotel in TIAs -$                     0 -$                     0 -$                     0 0 -$                          

Warehouse outside TIAs -$                      80,002 5.00$                    292,076 5.00$                    15,247 387,325 1,536,617$               

Warehouse in TIAs -$                     0 0.36$                    42,885 0.36$                    372 43,257 15,399$                    

Hospital outside TIAs -$                      18,644 35.00$                  18,644 35.00$                  18,644 55,932 1,305,080$               

Hospital in TIAs -$                     0 20.50$                  0 20.50$                  0 0 -$                          

Total 337,063 1,263,000 752,370 2,352,432 18,511,913$             

Use

Low Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

Med Feasible Fee 
per Sq. Ft.

Annual Avg. Sq. 
Ft.  (a)(b)

High Feasible Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Office outside TIAs -$                      121,143 -$                      274,169 33.00$                  420,894 816,206 13,889,497$             

Office in TIAs -$                     0 -$                     0 -$                     60,247 60,247 -$                          

Retail outside TIAs -$                      114,363 -$                      307,523 28.00$                  176,313 598,198 4,936,762$               

Retail in TIAs -$                     0 -$                     701 9.01$                    7,432 8,133 66,937$                    

Industrial outside TIAs -$                      2,911 -$                      32,049 19.50$                  0 34,960 -$                          

Industrial in TIAs -$                     0 -$                     0 7.16$                    0 0 -$                          

Hotel outside TIAs -$                      0 -$                      294,953 25.00$                  53,221 348,174 1,330,530$               

Hotel in TIAs -$                     0 -$                     0 16.83$                  0 0 -$                          

Warehouse outside TIAs -$                      80,002 -$                      292,076 25.00$                  15,247 387,325 381,179$                  

Warehouse in TIAs -$                     0 -$                     42,885 20.36$                  372 43,257 7,577$                      

Hospital outside TIAs -$                      18,644 -$                      18,644 35.00$                  18,644 55,932 652,540$                  

Hospital in TIAs -$                     0 -$                     0 20.50$                  0 0 -$                          
Total 337,063 1,263,000 752,370 2,352,432 21,265,023$             

Low Market Medium Market High Market Total

Option C - High Market Zone Only

Low Market Medium Market High Market Total

Option B - Low Market Incentive Zone + Med Fee Applied to Both Med & High Zones

Option A - Citywide Fee with Market Area Zones

Low Market Medium Market High Market Total
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Notes:

a) Sq. Ft. of each land use based on avg. annual permit data, as follows:

Office 876,453

Retail 606,331

Industrial 34,960

Hotel/Motel 348,174

Warehouse 430,582

Hospital 55,932

Total 2,352,432

b) Allocation of Sq. Ft. per Market Area category- based on geocoding of all permits:

% Sq.Ft. in Low 
Markets

% Sq.Ft. in Med 
Markets

% Sq.Ft. in High 
Markets

Office 13.8% 31.3% 54.9%

Retail 18.9% 50.8% 30.3%

Industrial 8.3% 91.7% 0.0%

Hotel/Motel 0.0% 84.7% 15.3%

Warehouse 18.6% 77.8% 3.6%

Hospital* 33.3% 33.3% 33.3%

*The hospital square footage was allocated equally among low, medium, and high 

markets because only one new hospital was built between 2011 and 2015. 

c) Adjusted for proposed minimum project size (10,000+ Sq. Ft.)

Below Min Project 
Size

Above Min 
Project Size

Office 4.5% 95.5%

Retail 13.6% 86.4%

Industrial 17.3% 82.7%

Hotel/Motel 0.5% 99.5%

Warehouse 6.2% 93.8%

Hospital 0.0% 100.0%

d) Figures overestimate revenue if TIA fees are accounted for in two specific plan aras where TIA fees are charged. The highlighted figures 

 represent the maximum fee for each prototype, which are used in the above calculation. The proposed TIA fees are: 

West LA CTCSP West LA CTCSP West LA CTCSP

Office 35.43$                  31.52$                -$                      -$                   -$                      1.48$                

Retail 18.99$                  16.90$                -$                      -$                   9.01$                    11.10$              

Industrial 12.34$                  10.98$                1.66$                    3.03$                 7.16$                    8.53$                

Hotel 8.17$                    7.27$                  -$                      -$                   16.83$                  17.73$              

Warehouse 4.64$                    4.13$                  0.36$                    0.87$                 20.36$                  20.87$              

Medical (Hospital) 14.50$                  12.90$                20.50$                  22.10$               20.50$                  22.10$              

Allocation of Sq. Ft. per Market Area category within TIAs

% Units in Low
% of Units in 

Med
%  of Units in 

High
Total Activity in 

TIAs

Office 0.0% 0.0% 12.5% 12.5%

Retail 0.0% 0.2% 4.0% 4.3%

Industrial 0.0% 0.0% 0.0% 0.0%

Hotel 0.0% 0.0% 0.0% 0.0%

Warehouse 0.0% 12.8% 2.4% 15.2%

Medical (Hospital) 0.0% 0.0% 0.0% 0.0%

Proposed TIA Fees Max Supportabe Fee - Medium Max Supportabe Fee - High
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In summary, the estimated range of potential fee revenue for an average development year 
(based on the past five years of permit data), would be as follows. 
 

 
It should be noted that these are estimates, and actual fee collections will vary depending on 
the specific regulations in the to-be-determined adopted ordinance.  Furthermore, these 
estimates rely on data for the past five years of permitted development activity (2011 – 
2015), which reflects a time period at the end of the Great Recession plus the surge after 
economic recovery.  Actual economic cycles in any given year may strongly influence the 
revenue stream.   
 
Considerations for Implementation 
 
Fees by Geographic Area 
As described above, the City of Los Angeles could adopt a commercial fee schedule which 
varies the required fee by geographic area, as related to market condition.  Further variations 
of this approach, which would match the feasible fee to the geographic area, are then possible 
to structure.   
 
The advantage of this framework is that fees can be calibrated to achieve meaningful 
revenues to produce affordable housing, while still balancing the diversity of Los Angeles 
development conditions to achieve ongoing feasibility.  However, this framework, whether 
accomplished through Option A, B, or C, would require ongoing or periodic analysis to re-
calibrate market areas.  Furthermore, the 114 LA Times neighborhoods used for this study, 
while representing a good way to determine subareas, could be further improved in terms of 
both the accuracy of the geo-spatial files, and possibly the actual division of geographies.  For 

FIGURE 7: ESTIMATE OF POTENTIAL ANNUAL COMMERCIAL FEE REVENUE 
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example, a more fine-grained approach than taken in this study, could utilize Census Tracts to 
determine market condition by location.   
 
Phase-In of Fee Schedule 
A key component of adopting a commercial fee in Los Angeles will be the phase-in schedule.  
Most notably, most cities when first adopting a fee like this, set a future date for its 
implementation, and also define and waive current “pipeline” projects which would have been 
started without knowledge of this fee.  Moreover, because Los Angeles has relatively few other 
impact fees for most areas, with the exception of the TIAs in 2 specific plan areas, and the 
proposed park fees, adoption of a new commercial fee may have the undesirable short-term 
perceived effect of a “shock” to the economic system for some projects with smaller profit 
margins.   
 
For these reasons, it is recommended that if Los Angeles adopts a commercial fee program, it 
should consider a phased-in schedule when initially implemented.  Some cities have phased 
fees like this in over a two-year period; for Los Angels, it is recommended that this two-year 
period be considered.  The fee schedule, for example, could be set at half of the full fee for the 
first year of applicability, rising to the full 100 percent of the fee on projects seeking building 
permits 12 months later and beyond.  
 
Fee Exemptions and Waivers 
As profiled in the case studies of commercial fees, other cities in California have variable 
approaches to making categories of land use either exempt from commercial fees, or waiving 
fees under certain conditions.   
 
Fee Exemptions 
This study was conducted assuming that certain categories of land use would be exempted 
from commercial fees, due to the nature of these land uses (e.g., built and owned primarily by 
non-profit or public-purpose organizations).  These include all institutional uses (churches, 
public schools, private schools, and public and private higher educational institutions), as well 
as child care facilities, and public agency owned buildings (including city, state and federal as 
required by the California Constitution).   
 
Most cities also exempt 100 percent affordable housing projects.  Some cities also exempt 
buildings smaller than a certain size threshold as discussed earlier in this study, and a few 
cities earmark other exemptions to achieve policy goals such as the example of San Francisco 
exempting neighborhood grocery stores and pharmacies.   
 
Fee Waivers 
Some cities profiled in the case studies also waive commercial fees in exchange for other 
mechanisms to provide for affordable housing impacts, including building the affordable 
housing (although few cities report that this option is used), and/or allow land donation at an 
equivalent value.  Because most of Los Angeles is relatively built-out and land constrained, 
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especially in the stronger market areas, the option to dedicate land instead of pay a fee, 
should be further explored.   
 
The revenue estimates for the commercial fee included an example adjustment that can also 
be built into the regulations for Transportation Impact Assessment (TIA) areas, which are 
currently applicable only to the Specific Plans for West Los Angeles and the Coastal 
Transportation Corridor.  In the event other areas of Los Angeles were to adopt area 
transportation impact fees, the commercial linkage fee could be partially waived (reduced) to 
accommodate those other fees.   
 
Finally, most cities allow for a waiver request if a) economic hardship can be demonstrated or 
b) if lesser affordable housing job impacts can be demonstrated.  Excluding the issue of the 
planned increase in minimum wage (explored later in this report), it is recommended that 
these two options be narrowly allowed per legal requirements, but not more broadly offered, to 
minimize administrative burden on staff.   
 
Timing of Fee Calculation and Payment 
As profiled in the case studies, most cities charge the commercial fee prior to or at the time of 
building permit issuance.  Several cities split up the payments, allowing for partial payment 
later (at Certificate of Occupancy), while a few cities spread payments even farther apart over 
time, allowing for essentially a payment plan or the choice of an upfront net present value 
payment of the entire amount.   
 
In Los Angeles, the desire to not encumber a low-margin project has to be balanced with a 
desire by the City to obtain housing funding as soon as possible.  There are also administrative 
challenges for a city as large and active as Los Angeles, to collect payments over time, once 
the Certificate of Occupancy has been issued.   
 
  



 

 41

About Residential Fees 
Overview of Residential Fees 
 
Residential fees for affordable housing apply to market rate units, and are based on the 
“nexus” or relationship between the occupants of a market-rate unit’s spending in the 
economy, and the portion of this spending that generates workers’ low income households 
needing affordable units.   
 
One of the complexities around this kind of fee is that for most cities in California with a 
residential fee, the fee is rooted in an existing inclusionary housing program, which requires 
generally 10 to 15 percent of units in market rate projects be affordable to low and sometimes 
moderate income households.  There are more than 170 inclusionary programs in cities and 
counties throughout California, many of which have been operating for decades.10  Although 
these programs were structured to achieve production of affordable units within a market-rate 
development, creating a mixed-income project, most of these programs also offer an in-lieu fee 
option instead of providing on-site affordable units.  With the Palmer/Sixth Street Properties 
L.P. v. City of Los Angeles court decision in 2009, these inclusionary programs were found to 
violate California’s Costa Hawkins Act regarding rent control, and thus prohibited from 
requiring on-site mandatory unit requirements.  The in-lieu fee for market rate rental projects, 
however, remained legal.  Many cities and counties then determined that the fee should be 
based on a nexus study (which many in-lieu fees had previously not been based on), and many 
jurisdictions proceeded to update and/or amend their inclusionary ordinances, supporting in-
lieu fee requirements with nexus studies.  Some legal questions remain regarding the 
relationship of different aspects of linkage fee policies to the California Mitigation Fee Act, but 
the nexus studies have nonetheless become common practice. 
 
Because the City of Los Angeles does not have an operative inclusionary housing program, a 
pre-existing in-lieu fee is not a factor.  Instead, and similar to a few cities which have never 
adopted an inclusionary program, the City of Los Angeles is considering a new residential fee 
for affordable housing.  Some other cities term this fee as an “impact” fee or “development” 
fee; for simplicity’s sake, this report calls the fee under consideration a residential fee for 
affordable housing (“residential fee”).   
 
It should be noted that the process of establishing a nexus for the City of Los Angeles’s 
residential fee is virtually the same as the nexus studies undertaken to support inclusionary 
housing in-lieu fees after Palmer.  This analytical process is described in the following chapter. 
 
  

                                                      
 
10 Affordable by Choice: Trends in California Inclusionary Housing Programs (Non-Profit Housing Association of Northern 
California, 2006). 



 

 42

Summary of Case Studies 
 
This report profiles 11 cities with market-rate housing fees to produce affordable housing.  The 
profiles include all large California cities with fee programs (e.g., San Francisco, Oakland, San 
Jose, and Sacramento), selected smaller southern California cities with economies similar to 
portions of Los Angeles (e.g., Santa Monica, West Hollywood, Pasadena, Santa Ana), along 
with a high-fee case in Palo Alto and two large cities elsewhere in the U.S. (e.g., Boston and 
Chicago).  Appendix D provides a detailed discussion).   
 
The California cities selected for case studies in this report are not exhaustive; over 170 
jurisdictions in California have mandatory inclusionary housing programs, and almost all 
require a fee payment for market rate rental projects (after the Palmer decision, fees are the 
only requirement legally available related to impose on market-rate rental projects).11. Among 
the California cities profiled here, all except Oakland and San Jose had pre-existing mandatory 
inclusionary programs established prior to the Palmer decision, and as such, already had 
ongoing in-lieu fee program options.  Therefore, the City of Los Angeles falls somewhere in the 
middle of this spectrum between long-established mandatory inclusionary programs with 
procedures and real estate markets that have adjusted to the concept, and new programs 
post-Palmer that do not relate directly to this practice.   
 
The following table summarizes the case study cities, with key findings on the next page. 
 

                                                      
 
11 It should be noted that the state legislature has twice passed legislative “fixes” to Palmer for rental projects, both of which 
were vetoed by the Governor.  However, the Governor has recently proposed a legislative “fix” as part of proposed legislation to 
waive CEQA review for certain “by right” housing projects with at least 5 percent affordable housing included within the project.  As 
of July 2016, this most recent legislative proposal has again been dropped and is considered “dead.”  These events are cited here 
to illustrate that the Palmer decision is reversible, and may be reversed by future California legislative action.   
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TABLE 12: SUMMARY OF RESIDENTIAL FEE CASE STUDIES 

Popoulation 
(a) Threshold

Fees 
Collected

Annual Rev. 
Per Capita (c)

Aff. Units 
Produced Notes

Large Cities in CA with Fee
San Francisco (2002/2016) 829,072 10-24 units (d) 25+ Units (e) 10 units $10.1 M/year $12.14 2,157 between Fees shown became effective June 1, 2016

SRO/Group Housing Unit (per $29,701 $49,007 (avg since 1992 & Q2 2016 June 2016 ballot mesaure increased 
Studio (per unit) $39,602 $65,343 FY 2011/12) (program inclusionary % above level yielding the 
1 Bedroom (per unit) $53,792 $88,757 structured to fees shown
2 Bedroom (per unit) $73,274 $120,902 generate units)
3 Bedroom (per unit) $83,560 $137,874
4 Bedroom (per unit) $104,286 $172,072

San Jose (2014) 986,320 Citywide Rental Downtown Core High Rise Rental 3 units NA (new) Fees effective July 2016. Downtown highrises
(per sq. ft.) $17.00 $17.00 w/ CoO on or before 6/30/2021 are exempt.

Oakland (2016) 402,339 Zone 1 Zone 2 Zone 3 N/A (new) Some zones phased in, all apply as of
Multi-family (per unit) $22,000 $17,750 $12,000 7/1/2018
Townhome (per unit) $20,000 $14,250 $8,000
Single-Family (per unit) $23,000 $16,500 $8,000

Sacramento (2015) 476,075 <20 DU/acre ≥ 20 DU/acre $30,000 in $0.06
Single Units and Duplexes (per sq. ft.) $2.58 $0.00 first year
Multi-Unit Dwellings (per sq. ft.) $2.58 $0.00
Non-Resl to Res Conversion (per sq. ft.) $0.00 $0.00
Units in a Housing Incentive Zone (per sq. ft.) $1.11 $1.11

Smaller Cities with Fee
Santa Monica (2006/2015) 91,619 Rental Condominium 2  units $992,000/year $10.83

(per sq. ft.) $31.25 $36.51 (avg 1998-2015)
West Hollywood (2001/2007) 35,053 All Residential 2 units $1.3 M in $37.09 Updated nexus study in 2014

2 to 10 units (per sq. ft.) $12.65 - $27.13 FY 2014-15
10+ Units (per sq. ft.) $27.13

Pasadena (2001) 139,065 Zone A Zone B Zone C Zone D 10 units $1.3 M/year $9.40 Update pending 2016 nexus study
10-49 Rental Units (per sq. ft.) $35.37 $19.97 $32.89 $35.37 (avg)
50+ Rental Units (per sq. ft.) $49.12 $27.74 $45.68 $49.12
10-49 Ownership Units (per sq. ft.) $47.01 $19.01 $29.66 $47.01
50+ Ownership Units (per sq. ft.) $65.30 $26.40 $41.20 $65.30

Santa Ana (2011) 331,266 5-20 Units 20+ Units 5 units $860,000/year $2.60 64 Fees only apply to excess density above
(per sq. ft.) $5.00 $15.00 (avg) zoning

Palo Alto (2008/2016) 65,998 5 units
Single Family Detached (per sq. ft.) $95.00
Single Family Attached (per sq. ft.) $50.00
Condominium (per sq. ft.) $50.00
Rental Housing $50.00

Major Cities Outside of CA with Fee
Boston (2000/2015) 639,594 Zone A Zone B Zone C 10 units $8 M/year (avg) $12.48 1,597 units

Rental  (per unit) $68,400 $54,000 $30,000 between
Ownership (f) (f) (f) 2000-2015

Chicago (2003/2015) 2,712,608 Citywide Low-Mod Inc Citywide Higher Inc Downtown Rental Downtown Ownership 10 units $5.6 M/year $2.05
(per unit) $12,500 $31,250 $28,750 to $28,750 to (avg.)

$43,750 $56,250
Notes:
(a) All population figures from 2010-2014 American Community Survey.
(b) Each jurisdiction charges fees either on a per square foot or per unit basis.
(c) Per capita annual average revenue based on 2010-2014 ACS population estimates.  Revenues are not adjusted for inflation, changes in fee rates, or other factors.
(d) Reflects an off-site inclusionary requirement of 20 percent of units n the principal project.
(e) Reflets an off-site inclusionary requirement of 33 percent of units in the principal project.
(f) For ownership projects, fee is greater of rental fee, or 50% of price difference between market rate and affordable unit.  
Sources: ACS, 2010-2014; BAE, 2016.

Fee per Unit/Square Foot (b)
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Review of the case studies indicates the following key points: 
 
Fee Charges and Structure 

 Direct comparisons among cities is difficult due to the variation of fee structures; some 
cities charge per square foot, while others charge per unit by density variations or size 
of project. 

 Residential fees for affordable housing charged by larger cities with a diverse real 
estate market range from a low of $1.11 per square foot in Sacramento (e.g., $1,100 
per unit for 1,000 square feet), to over $172,000 per unit in San Francisco (for a 4-
bedroom unit).   

 Some cities, notably Santa Ana, Boston, and Chicago, only charge this kind of fee (and 
only apply their inclusionary ordinances) to projects with public financial assistance or 
those seeking a zoning change.   

 Sacramento, Pasadena, Oakland, Boston, and Chicago take a zone approach to their 
fee schedules, seeking to incentivize housing production through lower fees in areas 
with more modest market conditions or for other policy reasons. 

 San Jose also takes a zone/product type approach, exempting downtown high rise 
housing projects from the fee until 2021.  This is an interesting product type/time 
frame targeting approach to foster the city’s goal of increased production of dense 
downtown market-rate housing.   

 Several cities (e.g., San Francisco, West Hollywood, and Pasadena) have developed fee 
schedules based on project size (e.g., number of units), with lower fees for smaller 
projects.   

 San Francisco is the only city profiled which has a differentiated on- and off-site policy, 
originally designed to foster on-site unit production, although it should be noted that 
other California cities not profiled in this report have taken a similar approach.   

 
Waivers, Exemptions, and Refunds 

 All cities waive the fee for 100 percent affordable housing projects.   
 All cities exempt publicly-owned projects. 
 Some cities waive non-profit buildings, and/or churches, schools (public and private), 

universities and colleges, and other similar categories of land use. 
 Most cities offer a “units in lieu of fee” and/or land donation in lieu of fee option. 
 For individual newly-constructed single family units, some cities charge a fee, while 

others do not.   
 Some cities have established clear refund processes if projects are subsequently not 

constructed, while others allow for refund requests decided on a case-by-case basis.   
 During economic downturns, cities have either created special deferral programs or 

lowered fees across the board.  These approaches demonstrate that these kinds of 
fees can be customized to adapt to downturns in the economic cycle. 
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 All cities in California have a “hardship” exemption available per legal requirements.  
Some cities render a hardship decision administratively; others have a more formal 
process.   

 
Revenues and Reporting 

 Estimates of revenues collected from residential fees range from less than $1 million 
to over $10 million per year, depending on the city’s fee structure, size, and amount of 
residential development activity.  It is import to note that with the exception of Oakland 
and San Jose, these fees have long been part of inclusionary programs which were 
structured to produce units within new projects, so instead of fees, cities obtained 
affordable units (not tracked in this report).  If Los Angeles were to adopt a residential 
fee, it would be more akin to Oakland and San Jose, both of which are essentially 
starting from scratch, not able to require units in rental projects (just fees).  Since both 
Oakland’s and San Jose’s fee programs are new, neither can be relied on to inform fee 
collection patterns at this time.   

 Most cities do not specifically track the use of these fees to build affordable housing 
projects, because the funds go into a trust fund and are used in combination with 
other sources per project.   

 San Francisco last reported its sources and uses of commercial linkage fees along with 
other revenue sources comprising its Affordable Housing Fund as part of a larger 
annual report for FY 2014-2015.  Its reporting does clearly show both source and use 
of each funding stream within its Affordable Housing Fund, along with remaining 
balances at year end.   

 Most cities have general guidelines for use of commercial fee funds such as maximum 
AMI levels that can be served in new affordable units, rather than targeting the funds 
specifically to serve households with the greatest need (e.g., at-risk of 
homelessness/extremely low income/very low income).  The City of Los Angeles, with 
great need for new affordable units serving extremely low and very low income 
households, may wish to develop policies to target commercial fee funds. 
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Los Angeles Residential Fee Analysis 
Overview of Methodology 
 
The maximum residential fee calculation is based on the premise that new households in Los 
Angeles spend money within the local economy, thereby supporting employment for new 
workers, a portion of which will be in need of affordable housing.  The intent of the market-rate 
residential fee is to generate revenue that will support the construction of affordable housing 
affordable to these new lower-income worker households. 
 
This section provides an overview of the steps used to determine the maximum legal fee for 
market-rate residential units.  Each step is discussed in more detail in the following sections. 
 
Step 1: Define Housing Types 
The Nexus Study identified four residential land uses to determine the maximum legal fee for 
each residential product type.  The residential product types analyzed in this study consist of 
multifamily rental units, condominium units, single-family attached units, and single-family 
detached units.  
 
Step 2: Identify Housing Prices for New Market-Rate Units 
The Nexus Study estimated sale prices for new market rate units based on rent and sale price 
data for recently-constructed properties in Los Angeles.  The analysis used rent and sale price 
data for units built in 2006 or later to approximate typical housing costs for the new units that 
would be subject to the impact fee. 
 
Step 3: Estimate the Incomes of Households in New Market Rate Housing  
Based on the rent and sale prices identified in Step 2, the Nexus Study estimated the 
household incomes of occupants in new residential units in Los Angeles, assuming that 
households spend 30 percent of gross household income on housing costs. 
 
Step 4: Analyze Projected Spending Patterns for Households in New Market-Rate Units 
Based on the household income figures from Step 3, the Nexus Study uses IMPLAN to 
estimate spending patterns among households that would occupy new units in the City and 
the number of new jobs that this spending would support.  The IMPLAN output includes the 
number of new workers by industry from new household spending. 
 
Step 5: Estimate New Worker Households by Household Income 
The analysis uses a data set published by the U.S. Census (the Public Use Microdata Sample 
or PUMS) to estimate the household income distribution among the worker households 
derived from Step 4. 
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Step 6: Calculate Financing Gap per Affordable Unit 
The next step in the nexus analysis is to determine the per unit “financing gap” that affordable 
housing developers encounter when securing a permanent loan for their projects.  Step 6 of 
the Nexus Study calculates the net operating income (NOI) generated by units affordable to 
extremely low-, very low-, low-, and moderate-income households.  Using conventional 
financing assumptions, the analysis determines the supportable loan amount based on the 
NOI from units at each income level. 
 
The cost to house a lower-income household is the difference between the cost to develop an 
affordable unit and the amount the developer can borrow to build the unit.  Using data on 
recent affordable housing developments in the City of Los Angeles, the Nexus Study 
determined the average cost to build an affordable rental unit in the City.  The supportable 
permanent loan amounts identified in Step 6 were deducted from the average per-unit 
development cost to determine the financing gap for units serving households at each income 
level up to 120 percent of AMI.   
 
Step 7: Calculate the Maximum Legal Fee 
The final step in calculating the impact fee is to apply the financing gap per unit for each 
income level (from Step 6) to the total housing need by income level from new market-rate 
units (from Step 5). 
 
Step 8 Test Feasibility of Maximum Legal Fee Under Different Market Conditions 
The City of Los Angeles has a wide range of neighborhoods and corresponding market 
conditions. In order to ensure that market-rate commercial development is not effected by any 
fee that may be adopted, this step identifies three general levels of market condition 
throughout the City, and analyzes the financial return from a development project, in order to 
identify “feasible” levels of fee by land use.  
 
Step 9: Formulate Feasible Fee Schedule 
This step involves a summary fee schedule tested for feasibility, along with policy 
recommendations for phasing it in, administration, and other options for consideration.   
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FIGURE 8: SUMMARY OF MARKET-RATE HOUSING FEE METHODOLOGY 
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Residential Land Uses 
 
Step 1: Define Housing Types 
In order to formulate commercial land use categories that reflect actual development in Los 
Angeles, the City’s building permit data was analyzed for the 2011 to 2015 period (see 
Appendix E for summary data).  The City issued building permits for an average of 
approximately 14.0 million square feet of new residential space per year for the period, 
including an average of 990 single family detached units with 3.7 million square feet12.  Just 
under 70 percent of permitted square feet was in multifamily rental, averaging 8,268 units in 
9.8 million square feet annually for the period.  The graph below shows the annual average for 
residential units permitted for the time period analyzed.  It is important to note that this 
average over the past five years may not be predictive; longer “look-back” time periods may 
yield a lower annual average number of permits, but would be based on changing 
circumstances and include cycles of growth and recession that may not be repeated in future 
decades.  
 

 
 
  

                                                      
 
12 Note that the building permit database codes projects by single family detached and single family attached.  The City’s zoning 
related to small lot subdivisions has resulted in several projects on small lots (minimum lot size of 2,000 square feet).  The permit 
data contains these small lot subdivisions coded to the single family detached permit category.   

FIGURE 9: AVERAGE ANNUAL NEW PERMITTED RESIDENTIAL UNITS, CITY OF LA, 2011 - 2015 

8,268
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Multifamily Rental
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Source: LA Building Permit data, 2016.
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The Nexus Study analyzed four residential land uses to determine the maximum legal fee for 
each residential product type.  As shown in the following tables, the residential product types 
analyzed in this study consist of: 
 

 Single Family Detached Units 
 Single Family Attached Units 
 Condominium Units 
 Multifamily Rental Units 

 
New Worker Households and Affordable Housing Need 
 
The Nexus Study estimates the affordable housing need generated by new market-rate units 
based on the projected spending patterns among the households that would occupy new 
market-rate units, the jobs that these spending patterns would support, and the affordable 
housing need among the workers employed in these jobs.  This section details the 
methodology and findings from each of these steps to estimate the need for affordable 
housing generated by new market-rate units. 
 
Step 2: Identify Housing Prices for New Market-Rate Units 
The first step in estimating the new worker affordable housing need that would be generated 
by new market-rate residential units is to determine the rental rates and home sale prices for 
new residential units. 
 
Multifamily Rental Units:  BAE obtained data from Reis, a private data vendor that provides 
property-level information on multifamily rental properties, in order to estimate rental rates for 
new multifamily rental properties in Los Angeles.  This analysis used 2016 rental rate data for 
all 149 multifamily rental properties (24,495 total units) built in 2006 or later that Reis tracks 
in the City.  Since the units included in this analysis are among the newer rental units in Los 
Angeles, the rental rates for these properties are likely to be similar to rental rates for new 
multifamily rental properties in the City.  As of the second quarter of 2016, the average rental 
rate among multifamily rental units in Los Angeles was $2,923 per month, as shown in Table 
13. 
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TABLE 13: NEW MULTIFAMILY RENTAL 

HOUSING MARKET OVERVIEW, LOS 

ANGELES, 2016 

 
 
For Sale Units:  BAE obtained data from CoreLogic, a private data vendor that provides data on 
home sales from county assessors, in order to estimate sale prices for new for-sale units in 
Los Angeles.  This analysis used data on sales of recently-constructed (i.e., built in 2006 or 
later) for sale units that occurred between July 2015 and July 2016.   
 
BAE conducted a detailed analysis of the data from CoreLogic in order to code each sale 
record as one of the three for-sale product types (i.e., condominium, single-family attached, or 
single-family detached).  The data from CoreLogic include a code for each home sale record 
that identifies the unit as either a “condominium” or “single-family residential” unit, but does 
not code single-family attached units in a way that differentiates these units from either 
condominiums or single-family detached units.  BAE cross-checked the data from CoreLogic 
with data from Redfin.com, which identifies residential units as either “condominiums”, 
“townhomes”, or “single-family” units, in order to re-categorize the unit types from the 
CoreLogic sale records as appropriate.  In addition, BAE performed a thorough review of 
hundreds of the CoreLogic sale records to ensure that each was property categorized into one 
of the three for-sale residential product types, and re-coded records as necessary. 
 
The analysis of recent home sales in Los Angeles indicates that the median sale price for 
recently-constructed for-sale properties sold between July 2015 and July 2016 was $659,000 
for condominiums, $540,000 for single-family attached units, and $1.17 million for single-
family detached units, as shown in Table 14. 
 

Average Rent $2,923
Studio $2,087
1-Bedroom $2,536
2-Bedroom $3,435
3-Bedroom $4,014

Vacancy Rate (a) 4.6%

Notes: 
(a) Vacancy rate for developments completed
between 2006 and 2014 in order to capture new
properties that have passed the initial lease-up
period.
Sources: Reis, 2016; BAE, 2016.
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TABLE 14: NEW FOR-SALE HOUSING MARKET OVERVIEW, LOS ANGELES, 2016 

 
 
  

Percent of Recent
Income Max. Affordable Sales of New Units

Income Level Limit (a) Sale Price (b) in Price Range (c)

Single-Family Detached

Extremely Low-Income (Up to 30% AMI) $23,450 $118,144 0.0%
Very Low-Income (Up to 50% AMI) $39,100 $196,991 0.0%
Low-Income (Up to 80% AMI) $62,550 $315,135 3.4%
Moderate-Income (Up to 120% AMI) $70,000 $352,669 5.0%

Median Sale Price $1,170,000
Number of Units Sold 322

Single-Family Attached/Townhomes

Extremely Low-Income (Up to 30% AMI) $23,450 $39,549 0.0%
Very Low-Income (Up to 50% AMI) $39,100 $118,396 0.8%
Low-Income (Up to 80% AMI) $62,550 $236,540 0.8%
Moderate-Income (Up to 120% AMI) $70,000 $274,074 1.6%

Median Sale Price $540,000
Number of Units Sold 123

Condominiums

Extremely Low-Income (Up to 30% AMI) $23,450 $39,549 0.0%
Very Low-Income (Up to 50% AMI) $39,100 $118,396 0.0%
Low-Income (Up to 80% AMI) $62,550 $236,540 0.2%
Moderate-Income (Up to 120% AMI) $70,000 $274,074 1.0%

Median Sale Price $659,000
Number of Units Sold 923

Notes:
Annual Interest Rate (fixed) 3.60%
Term of mortgage (years) 30
Percent of sale price as down payment 20%
Initial property tax (annual) 1.19%
Mortgage Insurance as percent of loan amount 0.0%
Annual homeowner's insurance rate as percent of sale price 0.40%
Monthly homeowners' association fee (condos & townhomes only) $390
Percent of household income available for housing costs 30%
(a) Income limits published by the CA Department of Housing and Community Development 
for a three-person household in Los Angeles County, 2106.
(b) See Appendix A for affordability calculations.
(c) Includes of all sales of homes built in 2006 or later and sold between 03/15/2016 and

 06/15/2016 in the City of Los Angeles.
Sources: California Department of Housing and Community Development, 2016; Freddie Mac,
2016; Los Angeles County Auditor-Controller's Office, 2016; CA Dept. of Insurance, 2016;
BAE, 2016.
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Step 3: Estimate the Incomes of Households in New Market Rate Housing  
The Nexus Study uses the rent and sale prices for new units in Los Angeles, as identified in 
Step 2, to estimate the household incomes of households that occupy new rental and for sale 
units in Los Angeles. 
 
Multifamily Rental Units:  Table 15 presents the annual household income required to rent 
new multifamily rental units in Los Angeles, assuming households spend 30 percent of their 
gross income on rent and utilities. Based on the weighted average monthly rent of $2,923 for 
new multifamily rental units (as shown in Step 2) the annual household income required to 
afford these market rents is $118,400. 
 
Table 15 also presents the estimated aggregate income for all households in new multifamily 
rental developments, calculated by multiplying the estimated household income by the 100 
units in the development.  This results in an aggregate income in the development of $11.8 
million.  The IMPLAN analysis discussed in the following section uses this aggregate income 
from the development to project spending patterns among new residents in multifamily rental 
units.  
 
TABLE 15: HOUSEHOLD INCOME REQUIRED TO RENT 

NEW MULTIFAMILY UNITS, LOS ANGELES, 2016 

 
 
For-Sale Units: Table 16 shows the annual household income required to afford a new for-sale 
home in Low Angeles.  Based on the sale prices for new for sale units (as shown in Step 2), the 
annual household income needed to afford new for-sale units in Los Angeles is $146,300 for 
condominiums, $107,100 for single-family attached units, and $232,100 for single-family 
detached units.  The resulting estimated aggregate income is approximately $14.6 million for 
a 100-unit condominium development, $10.7 million for a 100-unit single-family attached 

Average Monthly Rent (a) $2,923
Plus Utilities (b) $38
Total Monthly Housing Costs $2,961

Annual Housing Costs $35,528
Household Income Required (c) $118,400

Number of Households in Development 100
Aggregate Income in Development $11,840,000

Notes: 
(a) Data are for multifamily properties constructed in the City of
Los Angeles that were constructed in 2006 or later and consist
of more than 20 units.
(b) Utility costs based on utility allowance for multifamily
dwellings established by the Los Angeles Housing Authority in
2015. Utility cost estimates assume that water, sewer, and trash
collection costs are included in monthly rental amount.
(c) 30 percent of gross income spent on housing costs.
Sources: Reis, 2016; Los Angeles Housing Authority, 2016;
BAE, 2016.



 

 54

development, and $23.2 million for a 100-unit single-family detached development.  The 
IMPLAN analysis discussed in the following section uses these aggregate incomes to project 
spending patterns among new residents in for-sale units, which in turn determines the 
estimated new worker households that may need affordable housing. 
 
TABLE 16: HOUSEHOLD INCOME REQUIRED TO PURCHASE NEW UNITS, LA, 2016 

 
 
Step 4: Analyze Projected Spending Patterns for Households in New Market-Rate Units 
New household spending within an economy supports jobs.  As households spend money on 
retail goods, food, and health, personal, professional, and educational services, they support 
job growth in these and other sectors.   
 
To estimate the effect of new household spending on employment generation, this nexus study 
uses IMPLAN (“Impact analysis for Planning”), a widely-accepted and utilized software model.  
At the heart of the model is an input-output dollar flow table.  For a specified region, the input-
output table accounts for all dollar flows between different sectors of the economy.  Using this 
information, IMPLAN models the way income injected into one sector is spent and re-spent in 
other sectors of the economy, generating waves of economic activity, or so-called “economic 
multiplier” effects.  Appendix G contains a more detailed overview of IMPLAN. 
 
  

Single-Family Single-Family
Detached Attached Condominium

Estimated Sale Price for New Residential Unit (a) $1,170,000 $540,000 $659,000

Monthly Housing Costs for a New Residential Unit (b) $5,803 $2,678 $3,659
Annual Housing Costs $69,640 $32,141 $43,904
Household Income Required (c) $232,100 $107,100 $146,300

Number of Households in Development 100 100 100
Aggregate Income in Development $23,210,000 $10,710,000 $14,630,000

Notes: 
(a) Median sale price among homes built in 2006 or later and sold between 03/15/2016 and 06/15/2016 in

 the City of Los Angeles.
(b) Monthly homeownership costs are based on the following assumptions:

Annual Interest Rate 3.60%
Term of Mortgage (years) 30
Percent of sales price as down payment 20%
Initial property tax (annual) 1.19%
Mortgage Insurance as a percent of sale price 0.0%
Annual homeowner's insurance rate as a percent of sale price 0.40%
Monthly homeowners' association fee (condominiums only) $390

(c) Percent of household income available for housing costs: 30%
Sources: CoreLogic, 2016; Freddie Mac, 2016; California Department of Insurance, 2016;
Los Angeles County Auditor-Controller, 2016; Condos.com, 2016; BAE, 2016.
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The IMPLAN model is also able to estimate the number of direct, indirect, and induced jobs 
generated by a given economic “event.”  Once the economic events have been entered into 
the model, IMPLAN reports the following types of impacts: 
 

 Direct Impacts.  Direct impacts refer to the set of producer or consumer expenditures 
applied to the predictive model for impact analysis.  It is the amount of spending 
available to flow through the local economy.  IMPLAN then displays how the local 
economy will then respond to these initial changes.  The direct impacts may equal the 
amount of spending input into the model, depending on a variety of factors.   

 Indirect Impacts.  The indirect impacts refer to the impact of local industries buying 
goods and services from other local industries.  The cycle of spending works its way 
backward through the supply chain until all money leaks from the local economy, 
either through imports or by payments to income and taxes.  For capital projects this 
would include payments for construction inputs such as wood, steel, office supplies, 
and any other non-labor payments that a construction firm would purchase in the 
building process.  Since IMPLAN is only used for the housing analysis for this report to 
assess the impacts of new resident household expenditures, there are no indirect 
impacts to assess as there are no industry expenditures as inputs to the model.   

 Induced Impacts.  The induced impacts refer to an economy’s response to an initial 
change (direct impact) that occurs through re-spending of income according to 
household spending patterns.  When households earn income, they spend part of that 
income on goods and services, such as food and healthcare.  IMPLAN models 
households’ disposable income spending patterns and distributes them through the 
local economy. 

 
For the purpose of this analysis, the economic “event” is the household spending by occupants 
of new residential units in Los Angeles.  By IMPLAN definition these expenditures are direct 
impacts, and the resulting spending results in induced impacts.  For instance, the household 
expenditures generate jobs for cashiers and baggers at grocery stores patronized by the 
households.  The process initiated by household expenditures continues as these workers and 
the businesses they work for spend money in subsequent transactions, supporting 
employment at places other than the initial point of sale, such as wholesalers supplying retail 
stores, or truck drivers delivering goods to those stores.  In turn, these businesses and workers 
spend money to generate additional activity in the local economy.  These are all part of the 
induced impacts linked to the household expenditures.   
 
The IMPLAN model is customized to reflect the economic characteristics of the specified 
region – in this case Los Angeles County.  The nexus analysis considers regional employment 
generation, rather than jobs generated in the City of Los Angeles exclusively, because 
household spending in the City creates jobs throughout the region.  Some of these workers 
cannot afford to live in Los Angeles precisely because of the City’s high housing costs.  If the 
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analysis solely considered workers living in Los Angeles, it would in effect discount the needs 
of households who currently cannot afford to live in Los Angeles, and propagate the need for 
affordable housing in the City.  In essence, this analysis considers employment effects beyond 
the City’s borders in order to address the City’s “fair share” of regional housing need.   
 
Step 5: Estimate New Worker Households by Household Income 
Worker households13 in Los Angeles often have more than one employed person.  In some 
instances, economists estimate household income for workers by simply multiplying worker 
earnings by industry by the average number of workers per worker household.  This 
methodology relies on the unsatisfactory assumption that on average workers make the same 
amount of money as other workers in their household.  Given the diversity of household 
composition, this assumption is not appropriate.  For example, a household may have a 
teacher and a doctor, with significantly different individual earnings. 
 
To address this issue, this analysis makes use of a detailed and rich data set published by the 
U.S. Census known as the Public Use Microdata Sample (PUMS).  Derived from a five percent 
sample of all households per the American Community Survey, and available for certain 
defined areas with 100,000 population or more called PUMAs, this data allows one to cross 
tabulate variables such as industry of employment and household income.  The analysis here 
uses the most recent available data, from the 2010 through 2014 five-year period.  A map of 
the PUMAs comprising Los Angeles County is provided in Appendix F.   
 
The PUMS data set was queried to identify the number of households by income category by 
industry (controlling for household size) to construct a household income distribution by 
industry.  The distribution was constructed based on the income categories defined by the 
California Department of Housing and Community Development (HCD).  These HCD income 
categories are defined as a percentage of the Area Median Income (AMI), adjusted for 
household size.  The household income distribution by industry is shown in Table 17. 
 

                                                      
 
13 A worker household is defined as a household with one or more employed persons.  They may be wage and salary workers, or 
self-employed/sole proprietors. 
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TABLE 17: INCOME LEVEL BY INDUSTRY, PERSONS BY 2014 INCOME LIMITS 

 
 
Housing need is based on the number of households rather than the number of jobs.  As such, 
jobs are translated into households by dividing the number of jobs by the average number of 
workers per worker household in the City of Los Angeles.14   
 
Multifamily Rental Housing: Table 18 applies the income distribution by industry to the number 
of jobs generated in each industry as a result of spending by households in new rental units.  
As shown, a 100-unit apartment complex generates a total of 42 households across various 
income groups and 23 households earning up to 120 percent of AMI. 
 
Condominiums: Table 19 applies the income distribution by industry to the number of jobs 
generated in each industry as a result of spending by households in new condominiums.  As 
shown, a 100-unit condominium development generates a total of 48 households across 
various income groups and 26 households earning up to 120 percent of AMI. 
 
Single-Family Attached: Table 20 applies the income distribution by industry to the number of 
jobs generated in each industry as a result of spending by households in new single-family 

                                                      
 
14 Average workers per worker household from American Community Survey, 2010-2014. 

Estimated Household Income as a Percent of AMI (a)

NAICS Code Industry
Up to 

30% AMI
30% to 

50% AMI

50% to 
80% 
AMI

80% - 
120% AMI

Above 
120% AMI Total

Private Sector
11, 21 Agriculture & Natural Resources 20.1% 21.6% 21.7% 6.6% 30.0% 100.0%
23 Construction 21.3% 18.2% 21.2% 6.0% 33.2% 100.0%
31-33 Manufacturing 12.9% 16.1% 20.6% 6.2% 44.2% 100.0%
42 Wholesale Trade 12.4% 14.2% 21.1% 6.8% 45.6% 100.0%
44-45 Retail Trade 16.8% 16.6% 20.7% 6.7% 39.1% 100.0%
48-49, 22 Transportation, Warehousing, & Utilities 12.5% 15.4% 20.6% 6.6% 44.9% 100.0%
51 Information 7.4% 6.7% 13.3% 5.0% 67.5% 100.0%
52-53 Finance, Insurance, & Real Estate 7.8% 8.9% 15.3% 6.3% 61.8% 100.0%
54-55 Professional, Scientific, & Technical 

Services, & Mgmt of Companies
7.1% 6.7% 11.7% 4.6% 69.9% 100.0%

56 Admin, Support, & Waste Mgmt Srvcs 21.5% 19.8% 20.7% 6.4% 31.6% 100.0%
61 Educational Services 12.8% 10.6% 15.6% 5.9% 55.1% 100.0%
62 Health Care & Social Assistance 11.4% 11.6% 17.8% 6.2% 53.1% 100.0%
71-72 Leisure & Hospitality 18.2% 18.3% 21.7% 6.1% 35.6% 100.0%
81 Other Services Except Public Admin 21.8% 18.9% 21.2% 5.9% 32.2% 100.0%
All Government Employment 9.2% 9.3% 14.4% 5.9% 61.2% 100.0%

Notes:
(a) Based on a cross tabulation of Public Use Microdata Samples (PUMS) from the 2010-2014 American Community Survey. 
These incomes were compared to household income limits published by the California Department of Housing and Community
Development, to determine the percentage of households falling into each income category.  The analysis controlled for
household size, to address the varying HCD income limits for each household size.
Sources: Census, American Community Survey Public-Use Microdata Sample (PUMS) 2010-2014; CA Dept. of Housing and
Community Development, 2014; BAE, 2016.
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attached units.  As shown, 100 single-family attached units generate a total of 35 households 
across various income groups and 19 households earning up to 120 percent of AMI. 
 
Single-Family Detached: Table 21 applies the income distribution by industry to the number of 
jobs generated in each industry as a result of spending by households in new single-family 
detached units.  As shown, 100 single-family detached units generate a total of 73 households 
across the various income groups and 39 households earning up to 120 percent of AMI. 
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TABLE 18: EMPLOYMENT BY INCOME LEVEL FROM NEW 100-UNIT MARKET-RATE RENTAL PROJECT  

 
 
  

Estimated Jobs by Percent of AMI (b)

NAICS Code Industry
Total 

Jobs (a)
Up to 30% 

AMI
30% to 

50% AMI
50% to 

80% AMI
80% to 

120% AMI
Above 120% 

AMI
Private Sector
11, 21 Agriculture and Natural Resources 0.07 0.01 0.02 0.02 0.00 0.02
23 Construction 0.66 0.14 0.12 0.14 0.04 0.22
31-33 Manufacturing 0.62 0.08 0.10 0.13 0.04 0.27
42 Wholesale Trade 1.81 0.22 0.26 0.38 0.12 0.83
44-45 Retail Trade 9.86 1.66 1.64 2.04 0.66 3.86
48-49, 22 Transportation, Warehousing, and Utilities 2.20 0.28 0.34 0.45 0.15 0.99
51 Information 1.37 0.10 0.09 0.18 0.07 0.93
52-53 Finance, Insurance, and Real Estate 9.28 0.72 0.82 1.42 0.59 5.73
54-55 Professional, Scientific, & Technical Services, & Mgmt of 

Companies
3.55 0.25 0.24 0.41 0.16 2.48

56 Administrative and Support and Waste Management Services 4.67 1.00 0.92 0.97 0.30 1.48
61 Educational Services 2.22 0.28 0.23 0.35 0.13 1.22
62 Health Care and Social Assistance 18.21 2.07 2.12 3.23 1.12 9.66
71-72 Leisure and Hospitality 12.05 2.19 2.20 2.62 0.74 4.30
81 Other Services Except Public Administration 7.98 1.74 1.51 1.69 0.47 2.57
All Government Employment 0.46 0.04 0.04 0.07 0.03 0.28

Total Jobs 75.01 10.80 10.65 14.11 4.62 34.83
Number of Households (c) 42.49 6.12 6.03 7.99 2.62 19.73

Notes:
(a) Total Jobs is output of IMPLAN model, and shows employment generated by household spending. Columns to right may not sum to Total Jobs due to
independent rounding.
(b) Based on 2014 HCD Income Limits.
(c) Average number of workers per worker household calculated for Los Angeles County based on American Community Community Survey data,
2010-2014.

Total Workers 1,849,845
Total Households with Workers 1,047,928

Avg. Workers per Household 1.765

Sources: American Community Survey, 2010-2014, including the Public User Microdata Sample; CA Department of Housing and Community Development,
2014; BAE, 2016.
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TABLE 19: EMPLOYMENT BY INCOME LEVEL FROM NEW 100-UNIT CONDOMINIUM PROJECT  

 
 
  

Estimated Jobs by Percent of AMI (b)

NAICS Code Industry
Total 

Jobs (a)
Up to 30% 

AMI
30% to 

50% AMI
50% to 

80% AMI
80% to 

120% AMI
Above 

120% AMI
Private Sector
11, 21 Agriculture and Natural Resources 0.08 0.02 0.02 0.02 0.01 0.02
23 Construction 0.73 0.16 0.13 0.16 0.04 0.24
31-33 Manufacturing 0.70 0.09 0.11 0.14 0.04 0.31
42 Wholesale Trade 2.02 0.25 0.29 0.43 0.14 0.92
44-45 Retail Trade 11.02 1.85 1.83 2.29 0.74 4.31
48-49, 22 Transportation, Warehousing, and Utilities 2.51 0.31 0.39 0.52 0.17 1.13
51 Information 1.47 0.11 0.10 0.20 0.07 0.99
52-53 Finance, Insurance, and Real Estate 9.78 0.76 0.87 1.49 0.62 6.04
54-55 Professional, Scientific, & Technical Services, & Mgmt of 

Companies
3.96 0.28 0.26 0.46 0.18 2.77

56 Administrative and Support and Waste Management Services 5.16 1.11 1.02 1.07 0.33 1.63
61 Educational Services 2.88 0.37 0.30 0.45 0.17 1.59
62 Health Care and Social Assistance 20.06 2.28 2.33 3.56 1.24 10.65
71-72 Leisure and Hospitality 14.14 2.57 2.58 3.07 0.86 5.04
81 Other Services Except Public Administration 8.95 1.95 1.69 1.90 0.53 2.88
All Government Employment 0.50 0.05 0.05 0.07 0.03 0.30

Total Jobs 83.97 12.16 11.98 15.83 5.17 38.83
Number of Households (a) 47.57 6.89 6.79 8.97 2.93 22.00

Notes:
(a) Total Jobs is output of IMPLAN model, and shows employment generated by household spending. Columns to right may not sum to Total Jobs due to
independent rounding.
(b) Based on 2014 HCD Income Limits.
(c) Average number of workers per worker household calculated for Los Angeles County based on American Community Community Survey data, 2010-2014.

Total Workers 1,849,845
Total Households with Workers 1,047,928

Avg. Workers per Household 1.765

Sources: American Community Survey, 2010-2014, including the Public User Microdata Sample; CA Department of Housing and Community
Development, 2014; BAE, 2016.
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TABLE 20: EMPLOYMENT FROM NEW 100-UNIT SINGLE-FAMILY ATTACHED RESIDENTIAL PROJECT  

 
 
  

Estimated Jobs by Percent of AMI (b)

NAICS Code Industry
Total 

Jobs (a)
Up to 30% 

AMI
30% to 

50% AMI
50% to 

80% AMI
80% to 

120% AMI
Above 

120% AMI
Private Sector
11, 21 Agriculture and Natural Resources 0.06 0.01 0.01 0.01 0.00 0.02
23 Construction 0.54 0.11 0.10 0.11 0.03 0.18
31-33 Manufacturing 0.51 0.07 0.08 0.11 0.03 0.23
42 Wholesale Trade 1.48 0.18 0.21 0.31 0.10 0.67
44-45 Retail Trade 8.07 1.35 1.34 1.67 0.54 3.16
48-49, 22 Transportation, Warehousing, and Utilities 1.84 0.23 0.28 0.38 0.12 0.83
51 Information 1.08 0.08 0.07 0.14 0.05 0.73
52-53 Finance, Insurance, and Real Estate 7.16 0.56 0.64 1.09 0.45 4.42
54-55 Professional, Scientific, & Technical Services, & Mgmt of 

Companies
2.90 0.21 0.19 0.34 0.13 2.02

56 Administrative and Support and Waste Management Services 3.78 0.81 0.75 0.78 0.24 1.20
61 Educational Services 2.11 0.27 0.22 0.33 0.13 1.16
62 Health Care and Social Assistance 14.68 1.67 1.71 2.61 0.90 7.79
71-72 Leisure and Hospitality 10.35 1.88 1.89 2.25 0.63 3.69
81 Other Services Except Public Administration 6.55 1.43 1.24 1.39 0.39 2.11
All Government Employment 0.36 0.03 0.03 0.05 0.02 0.22

Total Jobs 61.47 8.90 8.77 11.59 3.78 28.43
Number of Households (a) 34.82 5.04 4.97 6.56 2.14 16.10

Notes:
(a) Total Jobs is output of IMPLAN model, and shows employment generated by household spending. Columns to right may not sum to Total Jobs due to
independent rounding.
(b) Based on 2014 HCD Income Limits.
(c) Average number of workers per worker household calculated for Los Angeles County based on American Community Community Survey data, 2010-2014.

Total Workers 1,849,845
Total Households with Workers 1,047,928

Avg. Workers per Household 1.765

Sources: American Community Survey, 2010-2014, including the Public User Microdata Sample; CA Department of Housing and Community
Development, 2014; BAE, 2016.
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TABLE 21: EMPLOYMENT FROM NEW 100-UNIT SINGLE-FAMILY DETACHED RESIDENTIAL PROJECT  

 
 
 

Estimated Jobs by Percent of AMI (b)

NAICS Code Industry
Total 

Jobs (a)
Up to 30% 

AMI
30% to 

50% AMI
50% to 

80% AMI
80% to 

120% AMI
Above 

120% AMI
Private Sector
11, 21 Agriculture and Natural Resources 0.11 0.02 0.02 0.02 0.01 0.03
23 Construction 1.07 0.23 0.19 0.23 0.06 0.36
31-33 Manufacturing 1.02 0.13 0.16 0.21 0.06 0.45
42 Wholesale Trade 3.25 0.40 0.46 0.69 0.22 1.48
44-45 Retail Trade 17.99 3.02 2.99 3.73 1.21 7.04
48-49, 22 Transportation, Warehousing, and Utilities 4.01 0.50 0.62 0.82 0.27 1.80
51 Information 2.11 0.16 0.14 0.28 0.11 1.43
52-53 Finance, Insurance, and Real Estate 14.22 1.10 1.26 2.17 0.90 8.78
54-55 Professional, Scientific, & Technical Services, & Mgmt of 

Companies
6.06 0.43 0.41 0.71 0.28 4.24

56 Administrative and Support and Waste Management Services 7.64 1.64 1.51 1.58 0.49 2.42
61 Educational Services 5.27 0.67 0.56 0.82 0.31 2.90
62 Health Care and Social Assistance 29.57 3.36 3.44 5.25 1.82 15.69
71-72 Leisure and Hospitality 21.26 3.87 3.89 4.62 1.30 7.58
81 Other Services Except Public Administration 13.70 2.98 2.58 2.91 0.81 4.41
All Government Employment 0.74 0.07 0.07 0.11 0.04 0.45

Total Jobs 128.03 18.60 18.31 24.16 7.89 59.06
Number of Households (a) 72.53 10.54 10.37 13.69 4.47 33.46

Notes:
(a) Total Jobs is output of IMPLAN model, and shows employment generated by household spending. Columns to right may not sum to Total Jobs due to
independent rounding.
(b) Based on 2014 HCD Income Limits.
(c) Average number of workers per worker household calculated for Los Angeles County based on American Community Community Survey data, 2010-2014.

Total Workers 1,849,845
Total Households with Workers 1,047,928

Avg. Workers per Household 1.765

Sources: American Community Survey, 2010-2014, including the Public User Microdata Sample; CA Department of Housing and Community
Development, 2014; BAE, 2016.
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Subsidy Gap 
 
Step 6: Determine the Financing Gap for Affordable Units 
The next step in the nexus analysis is to calculate the cost to house the extremely low-, very 
low-, low-, and moderate-income households calculated in Step 6 by determining the per unit 
“financing gap” that affordable housing developers encounter when securing a permanent 
loan for their projects.  In other words, the cost to house a lower-income household is the 
difference between the cost to develop an affordable unit and the amount the developer can 
borrow to build the unit. 
 
Affordable housing developers are able to secure a permanent loan based on their net 
operating income (NOI) per unit.  NOI is equal to rental income less operating expenses and 
vacancy.  As shown in Table 7 in Chapter 2, households can afford monthly rents ranging from 
$544 for extremely low-income households to $1,708 for moderate-income households.  
These rents are based on household income limits for three-person households and assuming 
households spend 30 percent of their income on rent and utilities.15  Standard deductions are 
taken for operating expenses and vacancies to determine NOI.   
 
BAE used conventional financing assumptions to determine the supportable loan amount per 
unit for each income level.  As shown in Table 7 in Chapter 2, the loan amount ranges from $0 
per unit for extremely low-income units (i.e., operating expenses exceed NOI, leaving no NOI to 
support debt payments) to $152,301 for units serving moderate-income households. 
 
The financing gap per affordable unit is equal to the total development cost less the 
supportable loan amount per unit.  According to cost data provided between 2013 and 2015 
on applications for low-income housing tax credit projects in the City of Los Angeles, the 
average development cost for affordable housing in the City averages approximately 
$448,500 per unit, as shown in Table 22.   
 

                                                      
 
15 The analysis assumes a three-person household for consistency with the 2016 Los Angeles County average household size of 
2.88 persons per household, per California Department of Finance estimates.   
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TABLE 22: DEVELOPMENT COSTS FOR AFFORDABLE HOUSING, 

CITY OF LOS ANGELES, 2013-2015 

 
 
This study uses the average development cost across all affordable housing types despite the 
likelihood that most of the new worker households needing affordable units will be housed in 
large family developments, which in practice accommodate a range of household sizes and 
mostly serve lower-income worker households.  Among units in the large family developments 
analyzed in this study, three percent were studios, 35 percent were one-bedroom units, 28 
percent were two-bedroom units, 32 percent were three-bedroom units, and on percent were 
units with four or more bedrooms.  In contrast, homeless, special needs, and senior 
developments, typically have a large number of occupants living on social security.  However, 
by using the average across all affordable unit types, the Nexus Study is conservative in 
estimating the financing gap associated with constructing new units because the average 
development costs for homeless, special needs and senior units tend to be lower than the 
development costs for large family units. 
 
Based on the supportable loan amount calculated in Step 6, the financing gap per affordable 
unit ranges from $448,500 for extremely low-income units to $296,199 for moderate-income 
units, as shown in Table 23. 
 

Avg. Development Number of
Housing Type Cost (per unit) (a) Units
Homeless & Special Needs $410,871 622
Large Family $502,946 676
Senior $382,977 205

Weighted Average - All Housing Types $448,479 1,503

Note:
(a) Weighted average cost as reported on tax credit applications between
2013 and 2015. All costs adjusted to 2016 costs based on the Turner 
Building Cost Index.
Sources: City of Los Angeles, 2016; BAE, 2016.
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TABLE 23: FINANCING GAP ANALYSIS, CITY OF LOS ANGELES, 2016 

 
 
  

Income Group
Extremely Low Very Low Low Moderate

Household Income Limit (a) $23,450 $39,100 $62,550 $70,000
Maximum Affordable Monthly Rent per Unit (b) $544 $936 $1,522 $1,708
Monthly Operating Expenses (c) $542 $542 $542 $542
Vacancy (d) 5% 5% 5% 5%
Net Operating Income per Unit (e) -$25 $347 $904 $1,081
Operating Subsidy from Other Sources (f) $25 $0 $0 $0

Monthly Supportable Debt Service per Unit (g) $0 $278 $723 $865

Loan Amount (h) $0 $48,900 $127,371 $152,301
Financing Gap per Affordable Unit (i) $448,500 $399,600 $321,129 $296,199

Assumptions
Total Affordable Unit Development Costs (j) $448,500

Financing Terms
Debt Coverage Ratio 1.25
Interest Rate 5.50%
Term of Loan (years) 30

Notes:
(a) Based on a 3-person household, CA Department of Housing & Community Development, 2016.
(b) 30% of income to rent and utilities.
(c) Data from funding applications for recent affordable housing projects in California.
(d) Standard required assumption for financing applications.
(e) Affordable Monthly Rent less Operating Expenses & Vacancy.
(f) Operating subsidy is necessary for units with negative NOI.
(g) Net Operating Income plus Operating Subsidy, divided by Debt Coverage Ratio.
(h) Based on financing terms assumptions.
(i) Total Development Costs less Loan Amount.
(j) Average development costs among units in tax credit projects developed in the City of Los Angeles
between 2013 and 2015.  All figures adjusted to 2016 values based on the Turner Construction Cost Index.
Sources: California HCD, 2016; City of Los Angeles, 2016; Turner Construction Cost Index, 2013-2016; BAE,
2016.
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Maximum Legal Fee 
 
Step 7: Calculate the Maximum Legal Fee 
The final step in calculating the impact fee is to apply the financing gap per unit for each 
income level (from Step 7) to the total housing need by income level from new market-rate 
units (from Step 5).  As shown in Table 24, the maximum impact fees for each of the four 
residential product types are as follows: 
 

 Multifamily Rental:  $84,964 per unit 
 Condominium:  $95,484 per unit 
 Single-Family Attached:  $69,900 per unit 
 Single-Family Detached:  $145,901 per unit  

 
TABLE 24: MAXIMUM AFFORDABLE HOUSING IMPACT FEE CALCULATIONS  

 
 
  

Multifamily Single-Family Single-Family
Employee Households in City by Income Level Rental Condominium Attached Detached
Extremely Low Income (up to 30% AMI) 6.1 6.9 5.0 10.5
Very Low Income (31-50% AMI) 6.0 6.8 5.0 10.4
Low Income (51-80% AMI) 8.0 9.0 6.6 13.7
Moderate Income (81-120% AMI) 2.6 2.9 2.1 4.5

Subtotal - Affordable Housing Need (Units) 22.8 25.6 18.7 39.1
Above Moderate Income (over 120% AMI) 19.7 22.0 16.1 33.5
Total Housing Need 42.5 47.6 34.8 72.5

Financing Gap (a)
Extremely Low Income Units $2,743,807 $3,089,354 $2,261,584 $4,726,450
Very Low Income Units $2,411,132 $2,711,989 $1,985,332 $4,144,578
Low Income Units $2,566,479 $2,879,691 $2,108,099 $4,395,613
Moderate Income Units $774,962 $867,372 $634,966 $1,323,442
Total Financing Gap per 100 Units $8,496,380 $9,548,406 $6,989,981 $14,590,083

Maximum Impact Fee per Unit $84,964 $95,484 $69,900 $145,901

Assumptions
Building Size (# of units) 100

Note: 
(a) The financing gap is calculated by multiplying the number of employee housesholds at each income level by the 
financing gap per unit (from Step 7) at each affordability level.
Source: BAE, 2016.
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Feasibility of Maximum Legal Fee 
 
As shown in the preceding section, meeting the affordable housing costs generated by each 
residential land use category per the nexus analysis results in expensive maximum legal fee 
levels. 
 
In order to evaluate these maximum legal fees in the context of maintaining feasible market 
rate residential projects, this report involved extensive analysis of the Los Angeles real estate 
marketplace by three levels of current market condition, and then financial feasibility testing of 
each of the eight land use categories by each of the market conditions’ economic factors. 
 
As an overview, the analytical process included the following steps (each step is explained 
more fully in the following pages): 
 

 Step A: Identification of Los Angeles neighborhoods 
 Step B: Analysis of market rents/sale prices to categorize each neighborhood by 

market condition 
 Step C: Formulation of basic static pro formas for each land use type to analyze the 

maximum feasible fee by land use and by the three market conditions 
 Step D: Comparison of feasible fees to legal maximum fee 

 
Step A: Identification of Los Angeles Neighborhoods 
As detailed in the commercial fee chapter, this study used the Los Angeles Times 
neighborhoods to segment Los Angeles into three levels of market condition, as shown on the 
following map for residential markets.   
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FIGURE 10: RESIDENTIAL NEIGHBORHOOD MARKET CONDITIONS 
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FIGURE 11: RESIDENTIAL PERMIT ACTIVITY BY MARKET CONDITION, 2011-2015 

 

 

 



 

 70

 
  

Single Family Detached Permit Activity 

New Construction, 2011‐2015 

 

 
 

 

 

 

 



 

 71

Step C:  Pro Forma Analysis to Determine Maximum Feasible Fee by Land Use for Each Market 
Condition 
This step involved the formulation of basis static pro forma models for each land use, with 
rent/sale revenue assumptions varied by market condition.  A conservative approach was 
taken to ensure that feasible findings would be developed.  A summary of the research 
informing each key assumption is described below: 
 

 Development Prototype – For each land use, a median sized project was identified 
from actual projects permitted, as tracked by the Los Angeles Building Permit 
database described previously in this report.  The project’s actual number of stories 
and parking method were researched, and the project’s floor area ratio (FAR) and 
parking ratios were estimated based on review of applicable zoning codes, resulting in 
a building description of each prototype.   

 Land Costs – For each land use and market condition, BAE reviewed available public 
appraisals (see Appendix C-8), and also interviewed numerous leading developers of 
commercial and residential projects currently active in Los Angeles.   

 Construction Costs (Hard, Soft, and Financing) – for each prototype, per square foot 
hard costs was estimated based on review of R.S. Means, a cost manual.  Soft costs 
and financing costs were estimated based on industry standards and current interest 
rates.   

 Rents – For multifamily rental, all rents for that land use in buildings built in 2006 or 
later were analyzed to develop a 25, 50, and 75th percent quartile rent assumption.   

 Cap Rates – For multifamily rental, both national and regional cap rates were compiled 
and variations by market area were researched based on developer interviews.  

 
The following two metrics were utilized to judge feasibility: 

 Return on Total Development Cost (ROC) – This metric divides profit by total 
development cost, to judge overall project feasibility.  As described in the Commercial 
Feasibility analysis, this metric is similar to overall return on investment in short-term 
investment mechanisms such as corporate bonds.  To test feasibility, this metric had 
to achieve at least a 15 percent return on cost including for the new affordable 
housing fee and the applicable school fee.  This metric does not account for leverage, 
but a separate analysis of several of the pro formas prepared for this study indicated 
that in the event of a typical equity/debt configuration, this metric and the 15% ROC 
threshold should still enable sufficient return in equity to investors. 

 
 Yield on Cost (YOC) – This metric evaluates the annual stabilized Net Operating Income 

(NOI) compared to total development costs for multifamily rental housing projects only 
(not relevant in for-sale unit projects because these do not generate ongoing operating 
investment income). For the feasibility testing, based on developer interviews, 
multifamily rental housing was also assigned a minimum YOC threshold.  Both ROC 
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and YOC thresholds had to be achieved to deem a project feasible with the total fees 
(e.g., new affordable fee + school fee).   

 
A summary of the pro forma findings is shown on the following page.  Detailed pro formas are 
shown in the Appendix H.16 
 
 

                                                      
 
16 It should be noted that although the single family detached prototype analyzed in this report is for a conventionally-sized lot, 
the City also has a small lot single family ordinance, which is coded in the building permit data as single family detached.  
Because this analysis and the proposed ordinance contemplates charging the fee through the building permit process, it does not 
separately analyze small lot single family detached products.   
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Low Market scenarios not shown here, due to limited feasibility when analyzed conservatively.  Low scenario pro formas shown in Appendix H. 
 

TABLE 25: SUMMARY OF RESIDENTIAL PRO FORMAS 
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Step D: Comparison of Feasible Fee to Maximum Legal Fee 
The table below compares the feasible fees estimated above, to the maximum legal fees 
described in the previous chapter (based on nexus analysis of new worker households).  As in 
most other cities in California, the gap between the dollars needed to fund affordable housing 
for new workers (e.g., maximum legal fee) and the feasible level of fee that can be absorbed 
by real estate market conditions, is substantial.  In other words, charging a fee that would not 
constrain private sector development does not usually meet all subsidy needed to mitigate the 
costs of the affordable housing impacts generated by the new development.   
 

 
  

Med High Med High Med High Med High
Legal Fee (Max per Unit) 84,964$       84,964$        95,484$        95,484$        69,900$        69,900$        145,901$       145,901$       
Legal Fee (Max per Sq. Ft.) (a) 73.88$         73.88$          64.30$          64.30$          42.36$          42.36$          48.63$           48.63$           

 Capped at 
Legal Max 

Feasible Fee Per Unit (b) (c) 23,805$       31,740$        37,571$        76,849$        42,900$        52,800$        93,000$         145,890$       

Feasible Fee Per Sq. Ft. (b) 18.00$         24.00$          22.00$          45.00$          26.00$          32.00$          31.00$           48.63$           

Feasible Fee as % of Legal Max 24.4% 32.5% 34.2% 70.0% 61.4% 75.5% 63.7% 100.0%

a) Legal Max calculated per unit in nexus analysis.  Converted here to per sq.ft. based on pro forma assumptions based on sales analysis of sq. ft. of homes sold.
b) Current school fee and proposed Park fee is applied to project.  Feasible Res Fee is after accounting for those costs.
c) The feasible fee per unit was derived by taking the feasible fee per square foot multiplied by the gross residential square footage divided by the number of units.
As a result, while the fee is presented on a per unit basis, it accounts for area within units and common area space.

Multifamily Rental Multifamily Condo Single Family Attached Single Family Detached

TABLE 26: COMPARISON OF RESIDENTIAL MAX LEGAL FEES TO FEASIBLE FEES 

$
8
4
,9
6
4
 

$
6
9
,9
0
0
 

$
1
4
5
,9
0
1
 

$
9
5
,4
8
4
 

$
3
1
,7
4
0
 

$
5
2
,8
0
0
 

$
1
4
5
,8
9
0
 

$
7
6
,8
4
9
 

$
2
3
,8
0
5
 

$
4
2
,9
0
0
 

$
9
3
,0
0
0
 

$
3
7
,5
7
1
 

MU L T I F AM I L Y   R ENTA L S I NG L E   F AM I L Y  
A T TACHED

S ING L E   F AM I L Y  
D E TACHED

MULT I F AM I L Y  
CONDOM IN IUM

Max Legal Fee High Market‐ Max Feasible Med Market ‐ Max Feasible

FIGURE 12: COMPARISON OF MAX RESIDENTIAL LEGAL FEES TO FEASIBLE FEES 



 

 75

Residential Fee Program Options & Estimated Revenues 
 
Similar to the commercial fees, there are several options the City could select to structure a 
market-rate residential fee program.  The following presents four program options as 
examples.  These options are then analyzed in order to estimate total annual fee revenues, 
along with two kinds of potential further adjustments to exempt certain projects. 
 
Option A: Match Fee to Market Conditions 
This option would create a fee schedule which charges feasible fees based on conservatively-
estimated Medium Market Area conditions to new and rehabilitated projects in those areas, 
and feasible fees estimated for High Market Area conditions to those areas.  Project fees in 
Low Market Areas would likely be waived.   
 
This option would create the most finely-tuned fee structure, but may create challenges to 
administer and would necessitate periodic updating to identify changing neighborhood market 
conditions and feasible fee levels. 
 
Option B: Charge Medium Market Fees to Both Medium and High Market Areas 
This would be a conservative option, charging the level of feasible fee derived from a Medium 
market area feasibility test, to all projects located in both Medium and High Market Areas.  
This approach would limit debate about whether an individual project is in a medium or high 
market area, charging the same fee per land use to all projects regardless of location.  Due to 
the economics of Low Market areas, fees would likely not be charged in these exempt zones.   
 
This option would simplify fee administration, but may create an uneven burden on projects 
due to their location and subsequent economics.   
 
Option C: Charge Only High Market Areas 
This option would limit fees to only those projects located in premium, High Market Areas, 
where feasibility is most assured and development is least likely to be affected.  Fees charged 
would be at the corresponding High Market levels.  Projects in Medium and Low Market Areas 
would be waived based on their location.  As market conditions change and are re-evaluated, 
neighborhoods may change from medium to high market conditions and become eligible for 
the fee schedule.   
 
This option would further simplify fee program administration, but may create debate over 
specific projects which have High Market characteristics and economics but be technically 
located in a Medium Market neighborhood (or vice-versa).   
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Option D: Charge Lowest Feasible Residential Fee Citywide (Flat Fee) 
In this option, the lowest feasible fee for the lowest residential land use in a Medium Market 
Area (e.g., multi-family rental) would be charged across all residential uses in all markets.   
 
The benefits of this option are that it establishes clarity, minimizes confusion and minimizes 
administrative functions.  While this option would apply the fee to all projects, including those 
located in market conditions that the pro formas concluded may be infeasible, most new 
development projects occurring in the Low market conditions likely reflect improving 
submarket conditions not reflected in the broader three market segments analyzed in this 
report.   
 
The estimated annual revenues that could potentially be generated by the application of these 
fee program options are shown on the next page. 
 
Adjustment for Density Bonus Programs and 100 Percent Affordable Projects 
Due to the anticipated different treatment for both density bonus programs and 100 percent 
affordable projects (e.g., “credit” for affordable units provided directly in these cases; see next 
chapter), the revenue estimates exclude the square feet for these projects.   
 
Adjustment for Minimum Project Size 
Many cities exempt fees for smaller projects in order to encourage infill and accommodate 
small businesses.  For this study, multifamily rental, multifamily condo, and single family 
attached projects with less than five units are analyzed as a potential exempt minimum project 
size (see footnote c on following table for historic distribution of residential projects by number 
of units in project). Single family detached units were assumed to not be subject to this 
exemption for revenue-estimating purposes.   
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Total

Use

Low 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Med 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

High 
Feasible Fee 

per Sq. Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Max Annual Rev 
Adjusted for 

Minimum Project 
Size (c)

Multifamily Rental* -$             1,216,635 18.00$         1,838,784 24.00$          4,618,450 7,673,869 143,940,909$    135,304,454$         
Single Family Detached -$             459,831 31.00$         1,035,134 48.63$          2,182,417 3,677,381 138,220,057$    138,220,057$         
Single Family Attatched -$             167,954 26.00$         4,783 32.00$          117,219 289,956 3,875,358$        3,875,358$             
Multifamily Condominium -$             31,942 22.00$         100,758 45.00$          152,785 285,485 9,092,010$        6,000,726$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 295,128,333$    283,400,595$         
* Multifamily Rental sq.ft. is net of density bonus & 100% aff projects.  

Total

Use

Low 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Med 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Max Annual Rev 
Adjusted for 

Minimum Project 
Size (c)

Multifamily Rental* -$             1,216,635 18.00$         1,838,784 18.00$          4,618,450 7,673,869 116,230,209$    109,256,396$         
Single Family Detached -$             459,831 31.00$         1,035,134 31.00$          2,182,417 3,677,381 99,744,053$      99,744,053$           
Single Family Attatched -$             167,954 26.00$         4,783 26.00$          117,219 289,956 3,172,045$        3,172,045$             
Multifamily Condominium -$             31,942 22.00$         100,758 22.00$          152,785 285,485 5,577,951$        3,681,448$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 224,724,258$    215,853,942$         
* Multifamily Rental sq.ft. is net of density bonus & 100% aff projects.  

Total

Use

Low 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Med 
Feasible 

Fee per Sq. 
Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

High 
Feasible Fee 

per Sq. Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Max Annual Rev 
Adjusted for 

Minimum Project 
Size (c)

Multifamily Rental* -$             1,216,635 -$             1,838,784 24.00$          4,618,450 7,673,869 110,842,800$    104,192,232$         
Single Family Detached -$             459,831 -$             1,035,134 48.63$          2,182,417 3,677,381 106,130,917$    106,130,917$         
Single Family Attatched -$             167,954 -$             4,783 32.00$          117,219 289,956 3,751,005$        3,751,005$             
Multifamily Condominium -$             31,942 -$             100,758 45.00$          152,785 285,485 6,875,331$        4,537,719$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 227,600,053$    218,611,873$         
* Multifamily Rental sq.ft. is net of density bonus & 100% aff projects.  

Total

Use
Lowest Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Lowest Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Lowest Fee 
per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual 

Revenue

Max Annual Rev 
Adjusted for 

Minimum Project 
Size (c)

Multifamily Rental* 18.00$         1,216,635 18.00$         1,838,784 18.00$          4,618,450 7,673,869 138,129,638$    129,841,860$         
Single Family Detached 18.00$         459,831 18.00$         1,035,134 18.00$          2,182,417 3,677,381 66,192,865$      66,192,865$           
Single Family Attatched 18.00$         167,954 18.00$         4,783 18.00$          117,219 289,956 5,219,208$        5,219,208$             
Multifamily Condominium 18.00$         31,942 18.00$         100,758 18.00$          152,785 285,485 5,138,730 3,391,562$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 214,680,442$    204,645,495$         
* Multifamily Rental sq.ft. is net of density bonus & 100% aff projects.  

Notes:
a) Sq.Ft. for each land use based on avg. annual permit data adjusted to waive density bonus & 100% aff projects, as follows:

All Units 
Built

Total Sq. Ft. 
Built

Units in 
Density 
Bonus 

Projects

100% 
Affordable 

Projects

Units Built 
Net of 

Density 
Bonus & 

Affordable
Net Sq. Ft. 

Built
Multifamily Rental 8,268 9,791,525 1,344 444 6,480 7,673,869
Single Family Detached 990 3,677,381 0 0 990 3,677,381
Single Family Attached 124 289,956 0 0 124 289,956
Multifamily Condominium 142 285,485 0 0 142 285,485
Total 9,524 14,044,347 1,344 444 7,736 11,926,691

b) Allocation of Sq. Ft. per Market Area category- based on geocoding of all permits excluding density bonus and 100% affordable projects:
% Sq.Ft. in 

Low Markets
% Sq.Ft. in 

Med Markets
% Sq.Ft. in 

High 
Multifamily Rental 15.9% 24.0% 60.2%
Single Family Detached 12.5% 28.1% 59.3%
Single Family Attached 57.9% 1.6% 40.4%
Multifamily Condominium 11.2% 35.3% 53.5%

c) Adjusted for minimum project size (5+ units)
Below Min 

Project Size
Above Min 

Project Size
Multifamily Rental 6% 94%
Single Family Detached NA NA
Single Family Attached 0% 100%
Multifamily Condominium 34% 66%

Option A - Match Fee to Market Conditions

Option B - Medium Market Fees Applied to Both Med & High Zones

Option C - Fee in High Market Zones Only

Low Market Medium Market High Market

Annual Average 2011-2015

Low Market Medium Market High Market

Low Market Medium Market High Market

Option D - Lowest Residential Feasible Fee Charged Citywide
Low Market Medium Market High Market

Estimates do not include possible exemptions and waivers under consideration, other than for project size, density bonus projects, & 
100% affordable projects 

  

TABLE 27: REVENUE ESTIMATES OF FEE PROGRAM OPTIONS, ANNUAL AVERAGE 
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Also similar to the commercial fee revenue estimates, two Specific Plans (West Los Angeles 
and the Coastal Transportation Corridor) currently charge a range of TIA fees and both have 
been proposed for increases in these fees.  The map below shows the location of the TIAs and 
following pages show the effect of incorporating these proposed fees and charging a net 
feasible fee for affordable housing in those two Specific Plan areas. 
 
 

 
  

FIGURE 13: RESIDENTIAL MARKET AREAS AND TIAS 
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Estimates do not incorporate exemptions and waivers under consideration other than density bonus projects & 100% 
affordable projects. 

 
Footnotes shown on next page 
  

TABLE 28: RESIDENTIAL ESTIMATE FEE REVENUES WITH TIA ADJUSTMENTS 

Total

Use
Low Feasible 

Fee per Sq. Ft.
Annual Avg. Sq. 

Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

High Feasible 
Fee per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Multifamily Rental* outside TIAs -$                1,216,635 18.00$            1,838,784 24.00$               3,851,063 6,906,482 125,523,623$          
Multifamily Rental* in TIAs -$                0 13.46$            0 19.46$              767,387 767,387 14,932,681$            

Single Family Detached outside TIAs -$                459,831 31.00$            1,020,424 48.63$               1,719,066 3,199,322 115,231,348$          
Single Family Detached in TIAs -$                0 25.64$            14,710 43.27$              463,350 478,060 20,425,440$            

Single Family Attatched outside TIAs -$                167,954 26.00$            4,783 32.00$               60,967 233,705 2,075,311$              
Single Family Attatched in TIAs -$                0 21.74$            0 27.74$              56,251 56,251 1,560,620$             

Multifamily Condominium outside TIAs -$                31,942 22.00$            87,911 45.00$               90,835 210,688 6,021,618$              

Multifamily Condominium in TIAs -$                0 17.27$            12,847 40.27$              61,950 74,797 2,716,654$             
Total 1,876,362 2,979,458 7,070,871 11,926,691 288,487,297

Total

Use
Low Feasible 

Fee per Sq. Ft.
Annual Avg. Sq. 

Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

Med Feasible 
Fee per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Multifamily Rental* outside TIAs -$                1,216,635 18.00$            1,838,784 18.00$               3,851,063 6,906,482 102,417,245$          
Multifamily Rental* in TIAs -$                0 13.46$            0 13.46$              767,387 767,387 10,328,360$            

Single Family Detached outside TIAs -$                459,831 31.00$            1,020,424 31.00$               1,719,066 3,199,322 84,924,206$            
Single Family Detached  in TIAs -$                0 25.64$            14,710 25.64$              463,350 478,060 12,256,578$            

Single Family Attatched outside TIAs -$                167,954 26.00$            4,783 26.00$               60,967 233,705 1,709,507$              
Single Family Attatched in TIAs -$                0 21.74$            0 21.74$              56,251 56,251 1,223,111$             

Multifamily Condominium outside TIAs -$                31,942 22.00$            87,911 22.00$               90,835 210,688 3,932,416$              
Multifamily Condominium in TIAs -$                0 17.27$            12,847 17.27$              61,950 74,797 1,291,798$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 218,083,221

Total

Use
Low Feasible 

Fee per Sq. Ft.
Annual Avg. Sq. 

Ft.  (a)(b)

Med Feasible 
Fee per Sq. 

Ft.
Annual Avg. 
Sq. Ft.  (a)(b)

High Feasible 
Fee per Sq. Ft.

Annual Avg. 
Sq. Ft.  (a)(b)

Annual Avg. 
Sq. Ft.

Potential Max 
Annual Revenue

Multifamily Rental* outside TIAs -$                1,216,635 -$                1,838,784 24.00$               3,851,063 6,906,482 92,425,515$            
Multifamily Rental* in TIAs -$                0 -$               0 19.46$              767,387 767,387 14,932,681$            

Single Family Detached outside TIAs -$                459,831 -$                1,020,424 48.63$               1,719,066 3,199,322 83,598,204$            
Single Family Detached  in TIAs -$                0 -$               14,710 43.27$              463,350 478,060 20,048,314$            

Single Family Attatched outside TIAs -$                167,954 -$                4,783 32.00$               60,967 233,705 1,950,959$              
Single Family Attatched in TIAs -$                0 -$               0 27.74$              56,251 56,251 1,560,620$             

Multifamily Condominium outside TIAs -$                31,942 -$                87,911 45.00$               90,835 210,688 4,087,570$              
Multifamily Condominium in TIAs -$                0 -$               12,847 40.27$              61,950 74,797 2,494,780$             

Total 1,876,362 2,979,458 7,070,871 11,926,691 221,098,643
* Multifamily Rental sq.ft. is net of density bonus & 100% aff projects.  

Option D would not be affected by the presence of TIAs.

Option A - Citywide Fee Per Market Area Zones
Low Market Medium Market High Market

Option B - Citywide Fee with Med Fee Applied to Both Med & High Zones
Low Market Medium Market High Market

Option C - Fee in High Market Zones Only
Low Market Medium Market High Market
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Notes:
a) Sq.Ft. for each land use based on avg. annual permit data adjusted to waive density bonus & 100% aff projects, as follows:

All Units Built
Total Sq. Ft. 

Built

Units in 
Density Bonus 

Projects

100% 
Affordable 

Projects

Units Built Net 
of Density 

Bonus & 
Affordable

Net Sq. Ft. 
Built

Multifamily Rental 8,268 9,791,525 1,344 444 6,480 7,673,869
Single Family Detached 990 3,677,381 0 0 990 3,677,381
Single Family Attached 124 289,956 0 0 124 289,956
Multifamily Condominium 142 285,485 0 0 142 285,485
Total 9,524 14,044,347 1,344 444 7,736 11,926,691

b) Allocation of Sq. Ft. per Market Area category- based on geocoding of all permits excluding density bonus and 100% affordable projects:
% Sq.Ft. in 

Low Markets
% Sq.Ft. in Med 

Markets
% Sq.Ft. in 

High Markets
Multifamily Rental 15.9% 24.0% 60.2%
Single Family Detached 12.5% 28.1% 59.3%
Single Family Attached 57.9% 1.6% 40.4%
Multifamily Condominium 11.2% 35.3% 53.5%

c) Adjusted for minimum project size (5+ units)
Below Min 

Project Size
Above Min 

Project Size
Multifamily Rental 6% 94%
Single Family Detached 68% 32%
Single Family Attached 0% 100%
Multifamily Condominium 34% 66%

d) Figures overestimate revenue if TIA fees are accounted for in two specific plan aras where TIA fees are charged. The highlighted figures represent the maximum fee for each
prototype, which are used in the above calculation. The proposed TIA fees are (fees per unit converted to square foot fees based on unit sizes used for the pro forma analysis): 

West LA CTCSP West LA CTCSP West LA CTCSP
Multifamily Rental 4.54$               4.04$                 13.46$            13.96$            19.46$               19.96$          
Single Family Detached 3.31$               5.36$                 27.69$            25.64$            45.32$               43.27$          
Single Family Attached 4.26$               3.79$                 21.74$            22.21$            27.74$               28.21$          
Multifamily Condominium 4.73$               4.21$                 17.27$            17.79$            40.27$               40.79$          

Allocation of Sq. Ft. per Market Area category within TIAs

% Units in Low
% of Units in 

Med
%  of Units in 

High
Total Activity 

in TIAs
Multifamily Rental 0.0% 0.0% 10.0% 10.0%
Single Family Detached 0.0% 0.4% 12.6% 13.0%
Single Family Attached 0.0% 0.0% 19.4% 19.4%
Multifamily Condominium 0.0% 4.5% 21.7% 26.2%

Annual Average 2011-2015

Proposed TIA Fees Max Supportabe Fee - Medium Max Supportabe Fee - High
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In summary, the range of fee program options and their associated revenues for an average 
year are as follows: 
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Potential Max Rev Before Adjustments

Max Annual Revenue Ajdusted for Min Project Size

Max Annual Revenue Adjusted for TIA Fees

FIGURE 14: ESTIMATE OF POTENTIAL ANNUAL RESIDENTIAL FEE REVENUE 
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Considerations for Implementation 
 
Fees by Geographic Area 
Similar to the commercial fee discussion of implementation earlier in this report, the City of 
Los Angeles could adopt a market-rate residential fee schedule which varies the required fee 
by geographic area, as related to market condition.  Further variations of this approach, which 
would match the feasible fee to the geographic area, are then possible to structure.   
 
Phase-In of Fee Schedule 
A key component of adopting a commercial fee in Los Angeles will be the phase-in schedule.  
Most notably, most cities when first adopting a fee like this, set a future date for its 
implementation, and also define and waive current “pipeline” projects which would have been 
started without knowledge of this fee.  Moreover, to mitigate the initial perceived “shock to the 
system” of a new residential fee, a phase-in schedule would help to mitigate this risk.   
 
For these reasons, it is recommended that if Los Angeles adopts a residential fee program, it 
should consider a two-year phased-in schedule when initially implemented.  The fee schedule, 
for example, could be set at half of the full fee for the first year of applicability, rising to the full 
100 percent of the fee on projects seeking building permits 12 months later and beyond.   
 
Fee Exemptions and Waivers 
As profiled in the case studies of commercial fees, other cities in California have variable 
approaches to making categories of land use either exempt from residential fees or waiving 
fees under certain conditions.   
 
Fee Exemptions 
This study was conducted assuming that 100 percent affordable housing projects residential 
projects would be exempt from residential fees since affordable housing is being provided.  
Los Angeles could also exempt projects smaller than a certain size threshold, as discussed 
earlier in this study.   
 
Fee Waivers 
The next chapter explores the Los Angeles Density Bonus Program, which involves market-rate 
residential projects incorporating affordable units in exchange for additional allowable floor 
area ratio (FAR) in conformance with state law.  This program means that these projects are 
already providing affordable units within the same project, although the levels of required 
affordable units to achieve FAR increases are lower than the nexus study levels of affordable 
housing need identified as generated from current market rate projects.   
 
The revenue estimates for the residential fee included an example adjustment that can also 
be built into the regulations for Transportation Investment Areas (TIAs), which are currently 
applicable only to the Specific Plans for West Los Angeles and the Coastal Transportation 
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Corridor.  In the even other areas of Los Angeles have the eventual need to adopt area 
transportation impact fees, the residential fee could be partially waived (reduced) to 
accommodate those other fees.   
 
Another kind of waiver could be considered in cases where developers are applying to build 
inexpensive market rate homes in Low or Medium market areas on small lots (can be attached 
or detached units); these units are typically built with inexpensive finishes and sold at relatively 
inexpensive sale prices.  Analysis for this report, and discussions with builders of these 
products, indicated concern for the ability to absorb a linkage fee and still provide this type of 
unit.  If such units were sold at prices that served a policy objective (such as ownership 
housing serving 110 percent AMI households), a reduction or waiver in the fee may help limit 
this type of potential overlap between policy objectives. 
 
Finally, most cities allow for a waiver request if a) economic hardship can be demonstrated or 
b) if lesser affordable housing job impacts can be demonstrated.  Excluding the issue of the 
planned increase in minimum wage, it is recommended that these two options be narrowly 
allowed per legal requirements, but not more broadly offered, to minimize administrative 
burden on staff.   
 
Timing of Fee Calculation and Payment 
As profiled in the case studies, most cities charge the residential fee prior to or at the time of 
building permit issuance.  Several cities split up the payments, allowing for partial payment 
later (at Certificate of Occupancy), while a few cities spread payments even farther apart over 
time, allowing for essentially a payment plan or the choice of an upfront net present value 
payment of the entire amount. 
 
For several reasons, it is recommended that for the City of Los Angeles, the fee payment be 
split only into at most, two equal installments – at the time of building permit issuance and at 
the time of Certificate of Occupancy.  This recommendation is made at this limited level, due to 
the overarching immediate need to create a permanent source of funding for affordable 
housing.   
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Additional Considerations 
Effect of Los Angeles Minimum Wage Phase-In Schedule 
 
In 2015, the Los Angeles City Council passed a City Minimum Wage Ordinance that will 
increase the minimum wage to $15 per hour for all employers in the City, with increases in the 
minimum wage phased in between 2016 and 2021.  Employers with more than 25 employees 
will be required to reach the $15 minimum wage by 2020, while some nonprofit organizations 
and employers with 25 or fewer employees are eligible to receive an additional year to reach 
the $15 minimum wage.  This section provides an analysis of the potential impact of the City’s 
minimum wage ordinance on the legal maximum commercial linkage and affordable housing 
impact fee calculations presented in the preceding sections of this report. 
 
Methodology 
BAE analyzed the potential impacts of the increase in the minimum wage by determining the 
household AMI levels for workers that will earn the new minimum wage and adjusting the 
household income distribution among the workers generated by each residential or 
commercial land use type accordingly.  BAE then re-calculated the maximum fee based on the 
adjusted household income distribution.  This section provides an overview of the methodology 
used to analyze the potential impacts of the minimum wage ordinance on the maximum legal 
fee calculations.  Calculation tables and additional detail about the methodology used in this 
analysis are shown in Appendix E.   
 
Step 1: Determine the AMI band for households at the new minimum wage.  The $15 per hour 
minimum wage that will apply to most employers in 2020 is equivalent to an estimated wage 
of $13.33 per hour in 2016 dollars, translating to an annual income equal to approximately 
$27,700 for a full-time employee.  Assuming 1.77 workers per worker household, the 
estimated annual household income for an employee working full time at minimum wage 
would be approximately $48,900.  According to 2016 HCD income limits for a household in 
Los Angeles County, a household earning an income of $48,900 falls within the low-income 
AMI band for two- to five-person households. 
 
Step 2: Adjust the household income distribution for workers generated by new development.  
Based on the findings from Step 1, all worker households that fall into the extremely low- or 
very low-income AMI bands under current minimum wage requirements would fall into the low-
income AMI band following an increase in the minimum wage to $15 in 2020.  For each 
residential product type and commercial land use analyzed in the preceding maximum fee 
calculations, the household income distribution among worker households was adjusted by 
moving all extremely low- and very low-income households into the low-income AMI band. 
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Step 3: Re-calculate the maximum legal fees using the adjusted AMI distributions.  Step 2 
results in an income distribution that shows a reduction in extremely low- and very low-income 
households (to zero) and a commensurate increase in low-income households.  Since the 
subsidy gap for low-income units is smaller than the subsidy gap for extremely low- or very low-
income units, the cost associated with providing housing for households below the moderate 
income level decreases somewhat as extremely low- and very low-income households shift to 
become low-income households.  The reduced cost of providing affordable housing translates 
directly to a lower maximum legal fee due to the increase in the minimum wage. 
 
Findings 
The increase in the City of Los Angeles minimum wage is not expected to impact the 
recommended fee rates, despite anticipated reductions in the maximum legal fees. 
 
Although the increase in the minimum wage will decrease the maximum legal commercial 
linkage fee, the maximum legal fee will still be higher than the anticipated fee rate.  As shown 
in Error! Reference source not found., the planned increase in the minimum wage will 
decrease the maximum legal fee for each of the eight commercial land uses, resulting in 
maximum legal fees that range from approximately $100 per square foot to $261 per square 
foot, depending on the specific use.  These lower maximum legal fees are nonetheless 
significantly higher than the feasible fee rates and the fees likely to be adopted by the City.  In 
the event that the City adopts fee rates that are higher than those shown in the table below, it 
may necessary for the City to revisit the fee rates following implementation of the minimum 
wage increase. 
 
TABLE 29: MAXIMUM LEGAL COMMERCIAL FEE, FUTURE MINIMUM WAGE 

 
 
Similarly, the increase in the minimum wage will decrease the maximum legal affordable 
housing impact fee, though not below the anticipated fee rates.  As shown in Error! Reference 
source not found., the planned increase in the minimum wage will decrease the maximum 
legal fee for each of the four residential product types, resulting in maximum legal fees that 
range from approximately $59,600 per unit to $124,300 per unit.  However, the maximum 
legal fees will remain higher than the fee rates likely to be adopted by the City.  In the event 
that the City adopts fee rates that are higher than those shown in the table below, it may 
necessary for the City to revisit the fee rates following implementation of the minimum wage 
increase. 

Hotel/
Office Retail Industrial Motel Warehouse Hospital Institutional

Maximum Legal Fee (per sq. ft.)
With Current (2016) Minimum Wage $248 $309 $131 $133 $118 $196 $197
With Increased Minimum Wage in 2020 $213 $261 $112 $114 $100 $169 $168

Note:
See detailed calculations in Appendix I.
Source: BAE, 2016.



 

 86

 
TABLE 30: MAXIMUM LEGAL HOUSING FEE UNDER FUTURE MINIMUM WAGE REQUIREMENTS 

 
 
 
Option to Provide On-Site Units 
 
Many cities with market-rate housing fees provide the option to developers to waive these fees 
if on-site affordable units are provided instead.  This section calculates the proportion of 
affordable units that would need to be provided on-site for this option, and is based on the 
analysis of affordable housing need generated by new market-rate units in Los Angeles, as 
previously presented in shown in Table 24. 
 
Table 31 shows the proportion of units that would be required to fully address the need for 
affordable units generated by market-rate units on site in mixed-income developments.  This 
analysis uses the base 100 market-rate units in each of the development prototypes that were 
identified in the maximum fee calculations shown in this report, and adds the affordable unit 
need generated by these market-rate units to the project in order to demonstrate the number 
of units and income mix needed to address this need on site.  For example, the figures in 
Table 24 show that 100 units of market-rate multifamily rental housing generate a need for 
22.8 affordable units.  The figures in Table 31 therefore assume a hypothetical 122.8-unit 
project comprised of 100 market-rate units and the 22.8 affordable units that are needed to 
address the affordable housing impacts of the market-rate units on site.  The figures in Table 
31 then calculate the numerical proportion of the total 122.8-unit project that would be 
comprised of units at each affordability level.   
 
Table 31 also provides a weighting of the proportion of units at each affordability level to 
convert the entire need into units that serve each affordability level in order to estimate the 
number of units that would need to be provided on site at a single affordability level.  As 
shown, the estimated proportions at single affordability levels are as follows: 

 Multifamily Rental: 11 percent at extremely-low income, 18 percent at very-low income, 
29 percent at low-income, or 44 percent at moderate income. 

 Condominiums: 12 percent at extremely-low income, 20 percent at very-low income, 
32 percent at low-income, or 48 percent at moderate income. 

 Single-Family Attached: nine percent at extremely-low income, 15 percent at very-low 
income, 25 percent at low-income, or 37 percent at moderate income. 

Multifamily Single-Family Single-Family
Rental Condominium Attached Detached

Maximum Legal Fee (per unit)
With Current (2016) Minimum Wage $84,964 $95,484 $69,900 $145,901
With Increased Minimum Wage in 2020 $72,437 $81,385 $59,578 $124,339

Note:
See detailed calculations in Appendix I.
Source: BAE, 2016.



 

 87

 Single-Family Detached: 17 percent at extremely-low income, 28 percent at very-low 
income, 44 percent at low-income, or 66 percent at moderate income. 

 
TABLE 31: ON-SITE UNITS NEEDED TO MITIGATE MARKET-RATE UNITS’ IMPACT 

 
 
  

Affordable Units Market- Total
Multifamily Rental ELI VLI LI Mod Total Rate Project (a)
Number of Units (b) 6.1 6.0 8.0 2.6 22.8 100 122.8
Percent of Total Project 5.0% 4.9% 6.5% 2.1% 18.5% 81.5% 100.0%
Percent of Total - Weighted to ELI (c) 10.9% 0.0% 0.0% 0.0% 10.9% 89.1% 100.0%
Percent of Total - Weighted to VLI (c) 0.0% 18.2% 0.0% 0.0% 18.2% 81.8% 100.0%
Percent of Total - Weighted to LI (c) 0.0% 0.0% 29.1% 0.0% 29.1% 70.9% 100.0%
Percent of Total - Weighted to Mod (c) 0.0% 0.0% 0.0% 43.6% 43.6% 56.4% 100.0%

Condominiums
Number of Units (b) 6.9 6.8 9.0 2.9 25.6 100 125.6
Percent of Total Project 5.5% 5.4% 7.1% 2.3% 20.4% 79.6% 100.0%
Percent of Total - Weighted to ELI (c) 12.0% 0.0% 0.0% 0.0% 12.0% 88.0% 100.0%
Percent of Total - Weighted to VLI (c) 0.0% 20.0% 0.0% 0.0% 20.0% 80.0% 100.0%
Percent of Total - Weighted to LI (c) 0.0% 0.0% 32.0% 0.0% 32.0% 68.0% 100.0%
Percent of Total - Weighted to Mod (c) 0.0% 0.0% 0.0% 48.0% 48.0% 52.0% 100.0%

Single-Family Attached
Number of Units (b) 5.0 5.0 6.6 2.1 18.7 100 118.7
Percent of Total Project 4.2% 4.2% 5.5% 1.8% 15.8% 84.2% 100.0%
Percent of Total - Weighted to ELI (c) 9.3% 0.0% 0.0% 0.0% 9.3% 90.7% 100.0%
Percent of Total - Weighted to VLI (c) 0.0% 15.5% 0.0% 0.0% 15.5% 84.5% 100.0%
Percent of Total - Weighted to LI (c) 0.0% 0.0% 24.8% 0.0% 24.8% 75.2% 100.0%
Percent of Total - Weighted to Mod (c) 0.0% 0.0% 0.0% 37.1% 37.1% 62.9% 100.0%

Single-Family Detached
Number of Units (b) 10.5 10.4 13.7 4.5 39.1 100 139.1
Percent of Total Project 7.6% 7.5% 9.8% 3.2% 28.1% 71.9% 100.0%
Percent of Total - Weighted to ELI (c) 16.5% 0.0% 0.0% 0.0% 16.5% 83.5% 100.0%
Percent of Total - Weighted to VLI (c) 0.0% 27.6% 0.0% 0.0% 27.6% 72.4% 100.0%
Percent of Total - Weighted to LI (c) 0.0% 0.0% 44.1% 0.0% 44.1% 55.9% 100.0%
Percent of Total - Weighted to Mod (c) 0.0% 0.0% 0.0% 66.2% 66.2% 33.8% 100.0%

Weighting Factors
AMI Levels 30% 50% 80% 120%
Weighting Factors - to ELI Units (d) 1.0 0.6 0.4 0.3
Weighting Factors - to VLI Units (d) 1.7 1.0 0.6 0.4
Weighting Factors - to LI Units (d) 2.7 1.6 1.0 0.7
Weighting Factors - to Mod Units (d) 4.0 2.4 1.5 1.0

Notes:
(a) "Total Project" includes all 100 market-rate units in the sample project plus the affordable housing need generated
by these 100 units.
(b) From Table 24.
(c) Weighting to income levels represents a conversion of the percent of affordable units by AMI level into a single
AMI band, based on the weighting factors shown in the table and described in footnote (d).
(d) Weighting factor = (%AMI threshold units are weighted to)/(% AMI threshold of weighted unit type).  For
example, the weighting factor to convert VLI units into LI units = 80%/50%, since 80% is the AMI level for LI units
and 50% is the AMI level for VLI units.
Source: BAE, 2016.
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Voluntary Density Bonus vs. Market-Rate Housing Fee 
 
This section provides an overview of the use of the California State Bonus Law in the City of 
Los Angeles, compares the outcomes from the Density Bonus to the potential outcomes of the 
market-rate housing fee analyzed in this study, and provides a policy options for the 
implementation of the market-rate housing fee in combination with the State Density Bonus. 
 
California Density Bonus Overview 
The California State Density Bonus Law (California Government Code Sections 65915 through 
65918) entitles developers to certain development incentives for projects that include a 
prescribed amount of affordable housing.  For developers, the State Density Bonus Law is a 
voluntary, incentive-based program, which allows developers to opt in on a project-by-project 
basis in exchange for incentives.  All cities in California are mandated by State Law to adopt 
the State Density Bonus. 
 
Depending on the share of affordable units provided, development incentives under the State 
Density Bonus Law include up to a 35 percent increase in density over the density otherwise 
allowed on the project site.  Projects in which at least 10 percent of units are affordable to low-
income households or five percent of units are affordable to very low income households are 
eligible for a 20 percent density bonus, while projects with higher proportions of affordable 
units are eligible for larger density bonuses.  In addition, condominium developments, planned 
developments, and stock cooperatives are eligible for a five percent density bonus if at least 
ten percent of units are moderate-income units, with density bonuses up to 35 percent for 
larger proportions of moderate-income units. 
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TABLE 32: CALIFORNIA STATE DENSITY BONUS PROVISIONS 

 
 
Use of State Density Bonus in Los Angeles 
Use of the density bonus is fairly common among recent residential developments in Los 
Angeles.  Between 2011 and 2015, 7,915 market-rate and affordable units were developed in 
density bonus projects in Los Angeles, accounting for 17 percent of all units built in the City, as 
shown in Table 33, not including 100 percent affordable developments that received a density 
bonus.  Of this total, 683 units in density bonus projects were very low-, low-, or moderate-
income units, a number equal to nine percent of the total number of market-rate units in 
density bonus projects. 
  

Density Bonus by Affordability Level
Affordable Unit Very Low Low Income Moderate
Percentage (a) Income Units Units Income Units

5% 20.0% N/A N/A
6% 22.5% N/A N/A
7% 25.0% N/A N/A
8% 27.5% N/A N/A
9% 30.0% N/A N/A

10% 32.5% 20.0% 5.0%
11% 35.0% 21.5% 6.0%
12% 35.0% 23.0% 7.0%
13% 35.0% 24.5% 8.0%
14% 35.0% 26.0% 9.0%
15% 35.0% 27.5% 10.0%
16% 35.0% 29.0% 11.0%
17% 35.0% 30.5% 12.0%
18% 35.0% 32.0% 13.0%
19% 35.0% 33.5% 14.0%
20% 35.0% 35.0% 15.0%
21% 35.0% 35.0% 16.0%
22% 35.0% 35.0% 17.0%
23% 35.0% 35.0% 18.0%
24% 35.0% 35.0% 19.0%
25% 35.0% 35.0% 20.0%
26% 35.0% 35.0% 21.0%
27% 35.0% 35.0% 22.0%
28% 35.0% 35.0% 23.0%
29% 35.0% 35.0% 24.0%
30% 35.0% 35.0% 25.0%
31% 35.0% 35.0% 26.0%
32% 35.0% 35.0% 27.0%
33% 35.0% 35.0% 28.0%
34% 35.0% 35.0% 29.0%
35% 35.0% 35.0% 30.0%
36% 35.0% 35.0% 31.0%
37% 35.0% 35.0% 32.0%
38% 35.0% 35.0% 33.0%
39% 35.0% 35.0% 34.0%
40% 35.0% 35.0% 35.0%

Note:
(a) Affordable unit percentage applies the base (i.e., without
density bonus) density.  Calculation of the share of affordable units is 
conducted before adding market-rate units added by the density bonus.
Sources: CA Government Code Sections 65915-65918; BAE, 2016.
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Among multifamily rental developments, 6,722 market-rate and affordable units were in 
projects that received a density bonus between 2011 and 2015, amounting to 16 percent of 
multifamily rental units permitted in Los Angeles during this period.  Multifamily rental 
developments that received a density bonus generated 585 affordable units, a number 
equivalent to 10 percent of the number of market-rate units in density bonus projects.  
Condominium developments that received a density bonus between 2011 and 2015 included 
1,193 market-rate and affordable units, comprising 19 percent of all units in the City during 
the same period.   
 
Density bonus projects produced 98 affordable for-sale units, a number equal to nine percent 
of all units in density bonus projects. 
 
TABLE 33: UNITS IN DENSITY BONUS PROJECTS, CITY OF LOS ANGELES, 2011-2015 

 
Comparison of Density Bonus to Market-Rate Housing Fee 
 
On a project-by-project basis, the density bonus does not generate enough units to meet the 
affordable housing need generated by the market-rate units in density bonus projects.  As 
detailed in the section of this report that shows the maximum market-rate housing fee 
calculations and shown in Table 34 below, 100 units of market-rate multifamily housing 
generates a need for 22.8 affordable units.  Mixed-income (i.e., not 100 percent affordable) 
density bonus projects built in Los Angeles between 2011 and 2015 produced 9.5 affordable 
multifamily rental units for each 100 units of market-rate multifamily rental housing, falling 
13.2 units short of the need.  Similarly, 100 market-rate condominium units generate a need 

Multifamily
Rental Condominium Total

Very Low (AMI up to 50%) 497 95 592
Low (AMI 50%-80%) 73 2 75
Moderate (AMI 80%-120%) 15 1 16
Affordable Unit Total 585 98 683

Market-Rate Units in Density Bonus Projects 6,137 1,095 7,232
Total Units in Density Bonus Projects 6,722 1,193 7,915

Affordable Units as a % of Market-Rate Units in Density Bonus Projects 9.5% 8.9% 9.4%

Total Units Permitted in City (Density Bonus Projects + Other Projects) 41,341 6,280 47,621
Units in Density Bonus Projects as a Share of All Units Permitted 16.3% 19.0% 16.6%

Note:
Figures exclude projects that are comprised only of affordable units.
Sources: City of Los Angeles, 2011-2015; BAE, 2016.
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for 25.6 affordable units, while condominium projects that receive a density bonus generated 
8.9 affordable units per 100 market-rate units between 2011 and 2015.17   
 
TABLE 34: COMPARISON OF DENSITY BONUS OUTCOMES TO HOUSING FEE OUTCOMES 

 
 
Application of Fee Program to Density Bonus Projects 
The City of Los Angeles can elect to charge market-rate housing fees on the market-rate units 
in density bonus projects.  As discussed above, the City may choose to waive market-rate 
housing fees on projects in which a defined proportion of units are affordable to lower-income 
households, which could include density bonus projects that meet the designated affordability 
threshold.   
 
Table 35 below compares the proportion of affordable units in density bonus projects to the 
proportions needed to fully address the need generated by market-rate units on site, as shown 
in Table 31 above.  The figures in Table 35 demonstrate that, with the exception of single-
family attached projects, density bonus projects providing the minimum number of units 
necessary to receive the maximum density bonus under State Law result in fewer affordable 
units than needed to fully address the need for affordable units within the development.  
                                                      
 
17 The historic yield of affordable units in density bonus projects is used here, because the state density bonus program allows a 
range of affordable units, starting at 5 percent.  Thus, actual choices made and units produced, is the best indicator of expected 
future production of affordable housing using the bonus program.   

Multifamily
Shortfall of Density Bonus Program in Mitigating Affordable Housing Impacts Rental Condominium
Affordable Housing Need Generated by 100 Market-Rate Units (a) 22.8 25.6
Affordable Units per 100 Market-Rate Units in Density Bonus Projects (b) 9.5 8.9
Shortfall using Density Bonus Program 13.2 16.6

Shortfall of Fee Program in Mitigating Affordable Housing Impacts
Affordable Housing Need Generated by 100 Market-Rate Units (a) 22.8 25.6
Maximum Legal Market-Rate Housing Fee (per unit) (c) $84,964 $95,484
Recommended Market-Rate Housing Fee (per unit) (d)

Medium Market $23,805 $37,571
High Market $31,740 $76,849

Recommended Fee as a % of Maximum Legal Fee
Medium Market 28.0% 39.3%
High Market 37.4% 80.5%

Affordable Units from Fees from 100 Market-Rate Units (e)
Medium Market 6.4 10.1
High Market 8.5 20.6

Shortfall using Fee Program
Medium Market 16.4 15.5
High Market 14.3 5.0

Notes: 
(a) Affordable housing need from maximum fee calculations presented in a preceding section of this report.
(b) Based on the data in Table 29 above.
(c) Maximum legal fee from the maximum fee calculations presented in a preceding section of this report.  
(d) Recommended fee from the analysis presented in a preceding section of this report.
(e) Affordable Housing Need Generated by 100 Market-Rate Units x Recommended Fee as a % of Maximum Legal Fee.
This represents the amount of affordable housing need that could be addressed by fees from 100 market-rate units.
Source: BAE, 2016.
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These figures indicate that the City could provide market-rate housing fee waivers for 
residential developments that provide a larger share of affordable units than the State Density 
Bonus Law addresses.  This could incentivize the provision of a larger number of affordable 
units on site and provide flexibility for developers that may elect to provide additional 
affordable units in exchange for a fee waiver. 
 
TABLE 35: AFFORDABLE HOUSING YIELD FROM UNITS ON SITE 

 
  

Affordable Units Market-Rate Units Total
Very Low Income VLI LI Mod Total Base Bonus Total Project
Number of Units in Density Bonus Project (a) 11 0 0 11 89 35 124 135
Percent of Total in Density Bonus Project 8.1% 0.0% 0.0% 8.1% 65.9% 25.9% 91.9% 100.0%

Percent of Total to Address Need (b) 18.2% 0.0% 0.0% 18.2% 81.8% 0.0% 81.8% 100.0%

Low Income
Number of Units in Density Bonus Project (a) 0 20 0 20 80 35 115 135
Percent of Total in Density Bonus Project 0.0% 14.8% 0.0% 14.8% 59.3% 25.9% 85.2% 100.0%

Percent of Total to Address Need (b) 0.0% 29.1% 0.0% 29.1% 70.9% 0.0% 70.9% 100.0%

Moderate Income
Number of Units in Density Bonus Project (a) 0 0 40 40 60 35 95 135
Percent of Total in Density Bonus Project 0.0% 0.0% 29.6% 29.6% 44.4% 25.9% 70.4% 100.0%

Percent of Total to Address Need - Condo (b) 0.0% 0.0% 48.0% 48.0% 52.0% 0.0% 52.0% 100.0%
Percent of Total to Address Need - SFA (b) 0.0% 0.0% 37.1% 37.1% 62.9% 0.0% 62.9% 100.0%
Percent of Total to Address Need - SFD (b) 0.0% 0.0% 66.2% 66.2% 33.8% 0.0% 33.8% 100.0%

Notes:
(a) Assumes the minimum proportion of affordable units necessary to receive the maximum density bonus under State law.
(b) See Table 31 and accompnaying text.  Percentages for multifamily rental units used for projects with very low income
or low income units.  Percentages for for-sale unit types used for projects with moderate income units.
Source: BAE, 2016.
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Appendix A: Commercial Fee Case Studies 
The following profiles commercial linkage fee programs established in cities throughout 
California.  First, larger cities’ programs are summarized, including San Francisco, 
Sacramento, Oakland, and San Diego.  Next, several smaller cities located near Los Angeles 
are profiled to provide context for more localized real estate economics and policy 
considerations. 
 
It should be noted that these profiles are not exhaustive; numerous other smaller cities in 
California have adopted or are currently considering adopting commercial impact fees for 
affordable housing.  However, given the large size of the City of Los Angeles, but with real 
estate markets specific to its economic base, this chapter seeks to profile both large city 
experiences along with smaller cities nearby facing similar affordable housing challenges.   
 
It should also be noted that the names of some of the commercial fee programs can be 
confusing’ some cities name these fee programs in terms of their objective (to create 
affordable housing), while others link program names to earlier nomenclature regarding jobs-
housing balance goals, and still others carry names associated with their purpose (e.g., to 
mitigate commercial development impacts).   
 
SAN FRANCISCO JOBS-HOUSING LINKAGE FEE PROGRAM 
 
Background 
One of the earliest cities to adopt a commercial impact fee, San Francisco established a jobs-
housing linkage fee program to support affordable housing production in 1981.  Early versions 
of the policy focused specifically on office development, but the law was expanded in 1996 to 
encompass retail and hotel uses.18 
 
In 2010, the Jobs-Housing Linkage Program (Program) was established in Section 413 of the 
San Francisco Municipal Code.  The Program was founded on the acknowledgement that the 
supply of housing in the City had not kept pace with the demand created by workers employed 
in large-scale commercial developments, and that the lack of supply requires many employees 
to live elsewhere in the Bay Area, resulting in long commutes as well as negative impacts on 
quality of life, environmental resources, and social equity. 
 
The Program applies to development projects of at least 25,000 gross square feet of 
entertainment, hotel, production/distribution/repair (PDR), office, research and development, 
retail, and/or small enterprise workspace.  Exemptions include grocery and pharmacy spaces 

                                                      
 
18 Keyser Marston Associates, Inc., “Residential Nexus Analysis – City and County of San Francisco.” 2007. PDF. Accessed 
6/23/16. http://sf-planning.org/sites/default/files/FileCenter/Documents/8380-FINAL%20Resid%20Nexus_04-4-07.pdf.  



 

 94

of a certain size, as well as other standard exemptions such as developments on property 
owned or leased by the federal government, State of California used exclusively for 
governmental or educational purposes, and developments on property owned by the San 
Francisco Redevelopment Agency or Port of San Francisco where application is prohibited by 
State or local law.19  Major phases and development projects that are part of the Mission Bay 
North and Mission Bay South Redevelopment Plans and Interagency Cooperation Agreements 
are also exempt. 
 
To fulfill the requirements of the Program, developers of commercial space have three options: 

1. Payment of the impact fee, calculated based on use type and size. 
2. Payment to a housing developer to construct a specified number of units based on use 

type (either monetary or by contributing land of equivalent value to the impact fee.) 
3. A combination of the above options. 

 
Payments are imposed as conditions of project approval.  If the project sponsor elects to 
provide a payment to housing developers instead of paying the impact fee, they must obtain 
written approval from the Director of the Mayor’s Office of Housing and Community 
Development (MOHCD). 
 
Fee Structure 
Fees are charged on a per gross square foot basis, excluding accessory parking, and vary by 
commercial use type.  The current fee schedule is shown below.   
 

 
                                                      
 
19 Free standing pharmacies not exceeding 50,000 square feet, general grocery retail not exceeding more than 75,000 square 
feet, and mixed-use space consisting of residential space and pharmacy retail space not exceeding 50,000 square feet, or 
general grocery retail space not exceeding 75,000 square feet are exempt from the requirements of the Jobs-Housing Linkage 
Program (Section 413.3(8)(A-C)).  

Use Fee per sq. ft.

Entertainment $22.42
Hotel $17.99
Integrated PDR $18.89
Institutional $0.00
Office $24.03
PDR $0.00
Research & Development $16.01
Retail $22.42
Small Enterprise Workspace $18.89

Note:
(a) Fees reflect those effective January 1, 2015.

Sources: SF Planning Code, Sec. 413, 2016; 
BAE, 2016.

SAN FRANCISCO FEES PER SQUARE FOOT OF COMMERCIAL DEVELOPMENT 
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Fees also apply to the replacement or change of use from PDR space occupied prior to April, 
2010 to another commercial use; however, the fee is significantly lower than that imposed for 
new construction.20   
 
In general, fees, payments, and/or transfer of land title(s) must be completed in full before 
issuance of the first construction document; however, the Board of Supervisors has adopted 
deferral mechanisms in the past.  For example, during the Great Recession, development 
projects in the pipeline were permitted to defer payment of the jobs-housing linkage fee, in 
addition to all other impact fees, to the point in time just prior to issuance of the first 
certificate of occupancy.  These deferrals were subject to a surcharge deposited into the 
Affordable Housing Fund.  This option expired in July 2013, though the language still exists in 
the Planning Code, in the event that the Board of Supervisors decides to reactivate such 
provisions. 
 
In the event that a project does not ever receive its first building permit, the fee may be 
refunded by contacting the Planning and Building Inspection Departments and submitting a 
request.  If a building permit has been issued and a developer has authorization to build but 
chooses not to proceed, the fee is nonrefundable.  
 
All monies generated by the impact fee and any lien proceedings are deposited into the 
Citywide Affordable Housing Fund, which is managed by the Mayor’s Office of Housing and 
Community Development (MOHCD) and used exclusively to increase the supply of housing 
affordable to qualifying households.  Unlike many other cities profiled in this report, funds may 
not be used for administrative or general overhead expenses. 
 
The Jobs-Housing Linkage Fee is updated periodically according to the annual percent change 
in the Construction Cost Index (CCI) for San Francisco. 
 
Payment to Housing Developer 
Should a commercial developer elect to fulfill Program requirements through payment or 
contribution of land to one or more housing developer(s), the housing developer(s) are 
required to construct a minimum of the number of housing units determined by the formula in 
the table below.  All housing units constructed pursuant to this option must be affordable to 
qualifying households continuously for 50 years.21  Similar to the fee, the magnitude of the 
payment to the housing developer depends on the use type.  Regardless of use type, the 
payment or value of land contributed must be at least equivalent to the amount of the impact 
fee.  Staff noted that this option is seldom, if ever, pursued. 

                                                      
 
20 To derive the fee for replacement or change of use from PDR occupied prior to April 2010 to another commercial use, $14.09 
is subtracted from the applicable fee listed in Table 1 (depending on the new use).  See Table 413.6B of Section 413.6 of the 
Municipal Code. 
21 San Francisco Municipal Code, Section 413.5 (Compliance by Payment to Housing Developer.) 
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Outcomes 
A 2012 report published by the San Francisco Controller’s Office notes, “Since fiscal year 
1988-89, $56,791,248 in Jobs-Housing Linkage fees has been deposited into the Citywide 
Affordable Housing Fund, and $12,735,030 in interest has been earned on the Citywide 
Affordable Housing Fund, which also includes Inclusionary Housing Fees.”22  At the time of the 
report’s publication, no commercial developers had opted to construct on- or off-site below 
market-rate units instead of paying the fee. 
 
In fiscal year 2014-2015, the Jobs-Housing Linkage Program contributed over $27 million to 
the Affordable Housing Fund’s ending balance of approximately $103 million as of June 30, 
2015.  In the same year, revenues in the Affordable Housing Fund assisted the development 
of 609 housing units for families, developmentally disabled persons, transition-age youth, low-
income individuals, and seniors.23 
 
Lessons Learned 
 
Clearly defined use categories leads to easier administration.  The specificity of San 
Francisco’s commercial use categories and clarity of the definition of these uses in the City’s 
land use classifications reduces the chance for misclassification of projects for which the jobs-
housing linkage fee is assessed.  City staff emphasized the importance of the clarity of these 
definitions in their ability to consistently and accurately apply the appropriate fee rate to new 
projects. 
 
Consider impacts on essential neighborhood services.  San Francisco’s exemption of most 
pharmacies and grocery stores reduces the possible negative impact on the provision of 
essential goods and services. 

                                                      
 
22 City and County of San Francisco Controllers Office, “FY 2011-12 Development Impact Fee Report.” November 30, 2012. 
Accessed 7/19/16. http://sfcontroller.org/sites/default/files/FileCenter/Documents/3770-ImpactReport_2011-12.pdf. 
23 Mayor’s Office of Housing and Community Development, “Annual Progress Report Fiscal Year 2014-2015.” PDF. Accessed 
7/15/16. http://sfmohcd.org/sites/default/files/Documents/MOHDC%20Annual%20Progress%20Report%20FY14-15.pdf.  

Housing Unit
Use Multiplier

Entertainment Gross sq. ft. x 0.00014
Hotel Gross sq. ft. x 0.00011
Office Gross sq. ft. x 0.00027
R&D Gross sq. ft. x 0.0002
Retail Gross sq. ft. x 0.00014

Sources: SF Planning Code, Sec. 413, 2016; 
BAE, 2016.

SAN FRANCISCO AFFORDABLE HOUSING REQUIREMENT, JOBS-HOUSING LINKAGE FEE 
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Land contribution and/or direct payment to residential developer are rarely used.  As is the 
case in Palo Alto, the option to provide a payment to a residential developer to construct 
affordable units rather than paying the fee is rarely, if ever, used. 
 
It may be prudent to allow for a deferral mechanism in the future, even if not immediately 
effective.  Deferral mechanisms were necessary and were well-utilized during the Great 
Recession when there was uncertainty about project completion.  It is important, however, to 
include the provision of temporary policies carefully.  San Francisco’s description of a deferral 
mechanism in the Planning Code is somewhat misleading; the Planning Code references a 
section of the Building Code, which includes the expired sunset clause for this provision 
(planning staff noted that this is a constant source of confusion). 
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SACRAMENTO HOUSING TRUST FUND COMMERCIAL FEE 
 
Background 
The City of Sacramento enacted the Housing Trust Fund (HTF) Ordinance (Chapter 17.188 of 
the City of Sacramento Zoning Code) to fund construction of affordable housing near new 
employment centers. .24  The original impetus seems to have been rapid development in North 
Natomas, where expected new commercial projects caused concern about creating an 
imbalance between new jobs and new housing.   
 
The Citywide and North Natomas fees currently in effect are shown below.  Land uses vary for 
North Natomas due to different land use designations for that area’s Specific Plan.   

 
The City also enacted a separate series of commercial fees for projects where the developer 
elects to build affordable housing instead of pay the full fee (fees drop to 20 percent of above 
if specific amounts of housing are built).  Also not shown above, are other specific land uses, 
including major medical facilities, which have a fee of $3.90 per square foot.   
 
In the commercial fee program, the Planning Director determines the fee amount when the 
project does not fall in an existing category or when it is a use not shown here.  Projects 
subject to this discretionary determination include sports complexes, marinas, golf courses, 
drive-in theaters, nonresidential care facilities, bus terminals, pest control companies, 
slaughter houses and flea markets.  Other uses are exempt from the commercial fee, including 
properties owned by the state or US (as a state capital, Sacramento has substantial state-
owned property), non-profit homeless facilities, low income services facilities, churches, child 
care facilities, utilities, and a number of other special purpose structures.   
 

                                                      
 
24 City of Sacramento, https://www.cityofsacramento.org/Community-Development/Planning/Long-Range/Housing-
Programs/Housing%20Trust%20Fund, last accessed May 30, 2016. 

Office 2.50$     Office/Business 2.74$     
Hotel 2.38$     Community/Neighborhood Com 2.06$     
Commercial 2.00$     Hwy Commercial 2.74$     
R & D 2.12$     M-50 1.74$     
Manufacturing 1.57$     M-20 1.44$     

Warehouse/Office 0.91$     Light Industrial 1.12$     

Warehouse 0.68$     

Source: City of Sacramento; BAE, 2016.
Effective 7/1/2016

Citywide N. Natomas

SACRAMENTO CITYWIDE AND NORTH NATOMAS FEES, 2016 



 

 99

The Sacramento commercial fee at present, is increased each year by the San Francisco 

Construction Cost Index.  In earlier years, fees were left the same for long periods, then increased, and 

when economic conditions warranted, rolled back.   

 
Fees are collected prior to (and as condition for) the issuance of the building permit.  No 
provisions exist for the deferral of fees or refunds.  However, as long as the monies have not 
been transferred into the Housing Trust Fund itself, it is possible for a developer who decides 
not to build to negotiate a refund.   
 
Fees flow to the Housing Trust Fund, created in 1989 specifically to administer monies 
collected under the commercial linkage fee program.  The objective of the Fund is “to increase 
and improve the supply of housing affordable to households of low income, with priority given 
to very low income households.”25   The Trust Fund does not finance housing for the homeless 
or low income senior housing.   
 
Outcomes 
Since inception in 1989 through 2013, approximately $25 million of commercial fees have 
been collected, an average of roughly $1 million per year.  Staff estimates that these fees 
have been used to leverage gap financing to build 3,095 affordable housing units in 44 
development projects.  Projects receiving funds from the fees are tracked and identified on a 
map published by the Planning Division.   
 
Lessons Learned 
The staff interviewed for this report indicated that since the North Natomas area has now been 
largely built out, the separate fee structure may need to be collapsed into a single citywide 
schedule.  Staff also mentioned complexities determining how to apply the fee to mixed-use 
projects (e.g., hotel with convention center and residential units) or or projects that start one 
way and end up another way (e.g., a warehouse to which office space is added over time). 
 
  

                                                      
 
25 Sacramento City Code, section 17.708.020 Low income housing fund. 
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OAKLAND JOBS/HOUSING IMPACT FEE 
 
Background 
In 1999, the City of Oakland commissioned a Housing Development Task Force, which 
recommended in 2000 that the City conduct a Nexus Study for a Jobs/Housing Impact Fee.  
The City adopted the Jobs/Housing Impact fee in 2002 following completion of the Nexus 
Study in 2001.  However, the City delayed implementation of the fee until 2005 in an effort to 
clear the development pipeline of projects that had been proposed before the fee was 
adopted. 
 
Fee Structure 
The City of Oakland adopted the jobs/housing impact fee to apply only to office and 
warehouse/distribution uses, despite that nexus study analyzed office, 
warehouse/distribution, hotel, and retail uses.  The City’s ordinance applies citywide but 
exempts the first 25,000 square feet of all projects and all space devoted to parking.  In 
addition to new construction, the fee applies to substantial rehabilitation projects, defined as 
projects in which the cost of repairs or rehabilitation exceed 25 percent of the value of the 
building after the rehabilitation or repair.   
 
The fee is updated on an annual basis based on the Marshall & Swift building cost index.  As 
of 2016, the fee rate was $5.44 per square foot (up from $4 per square foot in 2005) of gross 
floor area in excess of 25,000 square feet. 
 
Oakland assesses the fee rate at building permit issuance, but the fee is paid in three 
installments.  The first 25 percent of the fee is paid prior to issuance of a building permit for all 
or any portion of the project.  Developers are required to pay another 50 percent prior to 
issuance of a temporary certificate of occupancy for all or any portion of the project.  The final 
25 percent is due 18 months after the date of issuance of a temporary certificate of 
occupancy for all or a portion of the project.  If necessary, the City may enforce payment by 
recording a lien against the property, revoking or suspending the certificate of occupancy, or 
other action. 
 
Project applicants can request a fee exemption from the City Manager only under special 
circumstances.  In addition, applicants can elect to provide affordable units on site at a rate of 
0.00004 units per square foot of office or warehouse/distribution uses (with the first 25,000 
square feet of commercial uses exempted).  However, applicants for eligible projects are 
generally expected to pay the fee rather than seek exemptions. 
 
The Jobs/Housing Linkage fee revenue accrues to the City’s Housing Trust Fund, which is used 
to increase, improve, and preserve the supply of affordable housing in the City, with priority 
given to housing for very low income households.  Eligible uses include, but are not limited to, 
assistance with staff costs or other administrative costs attributable to a specific affordable 
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housing project, equity participation in affordable housing projects, loans and grants to 
affordable housing projects, or other public/private partnership arrangements. Monies from 
the Affordable Housing Trust Fund may be extended for the benefit of rental housing, owner 
occupied housing, limited equity cooperatives, mutual housing developments, or other types of 
affordable housing projects. 
 
Outcomes 
As of April 2016, the City of Oakland had collected approximately $1,878,000 from the 
jobs/housing impact fee, with $2,483,000 expected from planned projects by the end of 
2017.  The City estimates that the fee revenue collected to date has supported the 
construction or substantial rehabilitation of 15 to 19 units, with a typical City contribution of 
approximately $100,000 to $125,000 per unit. 
 
Lessons Learned 
 
Adaptive reuse projects can generate commercial linkage fee revenue.  The City of Oakland 
assesses its jobs/housing impact fee on substantial rehabilitation projects resulting in office 
or warehouse/distribution uses, provided that the project site has been vacant.  A planned 
conversion of a former Sears building in the City to offices for Uber Technologies Inc. is 
expected to generate approximately $1 million in jobs/housing impact fees to the City, more 
than half of the total revenue that the fee has generated to date. 
 
Commercial linkage fee revenue collection varies substantially over time due to real estate 
market cycles.  Since implementation in 2005, Oakland’s Jobs/Housing Impact Fee has 
generated a relatively modest amount of revenue, totaling just under $1.9 million, 
approximately $170,000 per year on average.  The moderate pace of revenue collection is 
attributable in large part to the minimal amount of developer interest in office or 
warehouse/distribution projects in the City since 2005.  However, due to strong regional job 
growth in key office-based industries, leading to strong office real estate markets in Oakland 
and other regional employment centers, the City now anticipates receipt of approximately $2.5 
million in jobs/housing impact fee revenue over the next 12 to 18 months, exceeding the total 
revenue collected since the fee was implemented.   
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SAN DIEGO HOUSING IMPACT FEE 
 
Background 
In 1989, the San Diego Housing Commission created a task force to address the city’s growing 
shortage of affordable housing, leading to adoption of the Housing Trust Fund Ordinance in 
April 1990, which established a Housing Impact Fee for commercial development.26  Since 
1990, the Ordnance has been revised many times, most recently in April, 2016.  Fees were 
reduced by 50 percent in 1996, and only recently restored to their 1990 levels.   
 
Fee Structure 
Fees apply to the gross square feet of office, hotel, and retail projects, along with a discounted 
fee for R & D projects (to encourage economic development).  Exempt uses include 
manufacturing and warehousing, as well as non-profit hospitals, SRO housing units, projects 
located on state or federally-owned lands, and general government buildings.  The most recent 
Ordinance update also removed the prior requirement that staff recommend an annual fee 
increase to City Council.27		Current fees per April 2016 are: 

 
For rehab projects, the fee to be paid “shall be the fees for the new use, less any fees that 
either were paid or would have been paid based on the existing use of the building.”28  In lieu 
of fees, developers can donate land or air rights, provided the dedicated property is suitable 
for housing construction29.  Developers may also ask for a fee variance prior to obtaining the 
building permit, for reasons such as financial hardship or if special circumstances apply.  To 
date, 54 requests for fee variances have been submitted, mostly by religious and educational 
institutions, including 49 stating they would create few jobs, one for financial hardship, and 
four on both grounds.  The five claims of financial hardship were denied, but many of the low 
job-creation reasons were approved.  These variances have resulted in a mix of reduced and 

                                                      
 
26 San Diego Municipal Code, Chapter 9: Building, Housing and Sign Regulations, Article 8: Housing, Division 6: Housing Impact 
Fees On Commercial Development, Section 98.0601: Purpose. 
27 Adapted, with modifications, from a person communication from staff, June 29, 2016. 
28 San Diego Municipal Code, Section 98.0610: Payment of Housing Impact Fee. 
29 This provision was granted once, in 2003, when the San Diego Revitalization Corporation had over $83,000 in impact fees 
waived because it included shared parking in a commercial project for use by people in an adjacent affordable housing project. 

2016 2017 and After
Office 1.76$             2.12$                 
Hotel 1.06$             1.28$                 
Retail 1.06$             1.28$                 
R & D 0.80$             0.80$                 

Source: San Diego Municipal Code
Chapter 9: Building, Housing and Sign Regulations
Article 8: Housing, Division 6: Housing Impact Fees On Commercial Development

Per Gross Building Sqare Foot 

SAN DIEGO HOUSING IMPACT FEES 
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waived fees, reducing total collections for the 54 requests by over $600,000.  The Mayor 
makes the ultimate determination of fee waiver amounts.30 
 
As of May 2016, developers may ask for fee deferral for up to two years, but certificates of 
occupancy are not issued without payment.  The deferral program is administered by the City 
of San Diego Facilities Financing Department and is run on a cost-recovery basis (an 
application for deferral costs $500).  Since the program is new, no information is available 
about uptake.   
 
Outcomes 
San Diego’s commercial fees are deposited in a Housing Impact Fee subaccount of the San 
Diego Housing Trust Fund.  Recent data collected for the 2006 – 2014 period indicates that 
total revenues from the fee were approximately $14 million, averaging $1.55 million annually.  
No data is collected to track housing financed by the fee. 
 
Lessons Learned 
Staff indicated that the commercial fee, with just four categories, which may be too few for 
contemporary development product types.  Also, each category is not clearly defined.  The 
recent removal of an automatic indexed increase to the fee also is problematic, particularly 
because other local fees are indexed and this fee used to be indexed.   
 
  

                                                      
 
30 San Diego Municipal Code, Section 98.0611: Determination of Fee. 
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WEST HOLLYWOOD NON-RESIDENTIAL AFFORDABLE HOUSING FEE 
 
Background 
West Hollywood’s Non-Residential Affordable Housing Impact Fee was established in 1989.  
Since its inception, the fee has applied to developments of at least 10,000 net new square 
feet of commercial space.  In 2014, the City increased the fee from $2.85 to $8.00 per square 
foot based on an updated nexus study.  To minimize impacts of this increase, the City Council 
phased it in over two years; the fee rose to $4.00 per square foot in FY 15-16, and rose again 
to $8.00 per square foot in FY 16-17 31  The flat fee is based on the average of the fees 
supported by various nonresidential uses per the most recent nexus study.32 
 
Fee Structure 
The City currently levies its commercial fee on office, retail, and hotel development.  Fees must 
be paid prior to building permit issuance.  If a project consists of multiple phases, fees for the 
whole project must be paid before building permit issuance.  The Non-Residential Affordable 
Housing Impact Fee is annually adjusted based on the Building Cost Index (BCI).33  Currently, 
fees cannot be deferred, and are generally nonrefundable; however, fee payments may be 
returned if the building permit expires and is not extended, or if the fees were collected 
illegally or erroneously.  To request a refund, applicants must file a written request with the 
City no later than 90 days after the initial payment date to be considered.34 
 
Outcomes 
Commercial fees are deposited into the City’s Affordable Housing Trust Fund (along with West 
Hollywood’s residential fee).  The Trust’s funds subsidize housing projects with at least 20 
percent of units affordable to very low income households, and at least 60 percent affordable 
to low- and moderate-income households.  Non-profit housing developers in West Hollywood 
receive these funds for development costs including predevelopment, land acquisition, 
administration, and gap financing.  From 2002 through 2013, the Trust Fund generated $2.57 
million in revenue, and been used to subsidize 17 housing projects35.  Future Trust Fund 
revenues are projected to grow rapidly due to the recent commercial fee increase 36  
 
  

                                                      
 
31 http://www.weho.org/home/showdocument?id=26821. 
32 West Hollywood Department of Human Services and Rent Stabilization, “Non-Residential Jobs-Housing Nexus Study and 
Residential Nexus Study.” December 15, 2014 City Council Agenda Report. 
33 Keyser Marston Associates, “Non-Residential Jobs-Housing Nexus Study.” August 2014. 
34 West Hollywood Municipal Code, Chapter 19.64 (Development Fees). 
35 Keyser Marston Associates, “Non-Residential Jobs-Housing Nexus Study.” August 2014. 
36 IBID 
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PALO ALTO COMMERCIAL IMPACT FEE 
 
Background 
In 1977, three years after the City adopted its inclusionary housing policy, Palo Alto began 
requiring affordable housing mitigation fees for large commercial and industrial developments, 
using its environmental review authority provided by the California Environmental Quality Act 
(CEQA).  Funds were deposited into what was then known as the Industrial-Commercial 
Account, which has since evolved into the current Commercial Housing Fund.37,38   
 
Historically, the City has charged one impact fee per square foot for all commercial uses (most 
recently at $19.85).  In 2014, the City completed commercial and residential nexus studies to 
update its commercial and market-rate residential affordable housing fees.   
 
Fee Structure 
Palo Alto’s commercial fees are shown below.  Effective August 15, 2016, the new fee 
structure varies by commercial use type.  The fee applies to all gross building area, excluding 
parking.   

 
Exemptions include on-site child care or recreational facilities, residential uses, churches, 
colleges and universities, commercial recreation, hospitals and convalescent facilities, private 
clubs, private educational facilities, public facilities, and small retail/restaurant/auto spaces of 
1,500 square feet or less.39 
 

                                                      
 
37 City of Palo Alto Finance Committee, “Residential/Commercial Impact Fee Studies Staff Report.” February 16, 2016. Accessed 
7/19/16. http://www.cityofpaloalto.org/civicax/filebank/documents/50935.  
38 City of Palo Alto, “Affordable Housing Fund Guidelines.” August 17, 2015. PDF. Accessed 7/21/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/53195.  
39 See Palo Alto Municipal Code, Chapter 16.47.030. 

Use Existing Fee Adopted Fee (a)

Office/R&D $19.85/sf $35/sf
Hotel $19.85/sf $30/sf
Retail/Restaurant/Other $19.85/sf $19.85/sf

Note:
(a) Adopted fee schedule is effective August 15, 2016.

Sources: Palo Alto Planning and Community Environment 
Department, 2016; BAE, 2016.

PALO ALTO COMMERCIAL FEE 
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While determined to be reasonable by the 2014 Residential Nexus Study, Palo Alto’s recently 
adopted fees are among the highest in the Bay Area due to the City’s strong housing market 
conditions, making housing in Palo Alto unaffordable for many new workers. 40 
 
The commercial fee must be paid before issuance of the first grading or building permit.  If a 
project consists of multiple phases, payments may be submitted proportional to each phase 
prior to issuance of the grading and building permits for that phase.  Fees are adjusted 
annually based on in the Consumer Price Index (all urban consumers) for the San Francisco-
Oakland area. 
 
Revenues generated by the affordable housing impact fee are collected in the Commercial 
Housing Fund, a “sub-fund” of the City’s Affordable Housing Fund, a trust fund to preserve and 
expand affordable housing for very low-, low-, and moderate-income households.  Other “sub-
funds” of the Affordable Housing Fund include the Residential In-Lieu Fund, Home Investment 
Partnership Fund, Community Development Block Grant (CDBG), and Below Market Rate 
Emergency Fund.   
 
Detailed guidelines for use of Affordable Housing Fund are posted on the City’s website.  
According to these guidelines, specific restrictions apply to the use of funds in each sub-
category.  Fees generated by the Commercial Housing Fund may be used for the following: 

 Construction of new housing units; 
 Addition of new units to existing buildings;  
 Conversion of non-residential space to housing units; 
 Acquisition, rehabilitation, and preservation of existing affordable housing, where rents 

are controlled by deed restriction or another similar mechanism; 
 Administrative costs for the collection of fees and administration of the fund; 
 The cost of consultant studies required to update the fees; 
 Direct costs for the City to implement an affordable housing construction program.41 

 
Alternatives to Fee Payment 
As is the case in San Francisco, Palo Alto’s commercial affordable housing fee program also 
permits developers to construct affordable units rather than paying the fee.  City staff 
remarked that while this alternative is available, it is rarely, if ever, pursued by commercial 
developers in Palo Alto.  The formula used to determine the required number of below market-
rate units is as follows: 
 

Gross square feet/350 x 0.017 = Number of units required 

                                                      
 
40City of Palo Alto Finance Committee, “Staff Report Attachment A: Draft Commercial Linkage Fee Nexus Study.” November 2015. 
Accessed 7/19/16. http://www.cityofpaloalto.org/civicax/filebank/documents/50935.   
41 City of Palo Alto, “Affordable Housing Fund Guidelines.” August 17, 2015. PDF. Accessed 7/21/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/53195.  
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Put simply, under this alternative, developers are required to construct 1.7 percent of the 
gross square feet of the nonresidential development divided by 350.  If the calculation results 
in a fraction of a unit, the developer must either provide a whole unit or pay an in-lieu fee 
based on the square footage of the applicable project. 
 
Outcomes 
In fiscal year 2014-15, revenues generated by the commercial affordable housing impact fee 
contributed approximately $2.3 million to the Commercial Housing In-Lieu Fund, independent 
of interest earnings.  As of June 30, 2015, the Fund contained approximately $14.6 million.42 
 
  

                                                      
 
42 City of Palo Alto, “Annual Status Report Development Impact Fees FY15.” January 25, 2016. PDF. Accessed 7/19/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/50632.  
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Commercial Fees Beyond California 
 
BOSTON COMMERCIAL IMPACT FEE 
 
Background 
In 1983, a non-binding ballot measure to promote development in the neighborhoods (vs. 
downtown) and institute a commercial linkage fee received strong voter approval.  Council 
then adopted the fee, set at $5.00 per square foot payable in 12 years, on new commercial 
projects that had over 100.000 square feet. of floor area and received a zoning change.  After 
a change in administration, Boston created the Neighborhood Housing Trust to manage and 
allocate the fees.  Council added a $1.00 square foot fee for job training and shortened the 
payment period from 12 to 7 years for downtown projects.  A Neighborhood Jobs Trust was set 
up for the new job-training fees in 1987. 
 
Fee Structure 
Contrary to most other cities, there is a flat fee for all projects, irrespective of kind or location.  
It is currently set at $8.34 per square foot.  Instead of paying the fee, developers may also build 
or help build housing that is affordable to low- and moderate-income residents (with an 
investment at least equal to the amount that would have been paid in fees) or do a 
combination of fee payment and housing development.  The development project in which the 
developer invests must be approved by the Boston Redevelopment Authority.  This provision is 
the mirror image, so to speak, of the City’s Inclusionary Development Policy, under which a 
developer may pay cash in lieu of building affordable units. 
 
The fee is imposed on “all new large-scale commercial real estate developments exceeding 
100,000 square feet and requiring zoning relief, including expansion and rehabilitation 
projects.”43 The fee applies only to the floor area in excess of 100,000 square feet. 
This provision applies to phased development and to the Master Plans that health and 
educational institutions and the City of Boston adopt together to regulate the institution’s 
growth: one cannot development in a number of small phases (< 100,000 square feet) in 
order to avoid fee payments.   
 
The initial fee of $5.00 per square foot was raised to $7.18 per square foot in 2001.  At the 
same time, the payment period was set at 7 years for both downtown and neighborhood 
development.  In 2006, the fee was raised to $7.87 per square foot was raised again in 2013, 
to $8.34 per square foot.   
 

                                                      
 
43 City of Boston, Neighborhood Housing Trust Annual Report 2014, n. p.; available at  
http://dnd.cityofboston.gov/portal/v1/contentRepository/Public/dnd%20pdfs/HousingDevelopment/NHT_Report_ 
2014_150406_1230.pdf (last consulted on May 31, 2016). 
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The timing of fee payments can be spread over seven years, or paid up front (present value).  
For neighborhood projects, the fee must be paid either at issuance of certificate of occupancy 
or 24 months after issuance of building permit, whichever is sooner.  Downtown projects, in 
contrast, must pay at building permit issuance.   
 
Fees go to the Neighborhood Housing Trust, which then allocates funds raised from fees to 
affordable housing projects based on criteria including meeting a “but for” test (fee is needed), 
serving households at 80 percent or below, and with affordability set for 50 years for for-sale 
units, and in perpetuity for rental units. 44 
 

Outcomes 
Between 1986 and 2012, commercial fees generated over $133.,8 million.45   In the same 
time period (1986 – 2012), fees contributed to the development or preservation of 10,176 
units in 193 projects.46    
 
Lessons Learned 
Boston’s regulations are fairly simple compared to those of other cities (e.g., flat fee for all 
kinds of projects, everywhere in the city).  This has limited political debates and the creation of 
favorable rates for some rather than others.  At the same time, flexibility is important, too.  For 
example, Boston allows developers of commercial projects to partner with a community group 
to build affordable units rather than pay fees, creating partnerships best-equipped to address 
the underlying goal of affordable housing unit production.   
 
Staff interviews indicated that Boston’s lack of a built-in annual fee increase is being 
reconsidered at present (rather than have to rely on Council to raise fees periodically). Another 
possible change under consideration is whether the size threshold of 100,000 square feet 
should be reduced to 50,000 square feet, to provide a more targeted incentive to non-fee 
paying small projects.  
 

  

                                                      
 
44 Ibid. 
45 Ibid. 
46 Ibid. 
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SEATTLE AFFORDABLE HOUSING IMPACT MITIGATION PROGRAM FOR COMMERCIAL 
DEVELOPMENT 
 
Background 
Seattle has had an incentive zoning program for downtown commercial development since 
2001, and for residential development since 2006.   
 
In 2013, during the rezoning of the South Lake Union area near downtown, it became clear 
that these programs were insufficient to meet the need for affordable housing created by new 
market-rate commercial and residential development.  It should also be noted that general 
interpretations of Washington State laws have meant that fees or inclusionary zoning is 
considered not possible unless these are paired with upzoning regulations given at the same 
time.   
 
The initiative to update the city’s affordable housing programs started in May 2013.  It 
included best practices studies, the creation of the Housing Affordability and Livability Agenda 
(HALA), and the institution of the HALA Advisory Committee.  This committee submitted its 
report in July 2015.  Its main recommendation was “that the City boost market capacity by 
extensive citywide upzoning of residential and commercial zones and, in connection with such 
upzones, implement a mandatory inclusionary housing program for new construction 
residential development and a commercial linkage fee program for new construction 
commercial development.”47   
 
The policy goal is to help produce 6,000 housing units that are affordable to households with 
incomes below 60 percent of median income over ten years.  A nexus study set possible fee 
levels; the City chose to stay well below those levels in its July 2015 Statement of Intent for 
Basic Framework for Mandatory Inclusionary Housing and Commercial Linkage Fee, and to 
monitor their effects.  Council passed an ordinance in November 2015 to establish the 
framework for an Affordable Housing Impact Mitigation Program for commercial 
development.”48 Upzoning in commercial, industrial and mixed-use districts should take place 
in 2016 – 2017. 
 
Seattle has had strong grassroots activists and political leaders over the years who have 
pushed the affordable-housing agenda forward.  There is a community of sophisticated 
affordable-housing developers and experienced city staff in incentive zoning and such 
measures.  Debates between the City and the development community were intense, with 
                                                      
 
47 City of Seattle, Ordinance 124895, p. 2. 
48 City of Seattle, Ordinance 124895, “An ordinance relating to land use and zoning; adding a new Chapter 23.58B of the Seattle 
Municipal Code (SMC) to establish the framework for an Affordable Housing Impact Mitigation Program for commercial 
development; and amending subsection 23.40.020.A, subsection 23.76.006.B, subsection 23.76.006.C, and subsection 
25.05.675.I of the SMC,” available at https://seattle.legistar.com/LegislationDetail.aspx?ID=2451973&GUID= 5A771786-2728-
4862-AF11-C20A4919A85B&Options=&Search=, last accessed on June 6, 2016. 
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consulting reports produced on both sides.  In the end, the parties struck a “Grand Bargain” in 
which increased burdens on development to contribute to affordable housing were exchanged 
for increased development densities.  The link between upzoning and the imposition of a 
commercial linkage fee also serves a legal function: because such a fee was still untested in 
Washington State, providing extra development density as compensation would make the 
policy less likely to be challenged in court.   
 
Fee Structure 
In all cases, developers may choose to meet the requirements of the ordinance by means of 
“payment” (fees) or by means of “performance,” i.e., in the provision of affordable rental units, 
on-site or off.  Fees are differentiated by location in the city, i.e., inside or outside Downtown 
and South Lake Union Urban Centers and then by location within these general areas.   
 
Inside Downtown and South Lake Union Urban Centers, the fees are differentiated by land-use 
zone, and outside these two areas, they are differentiated by land-use zone and by intensity.  
Given the number of land-use zones in the downtown area and Urban Centers, this approach 
results in a lengthy fee schedule, but there is simplicity in the fact that there is not 
differentiation according to the type of development.  Among the 43 land-use zones that are 
listed in the table of fees for Downtown and South Lake Union Urban Centers, four have no 
impact fee requirement; among the other 39 zones, cash requirements vary from $8.00 per 
square foot to $17.50 per square foot.   
 
Exemptions are meant to avoid impacting desirable mixed-use development: 

 In building in which at least 50 percent of above-ground floor area is devoted to 
housing, up to 4,000 square feet of street-level floor area used for arts facilities, cafés 
and restaurants, entertainment venues (except for adult entertainment) and general 
sales and services 

 Along designated “pedestrian streets,” all street-level floor area that is necessary to 
meet standards set by the City for such streets 

 Commercial floor area in buildings containing affordable units (with at least 75 percent 
of units affordable to households with less than 60 percent of median income) and in 
buildings with rent-controlled or income-controlled units49 

 

                                                      
 
49 Seattle Municipal Code, Section 23.58B.020: Voluntary agreements for affordable housing, Subsection C: Exemptions. 
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The Director of Construction and Inspections may, in consultation with the Director of Housing, 
modify the impact fee in cases where the developer can demonstrate that the housing impact 
of the project does not warrant the regular fee, or when the project is in a zone with building 
heights over 85 feet and 
development standards 
make it impossible for the 
project to exceed that 
height, or when the 
requirements would cause 
financial hardship that 
outweighs the affordable 
housing impacts”5051 

 
As mentioned above, the 
ordinance calls for possible 
fee adjustments during the 
implementation phase, and 
every five years thereafter.  
In addition, there is an 
automatic adjustment 
every year, starting March 
1, 2016, according to the 
change in the Consumer 
Price Index for the 
preceding calendar year. 
 
Fees must be paid before a 
construction permit is 
issued.  However, 
“construction permit” does 
not include “a demolition, 
excavation, or shoring 
permit.”  If a phased permit 
application is being used, 
the fees must be paid “prior to issuance of the portion of the building permit that includes the 
structural frame for the entire building.”52   
  

                                                      
 
50 Seattle Municipal Code, Section 23.58B.030: Modification of amount of payment or performance, Subsection D. Financial 
hardship. 
51 Although the is given in the section pertaining to the “performance” option, it also applies to the payment option, i.e., to the 
fees to be paid.  
52 Seattle Municipal Code, Section 23.58B.035: Documentation and timing. 

SEATTLE ZONE MAP FOR COMMERCIAL FEES 

Source: Seattle Municipal Code, 23.58B.050: Affordable housing impact 
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All fees will go into a dedicated fund to subsidize affordable projects which preserve or 
produce rental units affordable to households with incomes up to 60 percent of Area Median 
Income, and to owner households with incomes up to 80 percent.53  Allocation of these funds 
are guided by factors including contribution to fair housing choice, location in an urban center 
or in an urban village (place types which guide planning in Seattle), proximity to transit service, 
or contribution to furthering economic opportunity. t54 
 
Lessons Learned 
The “Grand Bargain” struck by all stakeholders enabled the City to adopt new programs to 
produce affordable housing and/or generate funding for it.  Parties made compromises, 
resulting in a complex system which links upzoining with fee payments and/or affordable 
housing unit production.   
 
The ordinance contains strong provisions for monitoring and possible adjustments, including 
planned upzonings, modifications to development standards, and starting in 2018, and every 
two years thereafter, staff analysis of the effectiveness of the policies and a report on unit 
production.  The program’s rules also required it to be reviewed and possibly amended within 
five years of its adoption if outcomes are below expectations or if significant changes occur in 
real-estate markets; otherwise, it has to be reviewed within ten years.  To perform a review, the 
Mayor and Council will appoint and Technical Review Committee with proper representation of 
all public, private and community stakeholders. 
 

  

                                                      
 
53 Seattle Municipal Code, Section 23.58B.040: Affordable housing impact mitigation - payment option, Subsection B: Deposit 
and use of cash contributions. 
54 Ibid. 
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Appendix B: Commercial Building Permit 
Analysis 
APPENDIX B-1: SUMMARY OF COMMERCIAL PERMITS, CITY OF LOS ANGELES, 2011-2015 
 

 

Permitted Commercial Space by Use Allocation Code

Building Type (a) 
Total 

Permitted (sf)
% of 

Total
# of 

Projects
Median 

Size (sf)
Minimum 
Size (sf)

Maximum Size 
(sf)

Private Garage 9,976,975 34.7% 82 64,855 5,098 677,569
Public Garage 4,417,752 15.4% 24 122,605 5,180 1,374,661
Commercial Office 4,382,264 15.3% 98 19,145 5,031 439,380
Retail Store 1,988,039 6.9% 94 12,004 5,010 152,865
Hotel/Motel 1,740,870 6.1% 9 80,797 8,915 881,148
Warehouse 1,601,643 5.6% 31 16,212 5,010 271,130
School 1,379,845 4.8% 38 26,760 5,054 172,443
Airport Building 538,633 1.9% 16 17,003 5,000 128,367
Miscellaneous Structure 403,697 1.4% 9 11,085 6,165 284,548
Amusement Building 395,643 1.4% 20 25,510 5,669 112,269
Restaurant 387,297 1.3% 26 10,330 5,072 45,954
School Dormitory 285,050 1.0% 3 85,192 62,025 137,833
Hospital 279,659 1.0% 1 279,659 N/A N/A
Medical/Dental Clinic 212,566 0.7% 7 16,408 6,135 73,320
Church 175,289 0.6% 5 29,541 6,725 71,817
Manufacturing 174,799 0.6% 10 11,673 5,558 46,398
Service Station/Repair 144,613 0.5% 6 7,045 5,220 110,777
Public Administration Building 103,078 0.4% 5 15,986 7,358 51,856
Cinema/Live Theater 60,590 0.2% 2 30,295 24,782 35,808
Senior Independent Housing (ground floor retail) 23,409 0.1% 1 23,409 N/A N/A
Consumer Services 14,190 0.0% 1 14,190 N/A N/A
Public Utility Facility 12,636 0.0% 2 6,318 5,425 7,211
Single - room Occupancy (ground floor retail) 12,506 0.0% 2 6,253 5,511 6,995
Artist-in-Residence/Loft (ground floor retail) 5,370 0.0% 1 5,370 N/A N/A
Total 28,716,413 100.0% 493

Notes:
(a) Includes permits for "New" buildings > 5,000 sf issued by City of LA from 1-1-2011 thru 12-31-15.  
(b) Land use categories adapted from categories utilized in 2013 Santa Monica Commercial Nexus Study and Linkage Fee Analysis.
Sources: Los Angeles Department of Buildings; BAE, 2016.
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APPENDIX B-2: BUILDING PERMIT DATA RE-CATEGORIZED BY PROPOSED COMMERCIAL FEE LAND USES 

 

 
 
  

Permitted Commercial by Proposed Fee Category
Fee Category (a)(b) 5-Year Total % of # of Median Minimum Maximum Size Annual Avg.

1. Office
Commercial Office 4,382,264 15.3% 98 19,145 5,031 439,380 876,453

Subtotal 4,382,264 15.3% 98 876,453

2. Retail
Retail Store 1,988,039 6.9% 94 12,004 5,010 152,865 397,608
Amusement Building 395,643 1.4% 20 25,510 5,669 112,269 79,129
Restaurant 387,297 1.3% 26 10,330 5,072 45,954 77,459
Service Station/Repair 144,613 0.5% 6 7,045 5,220 110,777 28,923
Cinema/Live Theater 60,590 0.2% 2 30,295 24,782 35,808 12,118
Senior Independent Housing (ground floor retail) 23,409 0.1% 1 23,409 N/A N/A 4,682
Consumer Services 14,190 0.0% 1 14,190 N/A N/A 2,838
Single - room Occupancy (ground floor retail) 12,506 0.0% 2 6,253 5,511 6,995 2,501
Artist-in-Residence/Loft (ground floor retail) 5,370 0.0% 1 5,370 N/A N/A 1,074

Subtotal 3,031,657 10.6% 153 606,331

3. Industrial
Manufacturing 174,799 0.6% 10 11,673 5,558 46,398 34,960

Subtotal 174,799 0.6% 10 34,960

4. Hotel
Hotel/Motel 1,740,870 6.1% 9 80,797 8,915 881,148 348,174

Subtotal 1,740,870 6.1% 9 348,174

5. Institutional
School 1,379,845 4.8% 38 26,760 5,054 172,443 275,969
School Dormitory 285,050 1.0% 3 85,192 62,025 137,833 57,010
Church 175,289 0.6% 5 29,541 6,725 71,817 35,058

Subtotal 1,840,184 6.4% 46 368,037

6. Medical & Social Services
Medical/Dental Clinic 212,566 0.7% 7 16,408 6,135 73,320 42,513
Hospital 279,659 1.0% 1 279,659 N/A N/A 55,932
Public Administration Building 103,078 0.4% 5 15,986 7,358 51,856 20,616

Subtotal 595,303 2.1% 13 119,061

7. Warehouse/Utility/Light Industrial
Warehouse 1,601,643 5.6% 31 16,212 5,010 271,130 320,329
Public Utility Facility 12,636 0.0% 2 6,318 5,425 7,211 2,527
Airport Building 538,633 1.9% 16 17,003 5,000 128,367 107,727

Subtotal 2,152,912 7.5% 49 430,582

SUBTOTAL EMPLOYMENT-GENERATING USES 13,917,989 48.5% 378 2,783,598

Not Classifed for Fee Purposes
Private Garage 9,976,975 34.7% 82 64,855 5,098 677,569 883,550
Public Garage 4,417,752 15.4% 24 122,605 5,180 1,374,661 883,550
Miscellaneous Structure 403,697 1.4% 9 11,085 6,165 284,548 57,010

Subtotal 14,798,424 51.5% 115 2,959,685

TOTAL ALL PERMITS 28,716,413 100.0% 493 5,743,283

Notes:
(a) Includes permits for "New" buildings > 5,000 sf issued by City of LA from 1-1-2011 thru 12-31-15.  
(b) Fee categories adapted from 2013 Santa Monica Commercial Nexus Study and Linkage Fee Analysis.
(c) Includes Commercial Office square footage specifically noted as creative or production-oriented in LADBS database.
Sources: Los Angeles Department of Building and Safety; BAE, 2016.
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APPENDIX B-3: DISTRIBUTION OF OFFICE AND RETAIL PROJECTS BY SIZE (SQ.FT.) 
 

 
 

Office Retail
By Square Feet Sq. Ft. % of Total Sq. Ft. % of Total
<10K Sq. Ft. 194,293      4.5% 449,170      13.6%
>10K Sq. Ft. and <20K Sq. Ft. 334,789      7.8% 530,094      16.1%
>20K Sq. Ft. 3,766,529   87.7% 2,314,717   70.3%

4,295,611   100.0% 3,293,981   100.0%

By Number of Projects Projects % of Total Projects % of Total
<10K Sq. Ft. 27              28.4% 66 43.1%
>10K Sq. Ft. and <20K Sq. Ft. 22              23.2% 37 24.2%
>20K Sq. Ft. 46              48.4% 50              32.7%

95              100.0% 153            100.0%

Note:
Data are for permits for "New" buildings > 5,000 sq. ft. issued by City of LA from
1-1-2011 thru 12-31-15.  
Sources: Los Angeles Department of Building and Safety; BAE, 2016.
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Appendix C: Pro Forma Analysis for Commercial 
Land Uses 
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Key Development Assuptions

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 
Linkage Fee

Strong 
Market - 
Baseline

Strong 
Market with 
Linkage Fee Development Costs

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 
Baseline

Moderate 
Market with 
Linkage Fee

Strong Market - 
Baseline

Strong Market 
with Linkage 

Fee

Gross Building Area (sf) 14,000           14,000           14,000           14,000           14,000           14,000           Land 1,948,800$    1,948,800$    2,016,000$     2,016,000$     4,032,000$       4,032,000$       
Efficiency Ratio 95% 95% 95% 95% 95% 95% Land per Site sf 58.00$           58.00$           60.00$            60.00$            120.00$            120.00$            
Net Leaseable Area 13,300           13,300           13,300           13,300           13,300           13,300           
Parking Ratio (spaces per square foot) 1 per 250 1 per 250 1 per 250 1 per 250 1 per 250 1 per 250 Construction Costs
Number of Parking Spaces 56                  56                  56                  56                  56                  56                  Site Work 168,000$       168,000$       168,000$        168,000$        168,000$          168,000$          
  Total Surface Spaces 56                  56                  56                  56                  56                  56                  Hard Costs 1,680,000$    1,680,000$    1,680,000$     1,680,000$     1,680,000$       1,680,000$       
  Total Structured Parking Spaces -                 -                 -                 -                 -                 -                 Hard Costs - Parking 336,000$       336,000$       336,000$        336,000$        336,000$          336,000$          
  Total Underground Spaces -                 -                 -                 -                 -                 -                 Tenant Improvements 700,000$       700,000$       700,000$        700,000$        700,000$          700,000$          
Total Parking Area (sf) 350 19,600           19,600           19,600           19,600           19,600           19,600           Soft Costs 576,800$       576,800$       576,800$        576,800$        576,800$          576,800$          
Total Number of Stories 1                    1                    1                    1                    1                    1                    
Total Number of Stories (Parking) 1                    1                    1                    1                    1                    1                    School Fee 7,560$           7,560$           7,560$            7,560$            7,560$              7,560$              
Built FAR (ratio to 1.0) 0.42 0.42 0.42 0.42 0.42 0.42 Commercial Linkage Fee -$               -$               -$                98,000$          -$                  392,000$          
Site Size (sf) 33,600           33,600           33,600           33,600           33,600           33,600           Subtotal Costs Before Financing 3,468,360$    3,468,360$    3,468,360$     3,566,360$     3,468,360$       3,860,360$       
Site Size (acres) 0.77               0.77               0.77               0.77               0.77               0.77               
Rents 0 0 0 Financing Costs

Rent/SF/Year (a) 25.00$           25.00$           35.00$           35.00$           50.00$           50.00$           Points 41,620$         41,620$         41,620$          42,796$          41,620$            46,324$            
Development Costs -                 -                 -                 Construction Period Interest 390,036$       390,036$       394,874$        401,930$        540,026$          568,250$          

Site Work 5$                  5$                  5$                  5$                  5$                  5$                  Subtotal Financing Costs 431,656$       431,656$       436,494$        444,726$        581,646$          614,574$          
Hard Costs (b) 120$              120$              120$              120$              120$              120$              
Tenant Improvements (c) 50$                50$                50$                50$                50$                50$                Total Development Costs 5,848,816$    5,848,816$    5,920,854$     6,027,086$     8,082,006$       8,506,934$       
Parking Costs (per space surface) 6,000$           6,000$           6,000$           6,000$           6,000$           6,000$           Total Development Cost per SF 417.77$         417.77$         422.92$         430.51$         577.29$            607.64$            
Parking Costs (per space structured) 30,000$         30,000$         30,000$         30,000$         30,000$         30,000$         Commerical Linkage Fee as % of TDC 0.0% 0.0% 0.0% 1.6% 0.0% 4.6%
Parking Costs (per space underground) 50,000$         50,000$         50,000$         50,000$         50,000$         50,000$         Total Impact Fees as % of TDC 0.1% 0.1% 0.1% 1.8% 0.1% 4.7%
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Valuation

Impact Fees 0 0 0 Operations
School Fee per sq. ft. (d) 0.54$             0.54$             0.54$             0.54$             0.54$             0.54$             Gross Income 332,500$       332,500$       465,500$        465,500$        665,000$          665,000$          
Commercial Linkage Fee -$               -$               -$               7.00$             28.00$           Less: Vacancy (16,625)$        (16,625)$        (23,275)$         (23,275)$         (33,250)$           (33,250)$           

Financing Costs -                 -               23                Less: Op Expenses (16,625)$       (16,625)$       (23,275)$        (23,275)$        (33,250)$          (33,250)$           

Loan to Cost Ratio 80.0% 80.0% 80.0% 80.0% 80.0% 80.0% Net Operating Income (NOI) 299,250$       299,250$       418,950$        418,950$        598,500$          598,500$          
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Value at Stabilization 4,275,000$    4,275,000$    6,982,500$     6,982,500$     10,881,818$     10,881,818$     
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Yield on Cost
Construction Period (months) 18                  18                  18                  18                  18                  18                  Value at Stabilization 4,275,000$    4,275,000$    6,982,500$     6,982,500$     10,881,818$     10,881,818$     
Average Outstanding Balance 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Less: Total Development Costs 5,848,816$    5,848,816$    5,920,854$     6,027,086$     8,082,006$       8,506,934$       

Operations -                -                -                Profit (1,573,816)$   (1,573,816)$   1,061,646$     955,414$        2,799,812$       2,374,884$       

Vacancy 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Return on Cost -26.9% -26.9% 17.9% 15.9% 34.6% 27.9%

Op Ex (% of Gross Rent) (a) 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Yield on Cost (NOI/TDC) 5.1% 5.1% 7.1% 7.0% 7.4% 7.0%
Cap Rate (e) 7.0% 7.0% 6.0% 6.0% 5.5% 5.5% Project Feasible? (f) No No Yes Yes Yes Yes

Notes:

a) Assumes triple net lease

b) Hard costs were based on data from RS Means with a location factor applied to reflect construction costs in Los Angeles.

c) Estimates for tenant improvements were provided by developers active in Los Angeles building this product type.

d) School Fees for Commercial

Current 0.54$             psf
Anticipated to Increase in Fall 2016 0.57$             psf

e) Cap rates were estimated based on investor reports, data provided by developers, and a review of Costar data for properties sold between August 2015 and July 2016.

f) Feasibility is based on a minimum Yield on C 7%

and a minimum Return on Cost of 15%

based on interviews with developers active in the Los Angeles.

Source: BAE, 2016.

Alternative 3Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2
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Key Development Assuptions

Low 
Market - 

Baseline

Low 
Market 

with 
Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market 

with 
Linkage 

Fee

Strong 
Market - 
Baseline

Strong 
Market 

with 
Linkage 

Fee Development Costs

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 
Linkage Fee

Strong Market -
Baseline

Strong Market 
with Linkage 

Fee

Gross Building Area (sf) 23,000      23,000      23,000      23,000      23,000      23,000      Land 983,250$         983,250$         1,311,000$       1,311,000$       4,370,000$      4,370,000$       
Efficiency Ratio 100% 100% 100% 100% 100% 100% Land per Site sf 45.00$             45.00$             60.00$              60.00$              200.00$           200.00$            
Net Leaseable Area 23,000      23,000      23,000      23,000      23,000      23,000      
Parking Ratio (spaces per square foot) 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 Construction Costs
Number of Parking Spaces 46             46             46             46             46             46             Site Work 109,250$         109,250$         109,250$          109,250$          109,250$         109,250$          
  Total Surface Spaces 46             46             46             46             46             46             Hard Costs 4,485,000$      4,485,000$      4,485,000$       4,485,000$       4,485,000$      4,485,000$       
  Total Structured Parking Spaces -            -            -            -            -            -            Hard Costs - Parking 276,000$         276,000$         276,000$          276,000$          276,000$         276,000$          
  Total Underground Spaces -            -            -            -            -            -            Tenant Improvements 460,000$         460,000$         460,000$          460,000$          460,000$         460,000$          
Total Parking Area (sf) 350 16,100      16,100      16,100      16,100      16,100      16,100      Soft Costs 1,066,050$      1,066,050$      1,066,050$       1,066,050$       1,066,050$      1,066,050$       
Total Number of Stories (Bldg) 4               4               4               4               4               4               
Total Number of Stories (Parking) 1               1               1               1               1               1               School Fee 12,420$           12,420$           12,420$            12,420$            12,420$           12,420$            
Built FAR (ratio to 1.0) 1.05 1.05 1.05 1.05 1.05 1.05 Commercial Linkage Fee -$                 -$                 -$                  333,500$          -$                 759,000$          
Site Size (sf) 21,850      21,850      21,850      21,850      21,850      21,850      Subtotal Costs Before Financing 6,408,720$      6,408,720$      6,408,720$       6,742,220$       6,408,720$      7,167,720$       
Site Size (acres) 0.50          0.50          0.50          0.50          0.50          0.50          
Rents Financing Costs

Asking Rent/SF/Year (a) 25.00$      25.00$      35.00$      35.00$      50.00$      50.00$      Points 76,905$           76,905$           76,905$            80,907$            76,905$           86,013$            
Development Costs Construction Period Interest 709,629$         709,629$         741,093$          773,109$          1,034,757$      1,107,621$       

Site Work 5$             5$             5$             5$             5$             5$             Subtotal Financing Costs 786,534$         786,534$         817,998$          854,016$          1,111,662$      1,193,634$       
Hard Costs (b) 195$         195$         195$         195$         195$         195$         
Tenant Improvements (c) 20$           20$           20$           20$           20$           20$           Total Development Costs 8,178,504$      8,178,504$      8,537,718$       8,907,236$       11,890,382$    12,731,354$     
Parking Costs (per space surface) 6,000$      6,000$      6,000$      6,000$      6,000$      6,000$      Total Development Costs/SF 355.59$           355.59$          371.21$           387.27$            516.97$           553.54$           
Parking Costs (per space structured) 30,000$    30,000$    30,000$    30,000$    30,000$    30,000$    Commerical Linkage Fee as % of TDC 0.0% 0.0% 0.0% 3.7% 0.0% 6.0%
Parking Costs (per space underground) 50,000$    50,000$    50,000$    50,000$    50,000$    50,000$    Total Impact Fees as % of TDC 0.2% 0.2% 0.1% 3.9% 0.1% 6.1%
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Valuation

Impact Fees Operations
School Fee per sq. ft. (d) 0.54$        0.54$        0.54$        0.54$        0.54$        0.54$        Gross Income 575,000$         575,000$         805,000$          805,000$          1,150,000$      1,150,000$       
Commercial Linkage Fee -$          -$          -$          14.50$      -$          33.00$      Less: Vacancy (28,750)$          (28,750)$          (40,250)$           (40,250)$           (57,500)$          (57,500)$           

Financing Costs Less: Op Expenses (143,750)$       (143,750)$       (201,250)$        (201,250)$        (287,500)$       (287,500)$        

Loan to Cost Ratio 80.0% 80.0% 80.0% 80.0% 80.0% 80.0% Net Operating Income (NOI) 402,500$         402,500$         563,500$          563,500$          805,000$         805,000$          
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Value at Stabilization 6,192,308$      6,192,308$      10,245,455$     10,245,455$     14,636,364$    14,636,364$     
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Yield on Cost
Construction Period (months) 24             24             24             24             24             24             Value at Stabilization 6,192,308$      6,192,308$      10,245,455$     10,245,455$     14,636,364$    14,636,364$     
Average Outstanding Balance 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Less: Total Development Costs 8,178,504$      8,178,504$      8,537,718$       8,907,236$       11,890,382$    12,731,354$     

Operations Profit (1,986,196)$     (1,986,196)$     1,707,737$       1,338,219$       2,745,982$      1,905,010$       
Vacancy 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Return on Cost -24.3% -24.3% 20.0% 15.0% 23.1% 15.0%
Op Ex (% of Gross Rent) (a) 25% 25% 25% 25% 25% 25% Yield on Cost (NOI/TDC) 4.9% 4.9% 6.6% 6.3% 6.8% 6.3%

Cap Rate (e) 6.5% 6.5% 5.5% 5.5% 5.5% 5.5% Project Feasible? (f) No No Yes Yes Yes Yes

Notes:

a) Assumes full-service lease

b) Hard costs were based on data from RS Means with a location factor applied to reflect construction costs in Los Angeles.
c) Estimates for tenant improvements were provided by developers active in Los Angeles building this product type.

d) School Fees for Commercial

Current 0.54$        psf

Anticipated to Increase in Fall 2016 0.57$        psf

e) Cap rates were estimated based on investor reports, data provided by developers, and a review of Costar data for properties sold between August 2015 and July 2016.

f) Feasibility is based on a minimum Yield on 6%

and a minimum Return on Cost of 15%

based on interviews with developers active in the Los Angeles.

Source: BAE, 2016.

Alternative 3Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2
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Key Development Assuptions

Low 
Market - 
Baseline

Low 
Market 

with 
Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market 

with 
Linkage 

Fee

Strong 
Market - 
Baseline

Strong 
Market 

with 
Linkage 

Fee Development Costs

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 
Linkage Fee

Strong Market - 
Baseline

Strong Market 
with Linkage 

Fee

Gross Building Area (sf) 45,000     45,000     45,000       45,000       45,000       45,000     Land 787,500$         787,500$           1,102,500$      1,102,500$      2,047,500$       2,047,500$       
Number of Hotel Rooms 750 60            60            60              60              60              60            Land per Site sf 50.00$             50.00$               70.00$             70.00$             130.00$            130.00$            
Parking Ratio (a) See (a) See (a) See (a) See (a) See (a) See (a)
Number of Parking Spaces 45            45            45              45              45              45            Construction Costs
  Total Surface Spaces -           -           -            -             -             -           Site Work 78,750$           78,750$             78,750$           78,750$           78,750$            78,750$            
  Total Structured Parking Spaces -           -           -            -             -             -           Hard Costs 10,125,000$    10,125,000$      10,125,000$    10,125,000$    10,125,000$     10,125,000$     
  Total Underground Spaces 45            45            45              45              45              45            Hard Costs - Parking 2,025,000$      2,025,000$        2,025,000$      2,025,000$      2,025,000$       2,025,000$       
Total Parking Area (sf) 350 15,750     15,750     15,750       15,750       15,750       15,750     Tenant Improvements/FFEs 1,200,000$      1,200,000$        1,500,000$      1,500,000$      2,400,000$       2,400,000$       
Total Number of Stories (Bldg) 5              5              5                5                5                5              Soft Costs 2,685,750$      2,685,750$        2,745,750$      2,745,750$      2,925,750$       2,925,750$       
Total Number of Stories (Parking) 1              1              1                1                1                1              
Built FAR (ratio to 1.0) 2.9 2.9 2.9 2.9 2.9 2.9 School Fee 24,300$           24,300$             24,300$           24,300$           24,300$            24,300$            
Site Size (sf) 15,750     15,750     15,750       15,750       15,750       15,750     Commercial Linkage Fee -$                 -$                  -$                 225,000$         -$                  1,125,000$       
Site Size (acres) 0.36         0.36         0.36           0.36           0.36           0.36         Subtotal Costs Before Financing 16,138,800$    16,138,800$      16,498,800$    16,723,800$    17,578,800$     18,703,800$     
Rents

Average Daily Rate (b) 135$        135$        250$          250$          300$          300$        Financing Costs
Occupancy Rate 70% 70% 70% 70% 70% 70% Points 205,770$         205,770$           210,360$         213,228$         224,130$          238,473$          
RevPAR 95$          95$          175$          175$          210$          210$        Construction Period Interest 1,726,483$      1,726,483$        1,795,333$      1,818,283$      2,001,883$       2,116,633$       
Other Revenue per Available Room Night 15$          15$          30$            30$            30$            30$          Subtotal Financing Costs 1,932,252$      1,932,252$        2,005,692$      2,031,511$      2,226,012$       2,355,106$       

Development Costs
Site Work 5.0$         5.0$         5.0$           5.0$           5.0$           5.0$         Total Development Costs 18,858,552$    18,858,552$      19,606,992$    19,857,811$    21,852,312$     23,106,406$     
Hard Costs (c) 225$        225$        225$          225$          225$          225$        Total Development Costs/SF 419 419 436 441 486 513
Tenant Improvements/FFEs (per room) (d) 20,000$   20,000$   25,000$     25,000$     40,000$     40,000$   Commerical Linkage Fee as % of TDC 0.0% 0.0% 0.0% 1.1% 0.0% 4.9%
Parking Costs (per space) (surface) 6,000$     6,000$     6,000$       6,000$       6,000$       6,000$     Total Impact Fees as % of TDC 0.1% 0.1% 0.1% 1.3% 0.1% 5.0%
Parking Costs (per space) (structured) 30,000$   30,000$   30,000$     30,000$     30,000$     30,000$   Valuation
Parking Costs (per space) (underground) 45,000$   45,000$   45,000$     45,000$     45,000$     45,000$   Operations
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Revenue - Hotel Rooms 2,069,550$      2,069,550$        3,832,500$      3,832,500$      4,599,000$       4,599,000$       

Impact Fees Revenue - Other 328,500$         328,500$           657,000$         657,000$         657,000$          657,000$          
School Fee per sq. ft. (e) 0.54$       0.54$       0.54$         0.54$         0.54$         0.54$       Less: Op Expenses (1,438,830)$     (1,438,830)$     (2,693,700)$    (2,693,700)$    (3,153,600)$     (3,153,600)$     

Commercial Linkage Fee -$         -$         -$          5.00$         -$           25.00$     Net Operating Income (NOI) 959,220$         959,220$           1,795,800$      1,795,800$      2,102,400$       2,102,400$       
Financing Costs Value at Stabilization 13,703,143$    13,703,143$      29,930,000$    29,930,000$    35,040,000$     35,040,000$     

Loan to Cost Ratio 85.0% 85.0% 85.0% 85.0% 85.0% 85.0% Yield on Cost
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Value at Stabilization 13,703,143$    13,703,143$      29,930,000$    29,930,000$    35,040,000$     35,040,000$     
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Less: Total Development Costs 18,858,552$    18,858,552$      19,606,992$    19,857,811$    21,852,312$     23,106,406$     
Construction Period (months) 24            24            24              24              24              24            Profit (5,155,409)$     (5,155,409)$      10,323,008$    10,072,189$    13,187,688$     11,933,594$     

Avg. Outstanding Balance During Construction 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Return on Cost -27.3% -27.3% 52.6% 50.7% 60.3% 51.6%

Operations Yield on Cost (NOI/TDC) 5.1% 5.1% 9.2% 9.0% 9.6% 9.1%
Op Ex (% of revenue per available room) 60% 60% 60% 60% 60% 60% Project Feasible? (f) No No Yes Yes Yes Yes

Cap Rate (f) 7.0% 7.0% 6.0% 6.0% 6.0% 6.0%

Notes:

a) The parking requirements for a hotel/motel are as follows: one parking space for the first 30 guestrooms, 1/2 of a parking space for the next 30 guestrooms, and 1/3 of a parking space for the remaining rooms.

b) Average daily rates were derived from listesd average rooms rates for hotels across market conditions.

c) Hard costs were based on data from RS Means with a location factor applied to reflect construction costs in Los Angeles.

d) Furniture, fixtures, and equipment for hotels in strong markets were assumed to have a greater cost associated with higher grade finishes.

e) School Fees for Commercial

Current 0.54$       psf

Anticipated to Increase in Fall 2016 0.57$       psf

f) Cap rates were estimated based on investor reports, data provided by developers, and a review of Costar data for properties sold between August 2015 and July 2016.

g) Feasibility is based on a minimum YOC of 9%

and a minimum return on cost of 15%

based on interviews with developers active in the Los Angeles.

Source: BAE, 2016.

Alternative 1 Alternative 1 Alternative 2 Alternative 3Alternative 3Alternative 2

APPENDIX C-4: HOTEL PRO FORMAS 
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Key Development Assuptions

Low 
Market - 

Baseline

Low 
Market 

with 
Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 

Linkage 
Fee

Strong 
Market - 

Baseline

Strong 
Market 

with 
Linkage 

Fee Development Costs

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 
Linkage Fee

Strong 
Market - 

Baseline

Strong 
Market with 
Linkage Fee

Gross Building Area (sf) 16,000       16,000      16,000        16,000        16,000      16,000      Land 351,300$       351,300$       468,400$       468,400$       1,405,200$    1,405,200$    
Efficiency Ratio 100% 100% 100% 100% 100% 100% Land per Site sf 15.00$           15.00$           20.00$           20.00$           60.00$           60.00$           
Net Leaseable Area 16,000       16,000      16,000        16,000        16,000      16,000      
Parking Ratio (spaces per square foot) (a) 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 Construction Costs
Number of Parking Spaces (a) 21 21 21 21 21 21 Site Work 117,100$       117,100$       117,100$       117,100$       117,100$       117,100$       
  Total Surface Spaces 21 21 21 21 21 21 Hard Costs 1,760,000$    1,760,000$    1,760,000$    1,760,000$    1,760,000$    1,760,000$    
  Total Structured Parking Spaces -            -            -              -              -            -            Hard Costs - Parking 127,200$       127,200$       127,200$       127,200$       127,200$       127,200$       
  Total Underground Spaces -            -            -              -              -            -            Tenant Improvements -$               -$               -$               -$               -$               -$               
Total Parking Area (sf) 350 7,420         7,420        7,420          7,420          7,420        7,420        Soft Costs 400,860$       400,860$       400,860$       400,860$       400,860$       400,860$       
Total Number of Stories (Bldg) 1                1               1                 1                 1               1               
Total Number of Stories (Parking) 1                1               1                 1                 1               1               School Fee 8,640$           8,640$           8,640$           8,640$           8,640$           8,640$           
Built FAR (ratio to 1.0) 0.68           0.68          0.68            0.68            0.68          0.68          Commercial Linkage Fee -$               -$               -$               80,000$         -$               400,000$       
Site Size (sf) 23,420       23,420      23,420        23,420        23,420      23,420      Subtotal Costs Before Financing 2,413,800$    2,413,800$    2,413,800$    2,493,800$    2,413,800$    2,813,800$    
Site Size (acres) 0.54           0.54          0.54            0.54            0.54          0.54          
Rents Financing Costs

Asking Rent/SF/Year (b) 9.00$         9.00$        14.00$        14.00$        20.00$      20.00$      Points 28,966$         28,966$         28,966$         29,926$         28,966$         33,766$         
Development Costs Construction Period Interest 132,725$       132,725$       138,346$       142,186$       183,312$       202,512$       

Site Work 5$              5$             5$               5$               5$             5$             Subtotal Financing Costs 161,690$       161,690$       167,311$       172,111$       212,278$       236,278$       
Hard Costs (c) 110$          110$         110$           110$           110$         110$         
Tenant Improvements -$          -$          -$            -$            -$          -$          Total Development Costs 2,926,790$    2,926,790$    3,049,511$    3,134,311$    4,031,278$    4,455,278$    
Parking Costs (per space surface) 6,000$       6,000$      6,000$        6,000$        6,000$      6,000$      Total Development Costs/SF 183$             183$             191$              196$             252$             278$             
Parking Costs (per space structured) 30,000$     30,000$    30,000$      30,000$      30,000$    30,000$    Commerical Linkage Fee as % of TDC 0.0% 0.0% 0.0% 2.6% 0.0% 9.0%
Parking Costs (per space underground) 50,000$     50,000$    50,000$      50,000$      50,000$    50,000$    Total Impact Fees as % of TDC 0.3% 0.3% 0.3% 2.8% 0.2% 9.2%
Soft Costs exc Fees (as % of hard) 20% 20.0% 20.0% 20.0% 20.0% 20.0% Valuation

Impact Fees Operations
School Fee per sq. ft. (d) 0.54$         0.54$        0.54$          0.54$          0.54$        0.54$        Gross Income 144,000$       144,000$       224,000$       224,000$       320,000$       320,000$       
Commercial Linkage Fee -$          -$          -$            5.00$          -$          25.00$      Less: Vacancy (7,200)$          (7,200)$          (11,200)$        (11,200)$        (16,000)$        (16,000)$        

Financing Costs Less: Op Expenses (4,320)$         (4,320)$         (6,720)$         (6,720)$         (9,600)$         (9,600)$         

Loan to Cost Ratio 80.0% 80.0% 80.0% 80.0% 80.0% 80.0% Net Operating Income (NOI) 132,480$       132,480$       206,080$       206,080$       294,400$       294,400$       
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Value at Stabilization 2,208,000$    2,038,154$    3,746,909$    3,746,909$    5,352,727$    5,352,727$    
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Yield on Cost
Construction Period (months) 12              12             12               12               12             12             Value at Stabilization 2,208,000$    2,038,154$    3,746,909$    3,746,909$    5,352,727$    5,352,727$    
Average Outstanding Balance 60.0% 60.0% 60.0% 60.0% 60.0% 60% Less: Total Development Costs 2,926,790$    2,926,790$    3,049,511$    3,134,311$    4,031,278$    4,455,278$    

Operations Profit (718,790)$      (888,637)$      697,398$       612,598$       1,321,450$    897,450$       

Vacancy 5% 5% 5% 5% 5% 5% Return on Cost -24.6% -30.4% 22.9% 19.5% 32.8% 20.1%
Op Ex (% of Gross Rent) (b) 3% 3% 3% 3% 3% 3% Yield on Cost (NOI/TDC) 4.5% 4.5% 6.8% 6.6% 7.3% 6.6%

Cap Rate (e) 6.0% 6.5% 5.5% 5.5% 5.5% 5.5% Project Feasible? (f) No No Yes Yes Yes Yes

Notes:

a) The parking ratio for warehouse or storage is 1 per 500 square feet for the first 10,000 square feet, and 1 per 5,000 thereafter. 

b) Assumes triple-net lease

b) Hard costs were based on data from RS Means with a location factor applied to reflect construction costs in Los Angeles.

d) School Fees for Commercial

Current 0.54$         psf

Anticipated to Increase in Fall 2016 0.57$         psf

e) Cap rates were estimated based on investor reports, data provided by developers, and a review of Costar data for properties sold between August 2015 and July 2016.

f) Feasibility is based on a minimum YOC of 6.5%

and a minimum return on cost of 15%

based on interviews with developers active in the Los Angeles.

Source: BAE, 2016.

Alternative 1 Alternative 2 Alternative 3Alternative 1 Alternative 2 Alternative 3

APPENDIX C-5: WAREHOUSE PRO FORMAS 
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Key Development Assuptions

Low 
Market - 

Baseline

Low 
Market 

with 
Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 

Linkage 
Fee

Strong 
Market - 

Baseline

Strong 
Market 

with 
Linkage 

Fee Development Costs

Low Market - 
Baseline

Low Market 
with Linkage 

Fee

Moderate 
Market- 

Baseline

Moderate 
Market with 
Linkage Fee

Strong 
Market - 

Baseline

Strong 
Market with 
Linkage Fee

Gross Building Area (sf) 12,000       12,000      12,000        12,000        12,000      12,000       Land 306,000$       306,000$       408,000$       408,000$       816,000$       816,000$       
Efficiency Ratio 95% 95% 95% 95% 95% 95% Land per Site sf 15.00$           15.00$           20.00$           20.00$           40.00$           40.00$           
Net Leaseable Area 11,400       11,400      11,400        11,400        11,400      11,400       
Parking Ratio (spaces per square foot) 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 1 per 500 Construction Costs
Number of Parking Spaces 24 24 24 24 24 24 Site Work 102,000$       102,000$       102,000$       102,000$       102,000$       102,000$       
  Total Surface Spaces 24 24 24 24 24 24 Hard Costs 1,620,000$    1,620,000$    1,620,000$    1,620,000$    1,620,000$    1,620,000$    
  Total Structured Parking Spaces -            -            -              -              -            -             Hard Costs - Parking 144,000$       144,000$       144,000$       144,000$       144,000$       144,000$       
  Total Underground Spaces -            -            -              -              -            -             Tenant Improvements -$               -$               -$               -$               -$               -$               
Total Parking Area (sf) 350 8,400         8,400        8,400          8,400          8,400        8,400         Soft Costs 373,200$       373,200$       373,200$       373,200$       373,200$       373,200$       
Total Number of Stories (Bldg) 1                1               1                 1                 1               1                
Total Number of Stories (Parking) 1                1               1                 1                 1               1                School Fee 6,480$           6,480$           6,480$           6,480$           6,480$           6,480$           
Built FAR (ratio to 1.0) 0.59           0.59          0.59            0.59            0.59          0.59           Commercial Linkage Fee -$               -$               -$               168,000$       -$               234,000$       
Site Size (sf) 20,400       20,400      20,400        20,400        20,400      20,400       Subtotal Costs Before Financing 2,245,680$    2,245,680$    2,245,680$    2,413,680$    2,245,680$    2,479,680$    
Site Size (acres) 0.47           0.47          0.47            0.47            0.47          0.47           
Rents Financing Costs

Asking Rent/SF/Year (a) 10.00$       10.00$      18.00$        18.00$        21.00$      21.00$       Points 2,695$           2,695$           2,695$           2,896$           2,695$           2,976$           
Development Costs Construction Period Interest 12,248$         12,248$         12,738$         13,544$         14,696$         15,819$         

Site Work 5$              5$             5$               5$               5$             5$              Subtotal Financing Costs 14,943$         14,943$         15,432$         16,440$         17,391$         18,795$         
Hard Costs 135$          135$         135$           135$           135$         135$          
Tenant Improvements -$          -$          -$            -$            -$          -$           Total Development Costs 2,566,623$    2,566,623$    2,669,112$    2,838,120$    3,079,071$    3,314,475$    
Parking Costs (per space surface) 6,000$       6,000$      6,000$        6,000$        6,000$      6,000$       Total Development Costs/SF 214$              214$              222$             237$              257$             276$             
Parking Costs (per space structured) 30,000$     30,000$    30,000$      30,000$      30,000$    30,000$     Commerical Linkage Fee as % of TDC 0.0% 0.0% 0.0% 5.9% 0.0% 7.1%
Parking Costs (per space underground) 50,000$     50,000$    50,000$      50,000$      50,000$    50,000$     Total Impact Fees as % of TDC 0.3% 0.3% 0.2% 6.1% 0.2% 7.3%
Soft Costs exc Fees (as % of hard) 20% 20.0% 20.0% 20.0% 20.0% 20.0% Valuation

Impact Fees Operations
School Fee per sq. ft. (c) 0.54$         0.54$        0.54$          0.54$          0.54$        0.54$         Gross Income 114,000$       114,000$       205,200$       205,200$       239,400$       239,400$       
Commercial Linkage Fee -$          -$          -$            14.00$        -$          19.50$       Less: Vacancy (5,700)$          (5,700)$          (10,260)$        (10,260)$        (11,970)$        (11,970)$        

Financing Costs Less: Op Expenses (5,700)$         (5,700)$         (10,260)$       (10,260)$       (11,970)$       (11,970)$       

Loan to Cost Ratio 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% Net Operating Income (NOI) 102,600$       102,600$       184,680$       184,680$       215,460$       215,460$       
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Value at Stabilization 1,710,000$    1,578,462$    3,357,818$    3,357,818$    3,917,455$    3,917,455$    
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Yield on Cost
Construction Period (months) 12              12             12               12               12             12              Value at Stabilization 1,710,000$    1,578,462$    3,357,818$    3,357,818$    3,917,455$    3,917,455$    
Average Outstanding Balance 60.0% 60.0% 60.0% 60.0% 60.0% 60% Less: Total Development Costs 2,566,623$    2,566,623$    2,669,112$    2,838,120$    3,079,071$    3,314,475$    

Operations Profit (856,623)$      (988,161)$      688,706$       519,698$       838,384$       602,980$       

Vacancy 5% 5% 5% 5% 5% 5% Return on Cost -33.4% -38.5% 25.8% 18.3% 27.2% 18.2%
Op Ex (% of Gross Rent) (b) 5% 5% 5% 5% 5% 5% Yield on Cost (NOI/TDC) 4.0% 4.0% 6.9% 6.5% 7.0% 6.5%

Cap Rate (d) 6.0% 6.5% 5.5% 5.5% 5.5% 5.5% Project Feasible? (f) No No Yes Yes Yes Yes

Notes:

a) Assumes triple-net lease
b) Hard costs were based on data from RS Means with a location factor applied to reflect construction costs in Los Angeles.
c) School Fees for Commercial

Current 0.54$         psf
Anticipated to Increase in Fall 2016 0.57$         psf

d) Cap rates were estimated based on investor reports, data provided by developers, and a review of Costar data for properties sold between August 2015 and July 2016.
e) Feasibility is based on a minimum YOC of 6.5%
and a minimum return on cost of 15%

based on interviews with developers active in the Los Angeles.
Source: BAE, 2016.

Alternative 3Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2

APPENDIX C-6: INDUSTRIAL PRO FORMAS 
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Key Development Assuptions (a) Cost Basis Development Costs Cost Basis

Gross Building Area (sf) 75,000           Land 3,906,250$       
Efficiency Ratio 100% Land per Site sf 50.00$              
Net Leaseable Area 75,000           
Parking Ratio (spaces per square foot) 1 per 200 Construction Costs
Number of Parking Spaces 375                Site Work 390,625$          
  Total Surface Spaces -                 Hard Costs 60,000,000$     
  Total Structured Parking Spaces 375                Hard Costs - Parking 9,375,000$       
  Total Underground Spaces -                 Tenant Improvements -$                  
Total Parking Area (sf) 350 131,250         Soft Costs 13,953,125$     
Total Number of Stories (Bldg) 6                    Subototal Before Fees 83,718,750$     
Total Number of Stories (Parking) 2                    
Built FAR (ratio to 1.0) 1.0 School Fee 40,500$            
Site Size (sf) 78,125           Commercial Linkage Fee 2,625,000$       
Site Size (acres) 1.79               Subtotal Fees 2,665,500$       
Rents

Asking Rent/SF/Year N/A Total Development Costs 90,290,500$     
Development Costs Total Development Costs/SF 1,204$              

Site Work 5$                  Commerical Linkage Fee as % of TDC 2.9%
Hard Costs 800$             Total Impact Fees as % of TDC 3.0%
Tenant Improvements -$               
Parking Costs (per space surface) 6,000$           
Parking Costs (per space structured) 25,000$         
Parking Costs (per space underground) 40,000$         
Soft Costs exc Fees (as % of hard) 20.0%

Impact Fees
School Fee per sq. ft. (b) 0.54$             
Commercial Linkage Fee 35.00$           

Notes:

a) The hospital/medical office prototype was evaluated using a total development cost metric because it is difficult to obtain data on revenue, which varies depending on the type of

medical services offered. Data from the Office of Statewide Health Planning and Development was evaluated for new hospital expansion projects between 2010 and 2016, with

construction costs averaging $600-$1,200 per square foot. For each cost threshold, the fee was set at 1% of total development cost.

b) School Fees for Commercial

Current 0.54$             

Anticipated to Increase in Fall 2016 0.57$             

Source: BAE, 2016.

APPENDIX C-7: MEDICAL (HOSPITAL) PROTOTYPE (COST-BASIS) 
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APPENDIX C-8: LAND SALES FOR COMMERCIAL AND RESIDENTIAL PROJECTS 

 

 
 

Commercial Land Comps City Neighborhood APN Zoning Sale Date Land SF Sales Price Price/SF Market 
7221 Canby Avenue Reseda Reseda 2119-020-901 C2 4/3/2015 10,994    439,760$         40.00$       Low
18854 Sherman Way Reseda Reseda 2126-001-001 C2 4/17/2014 36,690    1,600,000$      43.61$       Low
18854-18860 Sherman Way Reseda Reseda 2126-001-001 C2 4/17/2014 36,220    1,600,000$      44.17$       Low
18447 Sherman Way Reseda Reseda 2119-020-900 C2 4/3/2015 8,400      420,000$         50.00$       Low
7324-7332 Reseda Blvd Reseda Reseda 2119-019-032 C2/P 3/3/2015 29,142    1,550,000$      53.19$       Low
7332 Reseda Blvd Reseda Reseda 2119-019-032 C2 9/19/2013 29,140    1,555,000$      53.36$       Low
22112 Sherman Way Canoga Park Canoga Park 2024-012-007 R2 5/4/2015 15,719    880,000$         55.98$       Low
7304 Canby Avenue Reseda Reseda 2119-021-039 C2 4/18/2014 8,003      540,000$         67.47$       Low
18438 Bryant Street Northridge Northridge 2786-005-011 CM 3/2/2016 14,192    1,040,000$      73.28$       Low
20460 Sherman Way Winnetka Winnetka 2136-002-024 C4-5/P 6/6/2014 16,533    1,500,000$      90.73$       Low

Average 57.18$       

16623 Sherman Way Van Nuys Lake Balboa 2226-006-016 C2 2/28/2011 16,552    840,000$         50.75$       Moderate
16836 Sherman Way Van Nuys Lake Balboa 2225-018-012 LAR3 3/14/2014 14,462    967,000$         66.86$       Moderate

Average 58.81$       

Industrial Land Comps
930 East 111th Place Los Angeles Green Meadows Multiple M-1 - 395,555   7,900,000$      19.97$       Moderate
338 East Beach Avenue Inglewood N/A 4015-017-017 Industrial 11/1/2014 61,468    1,100,000$      17.90$       Outside of City
9415 Burtis Street South Gate N/A 622-001-015 Industrial 11/1/2014 187,508   5,250,000$      28.00$       Outside of City
21038 South Wilmington Avenue Carson N/A 7316-028-014 Industrial 12/1/2013 435,164   14,200,000$    32.63$       Outside of City

Average 24.62$       

Residential Land Comps # of Units Price/Unit
1030-48 N. Soto Street Los Angeles Boyle Heights N/A N/A Escrow 49           2,000,000$      40,816$      Low
2423-31 East 1st Street Los Angeles Boyle Heights N/A N/A 8/1/2014 31           1,483,100$      47,842$      Low
1836-42 Sichel Street Los Angeles Lincoln Heights N/A N/A 2/1/2015 20           1,195,000$      59,750$      Low
516 Echandia Street Los Angeles Boyle Heights N/A N/A 4/1/2015 3            230,000$         76,667$      Low

Average 56,269$     

G12 Los Angeles Downtown N/A N/A Oct-13 640         45,000,000$    70,313$      High
Hanover Los Angeles Downtown N/A N/A Jan-13 231         18,000,000$    77,922$      High
1027 Olive Los Angeles Downtown N/A N/A Jan-14 201         20,000,000$    99,502$      High

Average 82,579$     

Source: Data based on multiple appraisals provided by the City of Los Angeles in 2016
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Appendix D: Residential Fee Case Studies 
The following profiles several residential fee programs established in cities throughout 
California.  First, larger cities’ programs are summarized, including San Francisco, 
Sacramento, Oakland, and San Diego.  Next, several smaller cities located near Los Angeles 
are profiled to provide context for more localized real estate economics and policy 
considerations. 
 
It should be noted that these profiles are not exhaustive; numerous other cities in California 
have pre-existing inclusionary housing programs, and almost all of these jurisdictions have an 
in-lieu fee option (especially post-Palmer for rental housing projects).   
 
The only city profiled in this chapter that did not have an existing inclusionary housing 
ordinance at the time of the Palmer decision is Oakland, which just recently adopted it’s 
housing impact fee, as described below.   
 
SAN FRANCISCO INCLUSIONARY PROGRAM AND IN-LIEU FEES 
 
Background 
San Francisco’s Inclusionary Housing Program dates back to 1992, though substantial 
amendments in 2002 extended applicability to as-of-right projects with ten units or more, and 
established the option to pay an in-lieu fee that in large part remains in place today.   
 
Since its inception, the inclusionary requirements and scope have been modified numerous 
times to account for changing economic conditions, growing affordable housing needs. and 
legal challenges to inclusionary housing policies across the State.55  At the time of the policy’s 
adoption in 1992, the program established a 10 percent on-site affordable housing (60% AMI) 
requirement that applied only to projects seeking conditional uses.  Changes to the policy in 
2002 cited declining vacancy rates and dramatic increases in average housing prices as the 
impetus for the imposition of stricter requirements, including expanding its applicability to as-
of-right projects.56 
 
Rather than constructing inclusionary units, market-rate residential developers have had an 
option to pay an in-lieu fee, based on the number of off-site inclusionary units (typically a 
higher percentage than those required on-site), the affordability gap identified by way of a 
nexus study, and annual adjustments. 
                                                      
 
55 A summary of the evolution of San Francisco’s Inclusionary Housing Program has been compiled by the Mayor’s Office of 
Housing and Community Development and may be accessed at the following URL as of 7/21/16: 
http://sfmohcd.org/sites/default/files/FileCenter/Documents/7252-
Evolution%20of%20Inclusionary%20Housing%20Program%20110513.pdf.   
56 San Francisco Ordinance No. 37-02, “Inclusionary Affordable Housing Program.” Amended 3/18/02. Accessed 7/18/16. 
http://sfmohcd.org/sites/default/files/FileCenter/Documents/3780-Inclusionary%20Housing%20LawOrdinance37-02.pdf.  
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In 2010, the Program’s in-lieu fee evolved into the Affordable Housing Fee following the 2009 
California Court of Appeal’s decision in Palmer/Sixth Street Properties L.P. v. City of Los 
Angeles, which effectively prohibited the enforcement of inclusionary housing programs and 
associated in-lieu fees on rental developments.  The current ordinance imposes the Affordable 
Housing Fee on residential projects of ten or more units and provides developers with an 
option to construct units rather than paying the Fee, provided they meet certain requirements.  
This setup is opposite the original policy, which required the construction of units but offered 
the option to pay an in-lieu fee, subject to conditions.   
 
Most recently, in June 2016, San Francisco voters passed Proposition C, which removed the 
existing inclusionary rates from the City Charter to allow for easier routine adjustment and 
increased the affordable housing obligations applicable for larger market-rate residential 
developments.  The requirements set forth in Proposition C will be enforced on an interim 
basis until the City enacts an ordinance to amend the Planning Code and adopt inclusionary 
and/or affordable housing obligations.57  As such, the inclusionary standards described in this 
section reflect those in Proposition C. 
 
Today, San Francisco’s program applies broadly to any residential development project that 
consists of at least ten units (even if units are located on separate adjacent lots), with 
standard exemptions such as developments located on property owned or leased continuously 
by the United States or State of California used exclusively for governmental or educational 
purposes, and those located on property owned by the San Francisco Redevelopment Agency 
or Port of San Francisco where application is prohibited by State or local law.  Projects in which 
100 percent of units will be affordable and regulated by a government unit, agency, or 
authority and qualified student housing projects are also exempt from the inclusionary 
requirement, subject to specific requirements and conditions.58 
 
As part of the program, all project sponsors or developers are required to submit a Declaration 
of Intent specifying how the inclusionary requirements will be fulfilled to the Planning 
Department before payment of any fees.  The Planning Department is then responsible for 
notifying the Development Fee Collection Unit at the Department of Building Inspection of their 
choice.  Should a developer opt to proceed with an alternative option rather than paying the 
                                                      
 
57 The full text of Proposition C may be accessed at the following URL as of 7/21/16: 
http://sfgov.org/elections/sites/default/files/Documents/candidates/IHR%20Legal%20Text.pdf.  
58 Section 415.3 of the Municipal Code states, “If a project qualifies as exempt because it consists of 100 percent affordable 
units, the project sponsor must record an NSR against the property that provides that, in the event of foreclosure or for any other 
reason, the project no longer qualifies as a project meeting the requirements of [the exemption], the project will either pay the 
Affordable Housing Fee plus interest from the date the project received its first construction document for the project if no 
affordable units were ever provided, or if affordable units were provided and occupied, then the Affordable Housing Fee with no 
interest is due on the dates the units were no longer occupied by qualifying households; or provide the required number of on-site 
affordable units required at time of original project approval and that those units shall be subject to all of the requirements of [the 
inclusionary program].”  In order to qualify as exempt, a Student Housing project must be part of a larger institutional master plan, 
which is to be filed with the Planning Department prior to the issuance of any building permit or alteration permit. 
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fee, they must submit an Affidavit of Eligibility for an Alternative to the Affordable Housing Fee 
in addition to the Declaration of Intent. 
 
Fee Structure 
The amount of the Affordable Housing Fee (formerly the in lieu fee) is charged on a per-unit 
basis for either 20 percent of the total number of units in the principal project for projects with 
10 to 24 units or 33 percent for projects with 25 units or more, without rounding up to the 
nearest whole number.  The current fee schedule is shown in the table below.  Fees charged 
per unit reflect the unit mix of the principal project. 
 
The inclusion of a fee specific to single room occupancy (SRO) and Group Housing Units in 
2016 is unique among the case study areas analyzed for this report and accounts for the 
finding that these units are typically smaller than studios. 
 
MARKET-RATE RESIDENTIAL AFFORDABLE HOUSING FEES 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Affordable Housing Fee must be paid in full before issuance of the first construction 
document, though in the past, the Board of Supervisors has adopted deferral mechanisms.  
For example, during the Great Recession, development projects in the pipeline were permitted 
to defer payment of the in-lieu fee, in addition to all other impact fees, to prior to issuance of 
the first certificate of occupancy, subject to a deferral surcharge deposited into the Downtown 
Park Fund.  This option expired in July 2013, though the language still exists in the Planning 
Code, in the event that the Board of Supervisors is motivated to reactivate such provisions.   
 
All monies collected by the Affordable Housing Fee and any lien proceedings are deposited 
into the Citywide Affordable Housing Fund, which is managed by the Mayor’s Office of Housing.  
Funds generated by the Inclusionary Housing Program are used as a source of gap financing to 

Project Size
Unit Type (a) 10-24 Units (b) 25+ Units (c)
SRO/Group Housing Unit $29,701 $49,007
Studio $39,602 $65,343
1 Bedroom $53,792 $88,757
2 Bedroom $73,274 $120,902
3 Bedroom $83,560 $137,874
4 Bedroom $104,286 $172,072

Note:
(a) Fees shown are those effective June 1, 2016.
(b) Reflects an off-site inclusionary requirement of 20% of units
in the principal project.
(c) Reflects an off-site inclusionary requirement of 33% of units
in the principal project.

Sources: SF Mayor's Office of Housing and Community 
Development, 2016; BAE, 2016.
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support affordable housing developments,59 assist low and moderate income homebuyers, 
and pay the expenses of the Mayor’s Office of Housing and Community Development (MOHCD) 
as necessary to administer and monitor compliance with the Program, but not exceeding 
$200,000 every five years.   
 
The Mayor’s Office of Housing and Community Development updates and publishes annual 
adjustments to the Affordable Housing Fee, based on the annual percent change in the 
Construction Cost Index (CCI) for San Francisco as published by Engineering News Record. 
 
Alternatives 
As noted previously, developers may choose to construct inclusionary units, either on- or off-
site (or provide a combination of units and paying the fee) rather than paying the Affordable 
Housing Fee in full.60  If a developer chooses to construct units rather than paying the fee, they 
must either (a) construct, market and sell all units as ownership units that will remain 
ownership units for the life of the project, or (b) submit a contract to the City demonstrating 
that construction of the inclusionary units is not in violation of the Costa-Hawkins Rental 
Housing Act because they have entered into an agreement with a public entity to receive a 
direct financial contribution or other form of assistance, thereby exempting the development 
from the requirements of Costa-Hawkins.61  Typically, off-site units must be located within one 
mile of the principal project, to support an even distribution of market-rate and subsidized 
housing across the City.  Special requirements may apply to individual projects subject to 
standards established in a developer agreement. 
 
Pursuant to recent changes adopted in Proposition C, the number of inclusionary units 
required is dependent on project size as follows: 
 
Projects with 10-24 Units 
For projects with fewer than 25 units, developers may choose to construct inclusionary units 
on- or off-site, equivalent to either 12 percent of the number of units in the principal project for 
on-site units or 20 percent for off-site units, and affordable to low-income households.62 
  

                                                      
 
59 Based on an interview with a Development Project Manager in the Mayor’s Office of Housing and Community Development, the 
amount of gap financing contributed by the Affordable Housing Fund typically does not exceed $200,000 per unit.  The City has 
established supportive service requirements for affordable projects, and these standards which may be increased especially when 
the City has invested funds into the project; however, funds are generally not used directly for supportive services, which are 
typically shown as an operating expense (rather than construction cost), and paid by the developer over the life of the project. 
60 In certain geographic areas such as the UMU and Mission Transit Districts, developers also have an additional option to 
contribute land to the City whose value is at least equivalent to payment of the Affordable Housing Fee. 
61 Refer to California Civil Code Section 1954.53(a)(2). 
62 The percentage requirement of off-site affordable units is slightly different for tall projects.  Section 415.7 of the Municipal 
Code provides that any project that is over 120 feet in height and does not require a Zoning Map amendment or Planning Code 
text amendment related to its project approvals that results in a net increase in the number of permissible residential units or in a 
material increase in the net permissible residential square footage is required to construct 17 percent times the number of units 
in the principal project, rounded up from fractions of 0.5 or more.  
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Projects with 25+ Units 
For projects with twenty-five dwelling units or more, the minimum required number of on-site 
affordable units be must be equal to at least 25 percent of the units in the principal project, 
rounded up from fractions of 0.5 or more, with 15 percent of units affordable to low- and very 
low-income households and 10 percent affordable to middle-income households.  If 
inclusionary units are constructed off-site, the developer must construct at least the number of 
units equivalent to 33 percent of all units constructed in the principal project, rounded up from 
fractions of 0.5 or more, with 20 percent of units affordable to low- and very low-income 
households and 13 percent of units affordable to middle-income households.   
 
These alternative scenarios are summarized in the table below. 
 
INCLUSIONARY HOUSING REQUIREMENTS FOR ON- AND OFF-SITE UNITS 

 
Outcomes 
Since its inception in 1992, the inclusionary housing program has resulted in the production of 
2,157 total below market-rate (BMR) units with an average of 86 units completed per year63  
Due to the nature of the program, the magnitude of BMR inclusionary housing units completed 
in a particular year is dependent on market-rate construction trends and consequently broader 
economic conditions.  In 2008, for example, 311 BMR units were completed, the peak year 
since the program’s establishment in 1992.  Following the Great Recession, the program saw 
its lowest production of BMR inclusionary units, with just four completed in 2011.  Since 2012, 
production of BMR units has grown annually, but has not yet exceeded the 2008 pre-recession 
peak.  In addition to the units produced on-site, as of FY 2011-12, $50,321,468 in 
Inclusionary Housing Fees had been deposited into the Affordable Housing Fund.64   
Lessons Learned 

                                                      
 
63 Based on an inventory of projects completed between Q1 1992 and Q2 2016. Source data provided by the SF MOHCD and 
may be downloaded at https://data.sfgov.org/Housing-and-Buildings/Residential-Projects-With-Inclusionary-Requirement/nj3x-
rw36n. Accessed 7/19/16.  
64 City and County of San Francisco Controllers Office, “FY 2011-12 Development Impact Fee Report.” November 30, 2012. 
Accessed 7/19/16. http://sfcontroller.org/sites/default/files/FileCenter/Documents/3770-ImpactReport_2011-12.pdf. 

Project Size
On-Site 

Requirement (a) 
On-Site Minimum Affordability 

Requirement
Off-Site 

Requirement (b)
Off-Site Minimum Affordability 

Requirement

< 10 units 0 N/A 0 N/A

10 - 24 units
12% of units on 

project site Affordable to LI households
20% of units in 

principal project Affordable to LI households

> 24 units
25% of units on 

project site
15% affordable to LI households; 

10% affordable to LI/MI households
33% of units in 

principal project
20% affordable to LI households; 

13% affordable to LI/MI households

Notes:
(a) The requirements shown are general, city-wide requirements. Specific requirements may apply to the UMU District and Eastern Neighborhood.
(b) Subject to a pending feasibility study.

Sources: SF Planning Code, Sec. 415, 2016; SF Planning, 2016; BAE, 2016.
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City staff interviewed for this study remarked that while the City is not legally able to require 
developers to select one particular option to comply with the ordinance, construction of on-site 
units is the City’s preferred option in most cases.65  This is partially due to the challenge of 
using of Affordable Housing Fee funds in housing boom cycles, when land prices and 
construction costs are high, making affordable projects difficult to build.   
 
By imposing a smaller proportion of affordable units when constructed on-site, San Francisco’s 
program incentivizes on-site construction of affordable units.   
 
Since the transition of the in-lieu fee to the Affordable Housing Fee in 2010 and realignment of 
the policy towards a fee-based program, 60 percent of projects approved by the Planning 
Department have elected to construct on-site units. Of those projects electing to provide on-
site affordable units, a slightly greater proportion have built ownership units (54 percent 
ownership compared to 46 percent rental units.)66   Approximately 34 percent of projects 
approved since 2011 have chosen to pay the Affordable Housing Fee and approximately three 
percent have sought a combination of units and fees.   
 
These program outcomes are summarized below. 
 
INCLUSIONARY PROGRAM OUTCOMES, Q1 2011 - Q2 2016 

  

                                                      
 
65 One case in which on-site units are not a preference are those in which luxury units have particularly high homeowners’ 
association fees that may ultimately make a technically “affordable” unit exceed allowable housing payments. 
66 Based on a total of 83 projects that chose to provide on-site BMR units and received planning approval between 1/1/11 and 
6/9/2016. 

Option Projects (a) Percent

On-Site BMR Project 82 60.3%
Fee Payment 46 33.8%
Combination Project 4 2.9%
Land Dedication 2 1.5%
Units for Off-Site Project with Onsite Obligation 1 0.7%
Units for Off-Site Project 1 0.7%

Total 136 100.0%

Note:
(a) Based on the date of planning approval.

Sources: San Francisco MOHCD, 2016; BAE, 2016.
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OAKLAND AFFORDABLE HOUSING IMPACT FEE 
 
Background 
The City of Oakland had undertaken various efforts to study inclusionary housing ordinances 
prior to the City’s recent adoption of an affordable housing impact fee in May 2016.  For 
example, in 2000, a City Housing Task Force recommended that the City consider adopting an 
inclusionary housing policy, though the City did not act on the recommendation at that time.  In 
2006, the City Council established a Blue Ribbon Commission to study a proposed 
inclusionary ordinance, condominium conversions, and a comprehensive housing strategy, 
and formulate a set of recommendations.  The Commission’s final report was presented to 
Council in September 2007.  Among other recommendations, the Commission recommended 
that the City adopt an inclusionary housing ordinance for new residential ownership 
developments.  An economic feasibility report that was completed to inform the Commission’s 
work found that development of rental housing was economically infeasible at the time even 
without an additional affordable housing impact fee, leading the Commission to elect not to 
recommend inclusionary requirements for rental projects. 
 
In late 2007, shortly after the release Blue Ribbon Commission’s recommendations, the 
Oakland housing market began to experience the impacts of the recent recession, stalling the 
City’s consideration of an inclusionary housing ordinance.  However, in the past few years, 
Oakland’s housing market, including the market for rental housing, has experienced a 
dramatic boom.  Significant increases in housing costs and concerns about displacement have 
led housing advocates to call for affordable housing impact fees, particularly within the context 
of the City’s recent adoption of four major Specific Plans.   
 
At roughly the same time, the City began to consider adoption of a transportation impact fee, 
causing City staff and Council members to call attention to the need for an affordable housing 
impact fee, along with fees for other capital improvements.   
 
In 2013 the City Council authorized funding for the affordable housing impact fee nexus study, 
which was completed in 2016.  The Nexus Study analyzed seven types of residential 
development and found the maximum legal fees per unit of each type of housing to be as 
follows: 

 Single-Family Homes – Urban $34,833 
 Single-Family Homes – Hills $81,729 
 Townhomes – Urban $44,693 
 Townhomes – Hills $53,258 
 Multifamily – Lower/Mid-Rise $35,172 
 Multifamily – Mid-Rise $39,887 
 Multifamily – High-Rise $50,804 
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Alongside the nexus study, the City commissioned an Economic Feasibility Study to evaluate 
the impacts of all three new impact fees (affordable housing, transportation, and capital 
facilities) on development feasibility.  The study found that single-family homes and 
townhouses were feasible in most parts of Oakland, multifamily rental housing was marginally 
feasible without the new impact fees, and condominium development was not feasible even 
without the new fees. 
 
The Oakland City Council adopted substantially lower-than-maximum housing fees (see next 
section) on May 2016.  The adopted fee schedule is effective on September 1, 2016.   
 
Fee Structure 
Oakland’s affordable housing impact fee applies to all new residential units constructed in the 
City, regardless of the number of units in the project.  The fee structure has different rates for 
each of three product types - multifamily, townhome, and single-family units -  as well as 
different fees and phase-in schedules for each of three geographic zones.  In the two 
geographic zones with stronger current residential market conditions, the fee will be phased in 
starting on September 1, 2016 and increasing on July 1, 2017 and July 1, 2018.  The third 
zone, with a more moderate residential market, has a slower phase-in period.  Starting on July 
1, 2021, the fee will increase on an annual basis based on the Marshall & Swift building cost 
index.  The adopted fee rates and phasing through July 1, 2020 are as shown in the table 
below.  Affordable units and accessory dwelling units are exempt from the fee. 
 
OAKLAND AFFORDABLE HOUSING IMPACT FEE (PER UNIT) 

 Sept. 1, 2016 July 1, 2017 July 1, 2018 July 1, 2019 July 1, 2020 

Zone 1      

Multifamily $5,500 $11,500 $22,000 $22,000 $22,000 

Townhome $6,500 $12,000 $20,000 $20,000 $20,000 

Single-Family $6,000 $12,500 $23,000 $23,000 $23,000 

Zone 2      

Multifamily $4,550 $9,250 $17,750 $17,750 $17,750 

Townhome $2,600 $7,200 $14,250 $14,250 $14,250 

Single-Family $3,750 $9,000 $16,500 $16,500 $16,500 

Zone 3      

Multifamily $0 $0 $3,000 $6,000 $12,000 

Townhome $0 $0 $1,000 $4,000 $8,000 

Single-Family $0 $0 $1,000 $4,000 $8,000 

Sources:  City of Oakland, 2016; BAE, 2016. 

 
Oakland’s affordable housing impact fee is collected in two installments: half prior to issuance 
of a building permit for all or any part of the project, and half prior to issuance of a certificate 
of occupancy or temporary certificate of occupancy.  The City has the ability to enforce 
payment of the fee by withholding building permits, recording a special assessment or other 
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lien against the property, revoking or suspending the certificate of occupancy or temporary 
certificate of occupancy, assessing civil penalties, or taking any other action necessary and 
appropriate to secure payment. 
 
Project applicants have the option to provide affordable units on- or off-site rather than pay the 
fee.  Affordable units provided off site must be completed within 18 months of the issuance of 
a certificate of occupancy for the market-rate units, and in most cases must be located within 
one half mile of the market-rate project site.  In order to qualify for a fee exemption, the project 
must provide ten percent of units to low- or moderate-income households or five percent of 
units to very low-income households.  In effect, these provisions exempt projects that are 
developed pursuant to the State Density Bonus Ordinance from the fee.67  The City enacted 
these provisions in part to encourage developers to apply for density bonuses to address a 
lack of developer interest in pursuing density bonus projects in Oakland.  In addition, City staff 
and leadership are hoping that use of the density bonus will make it feasible for a larger 
number of developers to provide units on-site within market-rate developments. 
 
Applicants can also petition the City Manager for fee waivers or reductions on the basis that 
the fee would make a project infeasible and there are no feasible means of compliance, that 
the specific project will not generate a need for affordable housing (or only a limited need for 
affordable housing), or that the project has been subjected to atypical delays beyond the 
applicant’s control due to litigation or similar circumstances. 
 
Once the fee is implemented, revenues will be deposited into Oakland’s Housing Trust Fund 
and can be used to support primarily the development of units for very low- or low-income 
households; up to 15 percent of revenues can be used to support the development of 
moderate-income households. 
 
Outcomes 
Because the fee has not yet gone into effect, the program has not generated any revenue or 
units to date. 
 
Lessons Learned 
Stakeholder working groups are often essential to creating a feasible fee, but can be 
controversial.  Oakland engaged a stakeholder working group comprised of housing advocates 
and developers in order to gain technical insight and ensure that the adopted fee rate would 
be feasible.  City staff report that this process was essential to determine feasible fee rates.  

                                                      
 
67 Oakland’s affordability requirements for fee exemptions differ slightly from the affordability requirements under the State 
Density Bonus Ordinance in that the State Density Bonus does not include provisions that allow for additional density for rental 
projects that provide units for moderate-income households, while Oakland’s ordinance does allow fee exemptions for projects 
that provide moderate-income units. 
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However, the working group process did receive some negative media attention because 
meetings were not open to the public in order to ensure candid stakeholder input. 
 
Adopting different fees in different geographic areas can be politically controversial.  The City 
of Oakland adopted different fee rates for each residential unit type based on three 
geographic zones.  In general, the adopted fee rates and are lower and phased in more slowly 
in areas of the City that have experienced minimal recent developer interest in order to avoid 
the potential negative impacts of fees in areas with weaker real estate market conditions and 
encourage additional development in those areas.  As the City began discussing the proposed 
fee rates with the public, some residents expressed dissatisfaction with the difference in rates 
on the basis that the differing rates send a message that the area with lower fee rates are not 
as desirable as other areas. 
 
Stakeholders have differing views on fee collection vs. units on site.  Affordable housing 
advocates in Oakland generally supported policies that would encourage most developers to 
provide fee revenue rather than construct units on site.  Because Housing Trust Fund revenue 
can be used to leverage other sources of affordable housing financing, many affordable 
housing developers and advocates prefer fee revenue on the basis that it can generate a 
larger total number of affordable units.  However, City staff and elected officials developed fee 
exemptions for on-site units with the goal of encouraging a greater mix of incomes at both the 
project and neighborhood level, and therefore adopted less stringent requirements for onsite 
units than many housing advocates requested.  The City expects some developers to elect to 
pay the fees regardless of exemptions for on or offsite units due to the relative simplicity of 
providing the fee or economic feasibility considerations specific to each project.  Notably, 
some areas of Oakland have no height or density limits, thereby negating any potential benefit 
of a density bonus that would be provided in exchange for affordable units. 
 
Eligible activities for fee expenditures should be related to nexus study methodology.  
Affordable housing advocates lobbied to have all affordable housing fee revenues dedicated to 
support units serving lower-income households.  In contrast, due to high market-rate housing 
costs, Oakland City staff and elected officials identified a need to also serve moderate-income 
households.  Consequently, the City adopted policies that would allow up to 15 percent of 
housing impact fee revenue to support moderate-income units.   
 
Adopting a charge based on square footage can lead to different outcomes than per-unit 
charges.  The City of Oakland’s adopted fees are charged on a per-unit basis, despite prior 
consideration of a fee that would be based on square footage.  In part, the City decided on a 
per unit fee because developers often make a larger profit on a per-square-foot basis for 
smaller units.  A per-unit fee effectively results in a higher fee rate per square foot for smaller 
units than for larger units, thereby capturing a larger share of any excess profit from smaller 
units relative to larger units, which may have lower profit margins.  Perhaps more importantly, 
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the City has identified a need for increased construction of larger multifamily units, and 
therefore sought to avoid charging higher fees for larger units. 
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SACRAMENTO HOUSING IMPACT FEE 
 
Background 
In 2005, housing advocates pushed for making inclusionary housing requirements citywide.  
(The 2000 regulations on inclusionary housing concerned only certain growth areas.)  A new 
council member elected in District 1 (with one of the growth areas) also wanted a fairer 
distribution of affordable housing units.  The Housing Element update of 2008 put the shift to 
city-wide affordable housing policy on paper.  The Palmer and Patterson decision and the loss 
of the Redevelopment Agency both forced the city to look for new ways of producing affordable 
housing or revenue for affordable housing.  A linkage fee was chosen.  Keyser Marston did a 
nexus study in 2015, and a new ordinance was passed in the summer of that year.  Fees go 
into the Housing Trust Fund that was created in 1989, for the commercial impact fee program.  
 
The “Mixed Income Housing” ordinance was enacted on Sept. 1, 2015.   
 
Fee Structure 
The fee structure shown below aims to foster higher densities of development and to steer 
development into specific locations: the fee of $2.58 per square foot is waived for high-density 
housing and greatly reduced in a Housing Incentive Zone (see figure on next page).   
 

 
The Housing Incentive Zone (HIZ) is made up of areas where the market supplies housing that 
is actually affordable.  The reduction in the fee represents an incentive to build there and 
helps to keep prices affordable.  The ratio of HIZ fee to citywide fee is the same as the ratio of 
the median home price in the HIZ to the median home price in the rest of the city.  
 

Fee Per 
Type Square Foot

Single/Duplex 2.58$           

High Density Single/Duplex (a) -$            

Multi-Unit Dwelling 2.58$           

High Density Multi-Unit Dwelling (b) -$            

Nonresidential to Residential Conversion -$            

DU in Housing Incentive Zone 1.11$           

Notes:
(a) "High Density" single/duplex is defined as 20 dwelling
units or more per acre.
(b) "High Density" multi-unit is defined as 40 dwelling units 
or more per acre.

Sources: City of Sacramento, 2016; BAE, 2016.
Effective 11/1/2015

SACRAMENTO HOUSING FEES 
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Note that for projects on parcels larger than 100 acres in area, the developer, in addition to 
paying impact fees, must gain approval of a “mixed income housing strategy” in the project. 
 

Aside from grandfathered projects 
(with varying conditions according 
to the type of the project), several 
categories of project are exempt, 
including mobile home parks, 
development projects with at least 
10 percent of affordable units, a 
new single-unit dwelling built by an 
owner-builder on his/her property 
(under certain conditions), a 
secondary dwelling unit, 
uninhabitable square footage 
without conditioned air, and 
community rooms for residential 
developments.68 
 
Increases occur annually, on July 
1, according to the San Francisco 
Construction Cost Index. 
 
Fees are collected prior to (and as 
condition for) the issuance of the 
building permit.  No provisions 
exist for the deferral of fees (but 
see below, planned revisions) and 
no provisions exist for refunds.  
However, as long as the monies 
have not been transferred into the 
Housing Trust Fund itself, it should 
be possible for a developer who 
decides not to build to negotiate a refund.   
 
According to staff interviewed for this report, there is little interplay between the fee program 
with the density bonus program, because the current zoning code is very permissive in terms 
of densities.  Only two bonuses have been awarded in the last 20 years. 
 

                                                      
 
68 Sacramento City Code, section 17.712.040 Exempted development projects. 

SACRAMENTO HOUSING INCENTIVE ZONES 



 

 138

Fees accrue to the Housing Trust Fund, founded in 1989 (when the commercial linkage fee 
program was initiated.  The objective of the Housing Trust Fund is “to increase and improve 
the supply of housing affordable to households of low income, with priority given to very low 
income households.”69  “Low income” is defined as being below 80% of countywide median 
income; “very low income” is defined as below 50% of median income.   
 
Housing that is financed by the Housing Trust Fund does not include housing for the homeless 
and housing dedicated to seniors. 
 
Outcomes 
Since Sept. 1, 2016, only about $30,000 has been collected.  This small amount can be 
explained by three factors: the limited time since the adoption of the ordinance; the fact that 
many projects were already in the pipeline at the time of adoption; the fact that many projects 
are at densities or in locations that make them exempt from the fee. 
 
No affordable housing units have been produced. 
 
Lessons Learned 
The requirement to pay the whole housing linkage fee upfront is a burden to developers.  
Council is currently studying a fee deferral ordinance, to enable developers to pay housing 
linkage fees over a certain amount of time. 
 
The fees apply to all housing projects in which units are “market-rate,” i.e., “not restricted to 
an affordable housing price or affordable rent.”70 This includes projects such as those built by 
Habitat for Humanity, in which owners invest sweat equity.  The Planning Division would like to 
amend definitions so as to exempt such projects.   Planners also would like to clarify the ways 
in which fees are assessed on multi-use projects or projects with different forms of tenure. 
 
Finally, the price differential between market-rate housing in the Housing Incentive Zone and 
housing elsewhere in the city needs to be monitored, to know whether the ratio of HIZ fee to 
“regular” fee is still correct. 
 
  

                                                      
 
69 Sacramento City Code, section 17.708.020 Low income housing fund. 
70 Sacramento City Code, section 17.712.020 Definitions. 
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SAN JOSE AFFORDABLE HOUSING IMPACT FEE 
 
Background 
The City of San Jose wanted to have additional tools to implement some of its housing policy 
goals (as spelled out in the Housing Element of its General Plan), in particular the objective to 
have 15 percent of new residential units be affordable units.  Other goals served by the 
provision of affordable housing is a better jobs-housing balance and reduced pressure on 
traffic, and the attraction and retention of employees by the city’s businesses.71  A nexus 
analysis was prepared in 2014, and a new regulation was passed by City Council later that 
year.  The Affordable Housing Impact Fee ordinance will take effect on July 1, 2016. 
 
The Affordable Housing Impact Fee applies only to rental housing projects in large part 
because the Palmer decision limited the City’s ability to generate revenue for affordable 
housing through in-lieu fees on rental development as part of its Inclusionary Housing Policy.  
San Jose’s Inclusionary Housing Ordinance was adopted in 2010 (though it will take effect only 
this year, after a long legal battle).  Legally distinct from the in-lieu fee, the Affordable Housing 
Impact Fee is an alternative mechanism to increase the City’s supply of both affordable rental 
and ownership units.   
 
Fee Structure 
Fees apply to all market-rate rental developments (i.e., not to homeownership projects).  Floor 
areas on which the fee is calculated are the residential areas of units (i.e., not including 
balconies, loggias, etc. or common areas in buildings). 
 
Two categories of projects exist: Rental Development and Downtown High Rise Rental 
Development.  The latter are projects in the Downtown Core Area in which the highest 
occupied floor is 150 feet or more above street level.  The fees are $17.00 per square foot for 
both categories.  (The two categories of projects reflect the categorization that exists in the 
Inclusionary Housing Ordinance, where downtown high-rise buildings had a lower in-lieu fee.)  
It is also noteworthy that the fee on rental units is the same as the in-lieu fee per the 
inclusionary program charged on for-sale units.72   
 
Exemptions to the fee include pipeline projects, downtown high-rise projects which obtain a 
certificate of occupancy by July 1, 2021, and projects for which the developer is able to 
demonstrate no impact or standard violations of the US Constitution or California 
Constitution.”73   

                                                      
 
71 City of San Jose, Resolution No. 77218, “A Resolution of the Council of the City of San Jose Adopting a Housing Impact Fee,” 
available at http://www.sanjoseca.gov/DocumentCenter/View/37779, last accessed on June 1, 2016.  
72 This equality is due to the fact that the nexus study gave a range of possible levels for the impact fee and that $17.00 per 
square foot was within that range and seemed to all to be a good compromise. 
73 City of San Jose, Resolution No. 77218, Section 11, par. A. 
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Fees are adjusted annually at a fixed rate of 2.4 percent.  In addition, the resolution allows the 
City to adjust the fee schedule from time to time if conditions change, such as an economic 
downturn. 
 
Fees must be paid prior to issuance of the building permit.  Developers may petition the 
Director of Housing of the City to delay payment of the fees to the time of delivery of the 
Certificate of Occupancy or the date of the final inspection if the City is not yet able to spend 
impact fees.   
 
A Housing Impact Fee Fund was set up to manage the monies collected.  It can be used to 
purchase affordable housing, finance the development of affordable housing, or to acquire 
affordability covenants.  This fund is different from the Affordable Housing Fund set up with 
the adoption of the Inclusionary Housing Policy in 1988 (revised 2010). 
 
The City has prepared an “Expenditure Plan for Housing Impact Fee Revenue” based on the 
nexus study of 2014 and demographic projections from ABAG.   
 
Outcomes 
The program has not yet generated fees.  The City received 34 applications for exemptions as 
pipeline projects.   
 
Lessons Learned 
The ordinance was produced on the basis of a robust consultation process, in which 
developers and the public were heard.  This produced a good compromise (e.g., 5-year 
exemption for downtown high-rise rental projects, but the same fee of $17.00 per square foot 
fee as on rental projects elsewhere), and provided solid support when City Council voted on 
the ordinance.   
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SANTA MONICA AFFORDABLE HOUSING PRODUCTION PROGRAM 
 
Background 
In 1990, Santa Monica voters approved Proposition R, which required that at least 30 percent 
of all housing units produced in any given year be affordable to low- and moderate-income 
households.  Other ordinances were adopted over the years, including the Affordable Housing 
Production Program (AHPP) in 1998.  The current ordinance took effect in May 2006 and was 
revised in June 2015. 
 
Santa Monica’s inclusionary housing policy mandates that 20 to 25 percent of market-rate 
units on-site, or 25 percent more than the on-site requirement for inclusionary units built off-
site, be made affordable to low- and moderate-income households, depending on tenure and 
project size.  The current residential Affordable Housing Fee originated from the option for 
residential developers to pay an in-lieu fee, rather than constructing affordable units, to satisfy 
the requirements of the AHPP.   
 
Fee Structure 
In-lieu fees are required for all rental projects, irrespective of the number of units74   As an 
option for rental projects, a developer of a project with two or more units may dedicate land to 
the City or to a non-profit housing developer, sell either party land below market rate, or pay for 
an option on a piece of land.  In all of these land options, the developer’s loss or investment 
must equal the fee amount.   
 
Fees can also be an option for or-sale projects that contain two or three units.  For-sale 
projects with four or more units must provide affordable units either on- or off-site.   
 
Currently, the Unit Base Fee is $31.25 per square foot for rental projects and $36.51 per 
square foot for condominium projects.  75 
 
Exemptions in addition to pipeline and other standard exemptions include single-unit projects, 
and designated landmark buildings or structures that are part of a historic district (fee only 
applies to new structures on site). 
 
Fees are reviewed annually and are set by Council.  Increases are based on changes in 
construction costs and on changes in land costs in the past year.  The former are assessed by 
means of the relevant Construction Cost Index published by the Engineering New Record; the 
                                                      
 
74 City of Santa Monica, “Affordable Housing Production Program,” at http://www.smgov.net/Departments/HED/ 
Housing_and_Redevelopment/Housing/Production_Program_(Inclusionary)/AHPP.aspx, last accessed on June 5, 2016.  In the 
Municipal Code that is available on the web at this time (June 5, 2016), there is no differentiation between condominium and 
apartment projects. 
75 City of Santa Monica, “Fee – Affordable Housing,” available at https://smgov.net/Departments/HED/ Housing_and_ 
Redevelopment/Housing/Fee_-_Affordable_Housing/Fee_-_Affordable_Housing.aspx 
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latter are determined by data on the median condominium prices in the city.  The precise 
methodology for revising the “Affordable housing unit base fee” is described in internal 
guidelines, the latest version of which was approved by Council in April 2016.76 
 
Fees must be paid between issuance of the first building permit and issuance of the certificate 
of occupancy.  No certificate will be issued without fees having been paid.   
 
Fees are deposited a reserve account separate from the General Fund, and are to be used 
only for development of affordable housing, administrative costs related to the production of 
this housing, and monitoring and evaluation of this affordable housing production program.”77.  
Fees must be used within five years of payment or approval of the project, whichever occurs 
later.  An interesting enforcement mechanism has been adopted to manage the fee program: 
If fees are not used in the five-year time period, they will be returned to all developers who 
paid fees during the relevant five-year period, on a pro-rata basis.  
 
The City of Santa Monica has also adopted an extensive Land Use and Circulation Element of 
the General Plan (LUCE), which provides for density bonuses in exchange for providing 
affordable housing along with an array of other incentives to direct denser development to 
certain locations.  However, these provisions have been in flux in the past several years, with 
changes to implementing policies (not detailed herein). 
 
Outcomes 
Approximately $17 million has been received as in-lieu fees between 1998 and 2015.78    
 
  

                                                      
 
76 City of Santa Monica Housing Division, “Affordable Housing Production Program Administrative Guidelines (Pursuant to Chapter 
9.64 of the Municipal Code),” April 12, 2016, available at http://www.smgov.net/uploadedFiles/Departments/ 
HED/Housing_and_Redevelopment/Housing/Production_Program_(Inclusionary)/AHPP_Administrative_Guidelines_2016-04-
12.pdf, last accessed on June 5, 2016. 
77 Santa Monica Municipal Code, Section 9.64.070: Affordable Housing Fee, paragraph F. 
78 This sum was obtained by adding in-lieu fees reported in the annual “Housing Reports” of the City of Santa Monica, available at 
https://www.smgov.net/Departments/HED/Housing_and_Redevelopment/Housing/Reports/Housing_ Reports.aspx, last 
consulted on June 7, 2016.  The exact sum is $16,863,380.  It was obtained by adding (1) fees collected in the first half of 1998 
and in fiscal year 1998-1998 from all projects approved in that time period, (2) fees collected in fiscal years 1999-2000 to 2013-
2014 for all projects completed in that time period, and (3) fees collected in fiscal year 2014-2015 from all projects completed, 
under construction or approved in that year.   
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WEST HOLLYWOOD AFFORDABLE HOUSING IMPACT FEE 
 
Background 
Established in 1986, West Hollywood’s original Inclusionary Housing Program required 
developers to construct at least one unit affordable to low- or moderate-income households for 
projects with ten or fewer units and 20 percent affordable units in projects with over ten 
units.79  Only projects of ten or fewer units have historically had the option to pay an Affordable 
Housing Fee in-lieu of providing units.   
 
Subsequent to Palmer/Sixth Street Properties, L.P v. City of Los Angeles (2009), the City 
modified its inclusionary program by expanding the in-lieu fee option to rental projects of any 
size, provided the project does not utilize the State Density Bonus program or any other form 
of assistance described in Section 65915 of the California Civil Code.  Condominiums, 
cooperatives, and apartments constructed using the Density Bonus program or other forms of 
assistance are still required to construct inclusionary units.80   
 
In 2014 the City commissioned a residential nexus study to ensure that even if such 
requirements faced legal challenge, the requisite fees would survive the reasonable nexus 
test.81   The Nexus Study prepared in 2014 confirmed that the in-lieu fee charged as part of 
the City’s inclusionary program is supported by the analysis of all three residential prototypes 
studied.  Nevertheless, the City is in the process of converting the Inclusionary Housing 
Ordinance into a Residential Affordable Housing Impact Fee program to establish consistent 
fee requirements for all residential development, regardless of tenure, and reduce the 
opportunity for legal challenge.  While inclusionary units are still required of condominiums, 
cooperatives, and apartments constructed with a density bonus, this section describes the 
Residential Affordable Housing Fee as it applies to rental projects constructed without a 
density bonus or other form of financial assistance. 
 
  

                                                      
 
79 City of West Hollywood, “2013-2021 Housing Element.” December 2013. PDF. Accessed 7/14/16. 
http://www.hcd.ca.gov/housing-policy-development/housing-resource-center/plan/he/housing-element-
documents/west_hollywood_5th_adopted121313.pdf.  
80 City staff expressed that while their program has faced legal challenge, it has withstood such scrutiny due to the fact that the 
court’s ruling in the Palmer case was that density bonuses and other types of incentives qualify as “direct financial contribution or 
any other [form] of assistance” specified in CA Civil Code Section 65915 (Density Bonus Program), therefore exempting 
development projects utilizing such incentives or assistance from the requirements of the Costa-Hawkins Rental Housing Act (CA 
Civil Code Section 1954.50).  
81 West Hollywood Department of Human Services and Rent Stabilization, “Non-Residential Jobs-Housing Nexus Study and 
Residential Nexus Study.” December 15, 2014 City Council Agenda Report. 



 

 144

Fee Structure 
In general, all residential development projects are required to either construct inclusionary 
units or pay the Affordable Housing Fee, with the exception of new single family dwelling units 
or the replacement of one single family dwelling with another single family dwelling, and 
projects developed, owned, or operated by a nonprofit housing provider (including residential 
care facilities), where all units are exclusively for low- or low- and moderate-income persons.82 
 
The City provides density bonuses in excess of what is currently required per State law, 
allowing a maximum density increase of up to 100 percent the maximum density permitted by 
the underlying zone, subject to conditions of approval.  In addition, the Inclusionary Housing 
Program offers concessions to developers including modified development standards such as 
height limits, setback, and open space requirements, in addition to reduced parking 
requirements.  If a density bonus or other financial incentives are utilized, developers are 
required to construct inclusionary units (with an option to construct a greater proportion of 
inclusionary units off-site) and comply with the development standards as described in 
Chapter 19.22 of the West Hollywood Municipal Code. 
 
The amount of the Affordable Housing Fee depends on project size (in terms of the number of 
units) and calculated based on the square feet of gross livable area (GLA) (including balconies 
and porches, but excluding parking.)  Projects with 10 or fewer units pay a fee per square foot 
of GLA based on the sliding scale shown below.  Projects with greater than ten units are 
required to pay a fee of $27.13 per square foot of GLA.  Note that the figures in the table 
below reflect current amounts for the 2016-2017 fiscal year. 

 
 
 
 
 
 
 
 
 
 
 
The adopted Affordable Housing Fee is a fraction of the maximum fees supported by the 2014 
Residential Nexus Study.  The Nexus Study arrived at a maximum supportable per square foot 

                                                      
 
82West Hollywood Municipal Code, Chapter 19.22 (Affordable Housing Requirements and Incentives). 

WEST HOLLYWOOD AFFORDABLE HOUSING IN-LIEU FEES 

Fee per
Project Size Square Foot

2 Units $12.65
3 Units $14.47
4 Units $16.28
5 Units $18.09
6 Units $19.90
7 Units $21.71
8 Units $23.53
9 Units $25.33
10+ Units $27.13

Sources: City of West
Hollywood, 2016; BAE, 2016.
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fee of $33.00 for small condo projects, $40.30 for medium rental projects, and $47.20 for 
large rental projects. 
 
The Affordable Housing Fee is adjusted based on changes in the Construction Cost Index (CCI) 
and adopted annually by the City Council.  Fees must be paid in full upon issuance of a 
building permit for all units incurring the fees.  If the project consists of multiple detached 
units, fees for the whole project must be paid before building permit issuance.  Currently, there 
is no option for fee deferral.  Impact fees are generally nonrefundable; however, funds may be 
issued if the building permit expires and is not extended or if the fees were collected illegally or 
erroneously.  To request a refund, applicants must file a written request with the City no later 
than 90 days after the initial payment date to be considered.83 
 
Outcomes 
Revenue generated by the Affordable Housing Fee is deposited into the City’s Affordable 
Housing Trust Fund.  In fiscal year 2014-15, the Affordable Housing Fee generated 
approximately $1.3 million.84 
 
Established in 1986, the Affordable Housing Trust Fund receives funds from residential and 
commercial development impact fees, as well as settlement funds.  Funds are used exclusively 
for projects that include a minimum of 20 percent of the total units affordable to low income 
households and at least 60 percent affordable to low- and moderate-income households.  Tax-
exempt, non-profit corporations are eligible to apply to receive funds from the Affordable 
Housing Trust Fund which may be used for predevelopment costs, land or air rights 
acquisition, administrative costs, gap financing, or to lower the interest rate of construction 
loans or permanent financing.  As of June 20, 2015, loans disbursed from the Affordable 
Housing Trust Fund and the Housing Asset Fund to qualified non-profit housing and community 
development corporations had an outstanding balance of $28,996,603.85   The City does not 
have an updated estimate of the funds generated by the Residential Affordable Housing Fee or 
the number of units constructed by the program.  City staff expressed a desire to maintain 
records of this progress in the future. 
 
Lessons Learned 
Of the case study areas analyzed, the City of West Hollywood’s detailed sliding scale for 
smaller projects is unique; this approach lessens the burden of impact fees on small projects.   
 
  

                                                      
 
83 West Hollywood Municipal Code, Chapter 19.64 (Development Fees). 
84 City of West Hollywood, “Comprehensive Annual Financial Report.” Fiscal Year Ending June 30, 2015. Accessed 7/14/16. 
http://www.weho.org/home/showdocument?id=25132. Page 14. 
85 City of West Hollywood, “Comprehensive Annual Financial Report.” Fiscal Year Ending June 30, 2015. Accessed 7/14/16. 
http://www.weho.org/home/showdocument?id=25132. Page 66. 
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SANTA ANA INCLUSIONARY IN-LIEU FEE 
 
Background 
The Housing Opportunity Ordinance was adopted in 2011 to support implementation of the 
2009 Housing Element Update.  Other major land use changes underway in the City of Santa 
Ana at the time, including major rezoning of large industrial areas (Transit Zoning Code) and 
for the Harbor Boulevard Corridor, underscored the need to address affordable housing as 
well. 
 
Santa Ana’s inclusionary housing policy is contained in the Housing Opportunity Ordinance and 
requires that 15 percent of new, market rate residential projects consisting of five or more 
units be made affordable on-site to very low- or low-income households.  Rather than 
constructing affordable units, developers may opt to pay an in-lieu fee, whose revenues are 
collected in an Inclusionary Housing Fund and used to produce affordable housing. 
 
It is important to note that the Ordinance applies only to three types of projects: (1) housing 
developments that exceed the density otherwise available under applicable zoning and 
development standards, (2) projects that require a change in land use classification from a 
land use that does not permit residential uses to one that does, and (3) the conversion of 
rental units to condominiums.86   
 
Fee Structure 
The in-lieu fee varies by size of project, from $5.00 per square foot for projects with 5 to 20 
units, to $15.00 per square foot for projects with over 20 units.  This fee is applied only to the 
number of units that exceed land use density regulations allow at the time of the application. 
The fee is also used to deal with fractions of units that are normally required but are not 
included among those being built on-site or off-site. 
 
The structure of the in-lieu fee has changed over time, with a recent shift to a higher fee per 
square foot on smaller projects because City Council realized that it is difficult for smaller 
projects (less than 20 units) to incorporate affordable units within them, so a fee payment is 
preferable.   
 
Aside from pipeline projects and projects subject to California statues, projects with fewer than 
five units are exempt from the inclusionary requirement and thus the fee.  In addition, the 
ordinance exempts conversion or adaptive reuse projects that change the use of the property 
from non-residential to residential; this exemption is provided in recognition of the fact that 
conversion and adaptive reuse projects are often made very expensive by code upgrades 

                                                      
 
86 City of Santa Ana, “Affordable Rental Housing Administrative Procedures.” January 2015. PDF. Accessed 8/9/16. 
http://www.santa-ana.org/pba/planning/documents/3AdminProcedures-RentALL.pdf.   
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The fee is due at issuance of the building permit.  In the case of mixed-use projects, the rule 
applies even if the first building permit concerns only the non-residential portion of the project. 
 
Outcomes 
Fees are deposited in an Inclusionary Housing Fund, and combined with other affordable 
housing funding sources.  Uses of in-lieu and other Trust funds can be used for rental or 
ownership projects.  The ordinance contains a provision that invites developers paying the fees 
to provide input into their use, which according to staff interviewed for this study, is present to 
prevent political pressure from directing the affordable housing funds to a particular project or 
affordable housing developer.   
 
As of June 2016, $4,302,000 has been received.  So far, $1,875,000 has been committed to 
a project with 64 units. 
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PALO ALTO BELOW MARKET RATE HOUSING PROGRAM 
 
Background 
Palo Alto’s Below Market Rate (BMR) Housing Program was implemented in 1974, concurrent 
with the City’s first receipt of Community Development Block Grant funding, to increase the 
City’s supply of affordable housing.87  Like other cities with inclusionary housing programs that 
predate the Palmer decision, Palo Alto is in the process of converting its residential 
inclusionary in-lieu fee to an impact fee supported by a reasonable nexus.  In 2014, the City 
completed both residential and commercial nexus studies to determine the maximum legal 
fees justified by the impact of market-rate residential development in the City.   
 
The City’s existing BMR Housing program, adopted in 2008, is contained in Chapter 18.14 of 
the Municipal Code.  The policy requires developers of projects with five or more units to 
construct 15 percent of units in the principal project as BMR units, or pay an in-lieu fee.  Today 
this requirement applies only to ownership housing units, unless the developer agrees by 
contract to restrict rents in exchange for financial incentives such as a density bonus.  Rental 
projects were once subject to this requirement before the 2009 California Court of Appeal 
ruled, in Palmer/Sixth Street Properties L.P. v. City of Los Angeles, that the application of 
inclusionary housing requirements and associated in-lieu fees on rental residential 
development was a violation of the Costa-Hawkins Rental Housing Act.  In 2014, the City 
completed a residential nexus study to transform the in-lieu fee into a market-rate residential 
affordable housing impact fee.   
 
Palo Alto’s home prices and rental rates surged during its recovery from the Great Recession.  
A 2016 staff report explains that, “Since 2010 the purchase price of an average priced home 
in Palo Alto has increased 259% from $900,785 to $2,337,500.  Rental costs have also 
skyrocketed from an average of $1,695 in 2010 to $3,105 in 2015.”88  Combined with the 
Palmer decision, these factors formed the impetus for the City to undertake commercial and 
residential nexus studies to establish impact fees and generate revenue for affordable 
housing. 
 
Fee Structure 
Historically, the City has imposed an inclusionary in-lieu fee equivalent to 7.5 to 10 percent of 
the sales price for market-rate single-family detached, single family attached, and 
condominiums.  Following the results of recent nexus studies, the City has adopted flat fees 
per unit, rather than the existing percentage of sales price, that will take effect on August 15, 
2016.    

                                                      
 
87 City of Palo Alto Finance Committee, “Residential/Commercial Impact Fee Studies Staff Report.” February 16, 2016. Accessed 
7/19/16. http://www.cityofpaloalto.org/civicax/filebank/documents/50935. 
88 City of Palo Alto Finance Committee, “Residential/Commercial Impact Fee Studies Staff Report.” February 16, 2016. Accessed 
7/19/16. http://www.cityofpaloalto.org/civicax/filebank/documents/50935. Page 3. 
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Both the existing and adopted fees are shown in the table below.   
 
PALO ALTO RESIDENTIAL FEES 

 
Revenues generated by the affordable housing impact fee are collected in the City’s 
Residential Housing Fund, a “sub-fund” of the City’s Affordable Housing Fund, a trust fund that 
exists to preserve and expand affordable housing for very low-, low-, and moderate-income 
households.  Other sub-funds of the Affordable Housing Fund include the Commercial In-Lieu 
Fund, Home Investment Partnership Fund, Community Development Block Grant (CDBG), and 
Below Market Rate Emergency Fund.  Detailed guidelines dictating the use of Affordable 
Housing Fund are posted on the City’s website.  According to these guidelines and the City’s 
Notice of Funding Availability application, specific restrictions apply to the use of funds in each 
sub-category.  Fees generated by the Residential Housing Fund may be used for the following: 

 Construction of new housing units; 
 Addition of new units to existing buildings;  
 Conversion of non-residential space to housing units; 
 Acquisition, rehabilitation, and preservation of existing affordable housing, where rents 

are controlled by deed restriction or another similar mechanism; 
 Administrative costs of operating the BMR housing program.89 

 
There is currently no limit on the amount of funding that can be allocated to a single 
development.90 
 
Established in 2002 and distinct from the Residential Affordable Housing Fund, the Below-
Market Rate Emergency Fund is used chiefly for activities necessary to preserve existing BMR 
housing by providing assistance such as deferred payment, low interest loans in the event that 
an owner of BMR housing faces “severe financial hardship” in paying major capital 
assessment on condominiums (not including monthly homeowners dues), acquiring units in 
                                                      
 
89 City of Palo Alto, “Affordable Housing Fund Guidelines.” August 17, 2015. PDF. Accessed 7/21/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/53195.  
90 City of Palo Alto, “Notice of Funding Availability.” May 20, 2014. PDF. Accessed 7/21/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/42343.  

Unit Type Existing Fee Adopted Fee (a)

Single Family Detached 7.5 to 10% of sales price $95/sf
Single Family Attached 7.5 to 10% of sales price $50/sf
Condominium 7.5 to 10% of sales price $50/sf
Rental Housing None $50/sf

Note:
(a) Adopted fee schedule is effective August 15, 2016.

Sources: Palo Alto Planning and Community Environment 
Department, 2016; BAE, 2016.
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foreclosure, repairing and reselling BMR units acquired by the City, or issuing short-term loans 
to rehabilitate older BMR housing stock.91   
 
Outcomes 
In Fiscal Year 2014-15, $19,800 in housing in-lieu fees was collected and deposited into the 
City’s Residential Housing In-Lieu Fund, which as of June 30, 2015 had an ending balance of 
approximately $17.6 million.   
 
  

                                                      
 
91 City of Palo Alto, “Affordable Housing Fund Guidelines.” August 17, 2015. PDF. Accessed 7/21/16. 
http://www.cityofpaloalto.org/civicax/filebank/documents/53195. Page 5. 
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PASADENA INCLUSIONARY HOUSING ZONES 

Source: City of Pasadena: http://ww5.cityofpasadena.net/housing/wp-content/uploads/ sites/3/2016/04/City-presentation-April-
12-2016-.pdf 

PASADENA INCLUSIONARY HOUSING ORDINANCE 
 
Background 
Pasadena’s Inclusionary Housing Ordinance was adopted in 2001.92  The policy requires either 
that 15 percent of all newly constructed, market-rate residential units be made affordable to 
low- and moderate- income households and constructed on-site, or payment of a fee based on 
project size and tenure, and assessed per square foot.   
 
As with most inclusionary housing ordinances in California, the residential fee was originally 
established as an option “in-lieu” of producing the required number of affordable units.  After 
the California courts limited mandatory unit production in the case of market-rate rental units, 
Pasadena revisited its rental housing in-lieu fee.  In 2015 the City commissioned an Affordable 
Housing In-Lieu Analysis to recalculate the fee based on the affordability gap between the cost 
of market-rate housing units and the price that a low- or moderate-income household could 
afford to pay.93  The City is currently considering raising its ordinance requirements based on a 
recent nexus study presented to City Council in April 2016.   
 
Fee Structure 
Inclusionary requirements and in-lieu fees vary by zone, with the four zones also varying 
slightly by tenure (rental vs. ownership projects) as shown below.   
  

                                                      
 
92 City of Pasadena, Ordinance #6868, “An Ordinance of the City of Pasadena Amending Title 17”  
93 David Paul Rosen and Associates, “Pasadena Affordable Housing In Lieu Fee Analysis.” March 10, 2016. PDF. Accessed 
8/9/16. http://ww5.cityofpasadena.net/housing/wp-content/uploads/sites/3/2016/03/DRAFT-Inclusionary-In-Lieu-Fee-
Analysis-.pdf.  
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Current and proposed fees as of April 2016 are shown below: 

 
Projects with fewer than 10 units are exempt from the Inclusionary Ordinance.   
 
Half of the fee is due prior to obtaining the first building permit, with the balance due prior to 
obtaining a certificate of occupancy.  Fees accrue to the Inclusionary Housing Trust Fund.  
There are no guidelines or limitations on the use of the fees collected.   
 
Outcomes  
The total amount collected between 2001 and April 2016 was $19.6 million.94  Fee revenues 
have varied dramatically year by year: revenue dropped from about $5,000,000 in 2006 to 
about $100,000 six years later, during the Great Recession.  These fluctuations have spurred 
the City to consider other options currently, including a commercial fee.95 
 
As of 2016, Pasadena reports that there have been 1,507 “city-funded affordable units” 
produced.    

                                                      
 
94 City of Pasadena, “Affordable Housing Workshop: Pasadena Inclusionary Housing Ordinance” (presentation by Jim Wong, 
Senior Project Manager, April 12, 2016), p. 7, available at http://ww5.cityofpasadena.net/housing/wp-content/uploads/ 
sites/3/2016/04/City-presentation-April-12-2016-.pdf, last accessed on June 6, 2016. 
95 City of Pasadena, “City Council Affordable Housing Workshop” (PowerPoint presentation by William Huang, Director of the 
Housing Department, January 11, 2016 ),available at ww2.cityofpasadena.net/councilagendas/2016%20Agendas/ Jan_11.../ 
AR%2014.ppt, last accessed on June 6, 2016. 

Fee Per Square Foot

FY 2016 Rate Proposed Rate
10-49 Rental Units

Sub-area A -$                35.37$            
Sub-area B 1.14$               19.97$            
Sub-area C 25.21$             32.89$            
Sub-area D 22.92$             35.37$            

50+ Rental Units
Sub-area A -$                49.12$            
Sub-area B 1.14$               27.74$            
Sub-area C 34.39$             45.68$            
Sub-area D 32.10$             49.12$            

10-49 Ownership Units
Sub-area A 43.56$             47.01$            
Sub-area B 16.04$             19.01$            
Sub-area C 26.36$             29.66$            
Sub-area D 20.63$             47.01$            

50+ Ownership Units
Sub-area A 60.75$             65.30$            
Sub-area B 21.78$             26.40$            
Sub-area C 36.68$             41.20$            
Sub-area D 28.65$             65.30$            

Sources: David Paul Rosen and Associates; 2016, BAE, 2016.

PASADENA CURRENT AND PROPOSED IN-LIEU FEES 
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BOSTON INCLUSIONARY DEVELOPMENT IN-LIEU FEE 
 
Background 
An executive order created the Boston inclusionary housing policy in 2000.  The policy allowed 
for in-lieu fees: instead of including a number of affordable units equivalent to 10 percent of 
the total number of units in the project, 
the developer could pay a fee of 
$52,000 per unit on a number of units 
equivalent to 15 percent of the total 
number of units in the project.  In 2003, 
a revision required that an in-lieu fee 
also be paid for the fraction of 
affordable unit that was not built when 
the number of affordable units was 
rounded off to the nearest lower 
number.  The program has been revised 
several times to improve 
implementation since its inception. 
 
The Inclusionary Development Program 
(IDP) applies to all residential projects 
that have ten units or more that are 
financed by the City, that are located on 
land that belongs to the City or to the 
Boston Redevelopment Authority, or for 
which zoning relief is sought.   
 
Fee Structure 
Fees vary by location and by tenure.  The 
territory of the city was divided into three 
zones: Zone A comprise neighborhoods 
whose median value of a square foot of 
residential living area is in the top third of city valuations; Zone B has neighborhood medians 
close to the city average; and Zone C has neighborhood medians in the bottom third of city 
valuations.  Different fees apply in each zone.  
 
Contributions for rental projects are $380,000 per unit for projects in Zone A, $300,000 per 
unit for projects in Zone B, and $200,000 per unit for projects in Zone C.  These unit costs are 
called “Zone Factors.”  The number of units on which the IDP Contribution is calculated is 18 
percent of the total number of units for projects in Zone A and in Zone B and 15 percent in 
Zone C.  The total contribution is therefore Zone Factor X number of units. 
 

BOSTON INCLUSIONARY DEVELOPMENT ZONES 

Source: City of Boson, Inclusionary Development Policy, Exhibit B 
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Contributions per unit for homeownership projects are the highest of two figures: the Zone 
Factor or 50 percent of the difference between the market rate price and the affordable price 
for each unit type.  The number of units is the same as for rental projects: 18 percent of total 
project units in Zones A and B, 15% in Zone C. 
 
Note that an in-lieu contribution is also required in cases where affordable units are built on 
site to compensate for the loss of a fraction of an affordable unit in the project.  For example, 
if the number of affordable units that is required is 7.35 and 7 units are built, the developer 
owes 35 percent of the in-lieu fee for a unit. 
 
Exemptions include grandfathered projects, projects in which 40 percent or more of the units 
have income restrictions or are otherwise protected as affordable units, and dormitories. 
 
There are no automatic fee increases; the unit factor was first set at $52,000, raised to 
$97,000 in 2005, and then to $200,000 in 2006.  The 2006 revisions included a provision 
that contributions for rental projects could be paid in seven annual installments rather than all 
at once.  The fee structure was amended again in 2015, to its current status. 
 
Developers of rental housing may pay the IDP Contribution in 7 annual installments or all at 
once (using the current yield of a 10-year Treasury bond to calculate NPV).  The first 
installment is due within 30 days of receipt of the “initial full building permit.”  Developers of 
ownership projects must pay 25 percent of the IDP Contribution based on Zone Factors within 
30 days of receiving the building permit and the remaining 75 percent within 30 days of 
receiving the Certificate of Occupancy for their project.   
 
Fees normally go into the IDP Fund.  However, developers may ask that some or all of their IDP 
Contribution be used to finance an affordable housing project in the vicinity of their own 
development project.   
 
Outcomes 
Between 2000 and 2015, $119,700,542 was generated by in-lieu IDP Contributions.  About 
$80,000,000 were already collected at that time, and the remainder was committed but not 
collected.  An additional $22,176,190 was estimated to be in the pipeline, from projects that 
had been approved by the Boston Redevelopment Authority but had not yet been granted a 
development permit.96 
 
In the same time period (2000 – 2015), contributions helped to build 1,597 new affordable 
housing units.  Of these, 1,215 units were for low-income households (< 60% AMI) and 382 
units were middle-income households (60% - 120% AMI).97 
                                                      
 
96 Ibid. 
97 Ibid. 
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Lessons Learned 
The City would like a maximum number of projects to be built with affordable housing units on-
site.  Developers prefer either building off-site units or paying in-lieu fees.  City staff reports 
that most projects chose a combination of units and fees.  
 
Staff are currently considering revisions or clarifications on a number of elements of the 
ordinance including: 

 The provision that allows developers to identify a specific project to target their in-lieu 
fees; because fee payments may be made in 7 years, this provision raises a serious 
problem for the financing of the affordable housing project.  If the developer does not 
pay all fees upfront (with NPV calculation), the City must utilize the IDP fund to finance 
the affordable housing project and then use future fee payment to repay the IDP 

 The distribution of monies to affordable housing projects; more emphasis on unit 
preservation vs. new construction may be needed.  New units are generally in less 
attractive locations with fewer services, and preservation may also be cheaper in some 
cases. 
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CHICAGO AFFORDABLE REQUIREMENTS ORDINANCE 
 
Background 
Chicago adopted the first version of the Affordable Requirements Ordinance (ARO) in 2003.  A 
few years later, as the market grew stronger and affordable units lost to new development 
increased, community groups pushed for stronger inclusionary requirements and Mayor Daley 
supported their goals.  A much stronger ordinance was adopted in 2007, which started to 
generate more in-lieu fees (see Fees collected since inception, below).  After the Great 
Recession, a new market upswing provoked a new push for generating affordable housing 
funding.  Thus in 2015, requirements were strengthened again in order to generate more in-
lieu fees. 
 
Fee Structure 
The fees are differentiated in several ways.  First, they are differentiated geographically, 
according to local market conditions.  Where the market is strongest (“Downtown”), the fees 
are highest.  Lower fees are charged 
in medium strength markets (e.g., 
“Higher Income” areas, with low 
poverty rates), and still lower fees 
are charged in areas where markets 
are weakest (e.g., “Low-Moderate 
Income” areas, with high poverty 
rates).  This scale is viewed as an 
incentive for developers to invest in 
Low-Moderate Income areas.  A 
simplified map of the three zones 
will be updated every five years, 
based on new census data.   
 
Second, the fees are differentiated 
according to tenure in the 
Downtown zone.  Third, the fees are 
differentiated according to the 
developer’s effort to contribute to 
the supply of affordable housing by 
means of construction (rather than 
in-lieu fees; see three green 
columns).  Thus in the table on the 
next page, the “Final In-lieu Fee” 
applies today for regular projects; 
the “Final Authorized Agency In-lieu 
Fee” applies to projects in which the developer builds and sells or leases to an “authorized 
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COMMUNITY AREA NAMES

    1.      Rogers Park
    2.      West Ridge 
    3.      Uptown 
    4.      Lincoln Square
    5.      North Center 
    6.      Lake View
    7.      Lincoln Park
    8.      Near North Side 
    9.      Edison Park
  10.      Norwood 
  11.      Jefferson Park
  12.      Forest Glen
  13.      North Park 
  14.      Albany Park 
  15.      Portage Park
  16.      Irving Park
  17.      Dunning
  18.      Montclare
  19.      Belmont Cragin
  20.      Hermosa
  21.      Avondale
  22.      Logan Square
  23.      Humboldt Park
  24.      West Town
  25.      Austin
  26.      West Garfield Park
  27.      East Garfield Park
  28.      Near W est Side
  29.      North Lawndale
  30.      South Lawndale
  31.      Lower W est Side
  32.      Loop
  33.      Near South Side
  34.      Armour Square
  35.      Dougla s
  36.      Oakland
  37.      Fuller Park
  38.      Grand Boulevard
   

39.       K enwood
40.       W ashington Park
41.       H yde Park
42.       W oodlawn
43.       South Shore
44.       Chatham
45.       Avalon Park
46.       South Chicago
47.       Burnside
48.       Calumet Heights
49.       Roseland
50.       Pullman
51.       South Deering
52.       East Side
53.       W est Pullman
54.       Riverdale
55.       H egewisch
56.       G arfield Ridge
57.       Archer Heights
58.       Brighton Park
59.       McKinley Park
60.       Bridgeport
61.       New City
62.       W est Elsdon
63.       G age Pa rk
64.       Clearing
65.       W est La wn
66.       Chicago Lawn
67.       W est Englewood
68.       Englewood
69.       G reater Grand Crossing
70.       Ashburn
71.       Auburn Gresham
72.       Beverly
73.       W ashington H eights
74.       Mount Greenwood
75.       Morgan Park
76.       O 'Hare
77.       Edgewater

Legend

Community Areas

Downtown

Higher Income

Low-Moderate Income

2015 ARO Zones Map
effective October 13, 2015

more information on map is available in the
2015 ARO Rules and Regulations

CHICAGO ZONE MAP 

Source: City of Chicago, available at 
http://www.cityofchicago.org/content/dam/city/depts/dcd/ 
general/housing/2015_ARO_ Zone_Map _JULY_28_2015.pdf 
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agency” (for use as affordable housing, in the project at hand) a number of housing units at 
least equal to 25 percent of the total number of affordable units required under the ARO (i.e., 
the number of affordable units that should be built if no in-lieu fees were paid).  The “Final In-
lieu Premium” applies to downtown for-sale projects in which the developer fails to build, on-
site or off-site, at least 25 percent of the number of required affordable units.98 
 
Finally, fee increases were phased in over a year: “initial” levels are replaced by “final” levels 
after about 6 months. 

 
Chicago, unlike other cities, does not require the payment of in-lieu fees for fractions of units 
that are required under the percentage-based formulas for on-site or off-site affordable 
housing construction.  Results are rounded off to the nearest whole number.  
 
A number of projects are exempt from affordable housing requirements under ARO including 
grandfathered projects, projects that do not call for a rezoning, do not benefit from the sale of 
City land and do not benefit from the City’s financial assistance (i.e., require a rezoning, 
include the purchase of City land or benefit from City subsidies); and existing housing units, 
except in projects for which the developer received financial assistance from the City (i.e., for 
projects that involve existing buildings and are not subsidized, the requirements are calculated 
only on the new units added to the project) 
 
Like other cities, Chicago also has a “waiver” option in its ordinance, which allows, the 
Commissioner of Planning and Development, “in certain limited circumstances as specified in 
the rules and regulations, to waive, adjust or reduce the requirements of this section [i.e., 
ARO].”99 However, the rules were written is such a way as to limit the number of requests for 

                                                      
 
98 Chicago Municipal Code, Section 2-45-115 2015 Affordable Requirements, subsection F Methods of compliance.  Note that 
the price of units sold to an authorized agency is not regulated; i.e., the sale can be done at market prices. 
99 Chicago Municipal Code, 2-45-115 2015 Affordable Requirements, subsection P Hardship Waiver. 

In-Lieu Fee Per Unit
Initial Final Initial Final

Zone Initial (a) Final (b) Authorized Agency Authorized Agency Premium Premium

Low-Moderate Income 50,000$          50,000$        n/a n/a n/a n/a

Higher Income 125,000$        125,000$       100,000$              100,000$              n/a n/a

Downtown Rental 140,000$        175,000$       115,000$              150,000$              n/a n/a

Downtown For Sale 140,000$        175,000$       115,000$              150,000$              160,000$     225,000$     

Notes:
(a) "Initial" denotes an effective date of October 13, 2015.
(b) "Final" denotes an effective date of April 16, 2015.

Sources: City of Chicago, 2016; BAE, 2016.

CHICAGO IN-LIEU FEES 
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waivers to a minimum.  In fact, no developer has yet attempted to obtain a waiver under this 
article of the ordinance. 
 
Until 2015, fees were being updated periodically.  The new ARO specifies that as of 2018, fees 
will be increased on January 1 of every year, at the rate given by the change in the Consumer 
Price Index for the metropolitan area of Chicago (using the annual change posted in 
September of the previous year).   
 
Fees are due prior (and as a condition for) the issuance of the first building permit.  The 
applicable fees are calculated by the Project Manager when the project is submitted for review 
and are valid for two years only; after that time period they must be calculated again, in light of 
any changes in the ARO.     
 
In-lieu fees are deposited in the Affordable Housing Opportunity Fund (“unless required to be 
deposited into another fund pursuant to federal or state law”100). The funds will be divided two, 
one half being used for the production of affordable housing (new construction, rehabilitation 
or preservation), the other half is to be transferred to the Chicago Low-Income Housing Trust 
Fund, which provides rental subsidies. 
 
To date, the fee program has raised approximately $50 million since 2007.  Because of the 
economic downturn of 2008 and subsequent years, most fees have been collected since 
2014.  To date, in-lieu fees have been used to produce an estimated 310 affordable units, 
with an addition 242 units were built by developers as part of their projects. 
 
Developers of projects who have received extra density under Chicago’s Affordable Housing 
Zoning Bonus program (which give extra floor area in exchange for cash payments to the City) 
must first pay the fees owed under that program.  Sums paid are then credited toward the in-
lieu fees to be paid under the ARO.101   
 
Lessons Learned 
Sensitivity to context, i.e., to the socioeconomic geography of the city, is important.  In Chicago, 
the very robust downtown market is key to the generation of fees for affordable housing and 
for other city priorities.  (A new Neighborhood Opportunity Bonus was instituted in May 2016, 
whereby developers can earn a density bonus in exchange for a contribution to a newly 
established Neighborhood Opportunity Fund, which will be used to finance local economic 
development programs and projects.102)  The distinction by zone, recognizing market 

                                                      
 
100 Chicago Municipal Code, 2-45-115 2015 Affordable Requirements, subsection G Affordable Housing Opportunity Fund.   
101 Chicago Municipal Code, 2-45-115 2015 Affordable Requirements, subsection E Relationship between 2015 ARO and 
Affordable Housing Density Bonus.  See also Section 17-4-1004-C Bonus Formula.  
102 City of Chicago, Neighborhoods Opportunity Fund Ordinance, available at http://chicagotonight.wttw.com/sites/default/ 
files/article/file-attachments/Neighborhood%20Opportunity%20Fund%20Ordinance.pdf, last accessed on June 4, 2016. 
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conditions, is also important, so that modulated fees can help to generate more fee income in 
areas where development is robust and encourage developers to do projects in areas where 
economic development is needed. 
 
One important issue noted during interviews for this case study is the balance between 
certainty and discretion in the use of funds generated by the in-lieu fee.  On the one hand, the 
funds must be earmarked for specific purposes.  However, planners feel that they must be 
able to allocated the funds without constraints on the location or type of project.  In Chicago as 
in other cities, there was pressure from the community to earmark in-lieu fees from a project 
to affordable units in the same neighborhood.  Planners resisted the pressure and maintained 
their right to allocate fees to projects throughout the city, on the basis of need.   
 
A similar tension exists in the provision about waivers: use of this provision must be very tightly 
regulated, to prevent abuse, but it remains useful as an escape valve for truly exceptional 
cases.   
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Appendix E: Residential Building Permit 
Analysis 
 
APPENDIX E-1: RESIDENTIAL UNITS PERMITTED, CITY OF LOS ANGELES, 2011-2015 
Note: Permit database codes small lot single family units in the “single family detached” category. 
 
  
Residential Units Permitted 2011-2015

Median
Total Sq. Ft. Percent of Number of Total  Building Avg. Units Avg, Sq,Ft, Avg. Units

Building Type (a)(b) PermittedTotal Sq.Ft. Permits Units Size (sf) Per Permit Per Year Per Year

Single Family Detached (b) 18,386,907 26.2% 4,973 4,952 3,088 3,677,381    990             

Single Family Attached/Townhouse
Single Family Attached 1,266,345 1.8% 550 550 2,150 253,269      
Condominium 167,341 0.2% 56 61 2,632 33,468        
Duplex Condominium 16,093 0.0% 4 8 4,019 3,219          

Subtotal 1,449,779 2.1% 610 619 289,956      124             

Multifamily Condominium
 Condominium 2-3 story 551,298 0.8% 48 313 9,511 7 110,260      
 Condominium 4-5 story 876,126 1.2% 51 396 11,379 8 175,225      
 Condominium > 6 story 0 0.0% 0 0 N/A N/A -             

Subtotal 1,427,424 2.0% 99 709 285,485      142             

TOTAL OWNERSHIP UNITS 21,264,110 30.3% 5,682 6,280 4,252,822    1,256          

Mutlifamily Rental
Accessory Living Quarters 157,676 0.2% 74 67 1,477 31,535        
Duplex 3,105,698 4.4% 907 1,810 3,334 621,140      
Artist-in-Residence/Loft 7,049 0.0% 3 4 2,998 1,410          
Apartment 2-3 story 5,588,337 8.0% 321 4,272 10,248 13 1,117,667    
Apartment 4-5 story 17,333,097 24.7% 273 14,488 38,302 53 3,466,619    
Apartment 6-12 story 15,052,510 21.4% 70 14,343 161,060 205 3,010,502    
Apartment > 12 story 6,524,181 9.3% 15 5,225 358,796 348 1,304,836    
Senior Independent Housing 1,189,081 1.7% 15 1,132 68,404 75 237,816      

TOTAL RENTAL UNITS 48,957,629 69.7% 1,678 41,341 9,791,526    8,268          

TOTAL ALL UNITS 70,221,739 100.0% 7,360 47,621 14,044,348  9,524          

Notes:
(a) Includes permits for "New" buildings > 1,000 sf issued by City of LA from 1-1-2011 thru 12-13-15.  
(b) Excludes Miscellaneous Structure Use Codes.
Sources: Los Angeles Department of Building and Safety; BAE, 2016.

Total for 2011-2015



 

 161

Appendix F:  Los Angeles PUMAs 
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Appendix G: Overview of IMPLAN 
This appendix provides additional clarification of the workings of the IMPLAN input-output 
model.  It provides a step-by-step account of how IMPLAN estimates economic impacts using 
new residential development as an illustrative example.  Definitions of key italicized terms are 
provided in footnotes for the benefit of the reader.  This section begins with an overview of the 
data that IMPLAN uses internally, and moves forward through the process of how the model 
estimates the impacts of the construction phase of the proposed casino.   
 
What is IMPLAN? 
As stated in the main body of the text, IMPLAN is an input-output model that estimates the 
total economic implications of new economic activity within a specified geography.  The model 
uses national industry data and county-level economic data to generate a series of multipliers, 
which in turn estimate the total economic implications of economic activity. 
 
At the heart of the model is a national input-output dollar flow table called the Social 
Accounting Matrix (SAM).  Unlike other static input-output models, which just measure the 
purchasing relationships between industry and household sectors, SAM also measures the 
economic relationships between government, industry, and household sectors, allowing 
IMPLAN to model transfer payments such as unemployment insurance.  Thus, for the specified 
region, the input-output table accounts for all the dollar flows between the different sectors 
within the economy. 
 
National Industry Data.  The model uses national production functions for 440 sectors to 
determine how an industry spends its operating receipts to produce its commodities.  The 
model also uses a national matrix to determine the byproducts103 that each industry 
generates.  To analyze the impacts of household spending, the model treats households as an 
“industry” to determining their expenditure patterns.  IMPLAN couples the national production 
functions with a variety of county-level economic data to determine the impacts for our 
example. 
d 
County-Level Economic Data.  In order to estimate the county-level impacts, IMPLAN combines 
national industry production functions with county-level economic data.  IMPLAN collects data 
from a variety of economic data sources to generate average output, employment, and 
productivity for each of the industries in a given county.  It also collects data on average prices 
for all of the goods sold in the local economy.  In the case of our example, IMPLAN uses 
economic data for Los Angeles County.  IMPLAN gathers data on the types and amount of 
output that each industry generates within the region.  In addition, the IMPLAN model uses 
county-level data on the prices of goods and household expenditures to determine the 

                                                      
 
103 The byproducts refer to any secondary commodities that the industry creates. 
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consumption functions of regional households and local government, taking into account the 
availability of each commodity within the specified geography. 
 
Multipliers.  IMPLAN combines this data to generate a series of SAM-type multipliers for the 
local economy.  The multiplier measures the amount of total economic activity that results 
from an industry (or household) spending an additional dollar in the local economy.  Based on 
these multipliers, IMPLAN generates a series of tables to show the economic event’s direct, 
indirect, and induced impacts to gross receipts, or output, within each of the model’s 536 
sectors.  These outputs are described below: 
 Direct Impacts.  Direct impacts refer to the dollar value of economic activity available 

to circulate through the economy.  In the case of new residential development, the 
direct impacts are equal to the new households’ discretionary spending.  The direct 
impacts do not include household savings and payments to federal, state, and local 
taxes, as these payments do not circulate through the economy.   

 
It should be noted that impacts from retail expenditures differ significantly between 
the total economic value of retail and the amount available to circulate through the 
local economy.  The nature of retail expenditures accounts for this difference.  The 
model assumes that only the retail markup impacts the local economy, particularly for 
industries heavily populated with national firms such as gas stations and grocery 
stores.  Since local stores buy goods from wholesalers and manufacturers outside of 
the area, and corporate profits also leave the local economy, only the retail markup will 
be available for distribution within the local economy.  To the extent that retailers’ 
headquarters are located within the county or region, the model allocates their 
portions of the impacts to the local economy.   
 

 Indirect Impacts.  The indirect impacts refer to the inter-industry impacts of the input-
output analysis.  Since IMPLAN is only used for the housing analysis for this report to 
assess the impacts of new resident household expenditures, there are no indirect 
impacts to assess as there are no industry expenditures as inputs to the model.   

 
 Induced Impacts.  The induced impacts refer to the impacts of household spending by 

the employees generated by the direct and indirect impacts.  In other words, induced 
impacts result from the household spending of employees of business establishments 
that the new households patronize (direct) and their suppliers (indirect).  The model 
accounts for local commute patterns in the geography.  For example, if 20 percent of 
construction workers who work in the region live outside of the region, the model will 
allocate 80 percent of labor’s disposable income into the model to generate induced 
impacts.  The model excludes payments to federal and state taxes and savings based 
on the geography’s average local tax and savings rates.  Thus, only the disposable 
incomes from local workers are included in the model.  

Specifying the “Event” and Running the Model 
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Once the model is built for the specified geographies, it is time to specify the “event” that the 
model will analyze and run the model.   
 
Specifying the “Event.”  The “event” refers to the total economic value of industry output that 
we are interested in analyzing.  In the case of the ongoing economic impacts of a new 
residential development, the “event” would be the total household incomes of the households 
that buy or rent the homes.   
 
Running the Model.  Once the event is specified, IMPLAN runs the event through the model to 
generate the results.  IMPLAN applies the local data on average output per worker and 
compensation per worker to determine the direct impacts.  It then applies the value of the 
event to the national production functions and runs a number of iterations of this value 
through the production functions for the local economy to determine the indirect and induced 
impacts.  For each iteration, the model removes expenditures to government, savings, and for 
goods bought outside of the local economy so that the results only include those dollars that 
impact the local economy.   
 
Summarizing the Impacts 
Once the model is run, IMPLAN generates a series of output tables to show the direct, indirect, 
and induced impacts within each of the model’s 536 sectors.  IMPLAN generates these tables 
for three types of impacts:  output, employment, and value added.  This nexus study is 
concerned with the employment impacts.   

 Output refers to the total economic value of the project in the local economy. 
 Employment shows the number of employees needed to support the economic activity 

in the local economy.  It should be noted that for annual impacts of ongoing 
operations, the employment figure shown represents the amount of employment 
needed to support that activity for a year.  Furthermore, IMPLAN reports the number of 
jobs based on average output per employee for a given industry within the geography.  
This is not the same as the number of full-time positions.   

 Value Added shows the total income that the event generates in the local economy.  
This income includes: 

o Employee Compensation – total payroll costs, including benefits 
o Proprietary Income – payments received by self-employed individuals as income 
o Other Property Type Income – payments for rents, royalties, and dividends 
o Indirect Business Taxes – excise taxes, property taxes, fees, and sales taxes paid 

by businesses.  These taxes occur during the normal operation of businesses, 
but do not include taxes on profits or income. 
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Appendix H: Detailed Pro Forma Analysis 
for Residential Land Uses 
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Key Development Assuptions

Low 
Market 

Baseline

Low 
Market 

with Res. 
Linkage 

Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. 
Linkage 

Fee

Strong 
Market 

Baseline

Strong 
Market 

with Res. 
Linkage 

Fee Development Costs

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. Linkage 
Fee

Strong Market 
Baseline

Strong Market 
with Res. 

Linkage Fee

Site Size (sf) 43,560      43,560      43,560        43,560        43,560     43,560      Land 4,000,000$       4,000,000$      6,000,000$       6,000,000$      8,000,000$       8,000,000$       
Less: Open Space (sf of site per unit) (a) 125    (5,000)       (5,000)       (5,000)         (5,000)         (5,000)      (5,000)       Land per Residential Unit 50,000$            50,000$           75,000$            75,000$           100,000$          100,000$          
Developed Footprint (sf) 38,560      38,560      38,560        38,560        38,560     38,560      Land per Site sf 91.83$              91.83$             137.74$            137.74$           183.65$            183.65$            
Number of Units 80 80 80 80               80 80 Construction Costs
Average Unit Size (mix of studios, 1s, 2s) 1,150        1,150        1,150          1,150          1,150       1,150        Site Work 217,800$          217,800$         217,800$          217,800$         217,800$          217,800$          
Net Residential Space (sf) 92,000      92,000      92,000        92,000        92,000     92,000      Hard Costs - Residential 18,515,000$     18,515,000$    18,515,000$     18,515,000$    22,218,000$     22,218,000$     
Common Area 15.0% 13,800      13,800      13,800        13,800        13,800     13,800      Hard Costs - Parking 3,000,000$       3,000,000$      3,000,000$       3,000,000$      3,000,000$       3,000,000$       
Total Residential Space (sf) 105,800    105,800    105,800      105,800      105,800   105,800    Soft Costs 4,346,560$       4,346,560$      4,346,560$       4,346,560$      5,087,160$       5,087,160$       
FAR 2.4            2.4            2.4              2.4              2.4           2.4            
Parking Ratio (spaces per unit) 1.5            1.5            1.5              1.5              1.5           1.5            Quimby/Park Fee 400,000$          400,000$         400,000$          400,000$         400,000$          400,000$          
Number of Parking Spaces 120           120           120             120.00        120          120           School Fee 355,488$          355,488$         355,488$          355,488$         355,488$          355,488$          
Total Parking Garage (sf) 350 42,000      42,000      42,000        42,000        42,000     42,000      Residential Linkage Fee -$                  -$                 -$                  1,904,400$      -$                  2,539,200$       
Number of Residential Floors 3               3               3                 3                 3              3               Subtotal Const Costs Before Financing 26,834,848$     26,834,848$    26,834,848$     28,739,248$    31,278,448$     33,817,648$     
Total Number of Stories 1               1               1                 1                 1              1               
Rents Financing Costs

Average Rent per Unit 2,500$      2,500$      3,200$        3,200$        3,800$     3,800$      Points 342,144$          342,144$         342,144$          366,425$         398,800$          431,175$          
Development Costs Construction Period Interest 2,358,866$       2,358,866$      2,511,866$       2,657,552$      3,004,801$       3,199,050$       

Site Work 5.00$        5.00$        5.00$          5.00$          5.00$       5.00$        Subtotal Financing Costs 2,701,010$       2,701,010$      2,854,010$       3,023,978$      3,403,601$       3,630,225$       
Hard Costs - Res (wood frame) 175$         175$         175$           175$           210$        210$         
Parking Costs (per space) 25,000$    25,000$    25,000$      25,000$      25,000$   25,000$    Total Development Costs 33,535,858$     33,535,858$    35,688,858$     37,763,226$    42,682,049$     45,447,873$     
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Total Development Cost per SF (excl land) 279$                279$                281$                300$                328$                354$                

Impact Fees Total Development Cost per SF (inc. land) 317$                317$                337$                357$                403$                430$                
Quimby/Park Fee per Unit (b) 5,000$      5,000$      5,000$        5,000$        5,000$     5,000$      Residential Fee as % of TDC 0.0% 0.0% 0.0% 5.0% 0.0% 5.6%
School Fee per sq. ft. (c) 3.36$        3.36$        3.36$          3.36$          3.36$       3.36$        Total Impact Fees as % of TDC 2.3% 2.3% 2.1% 7.0% 1.8% 7.2%
Residential Fee per sq. ft. -$          -$          -$            18.00$        -$         24.00$      Valuation
Residential Fee per unit -$          -$          -$            23,805$      -$         31,740$    Operations

Financing Costs Gross Income 2,400,000$       2,400,000$      3,072,000$       3,072,000$      3,648,000$       3,648,000$       
Loan to Cost Ratio 85.0% 85.0% 85.0% 85.0% 85.0% 85.0% Less: Vacancy (120,000)$         (120,000)$        (153,600)$         (153,600)$        (182,400)$         (182,400)$         
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Less: Op Expenses (640,000)$         (640,000)$        (640,000)$         (640,000)$        (760,000)$         (760,000)$         
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Net Operating Income (NOI) 1,640,000$       1,640,000$      2,278,400$       2,278,400$      2,705,600$       2,705,600$       
Construction Period (months) 18             18             18               18               18            18             Value at Stabilization 27,333,333$     27,333,333$    45,568,000$     45,568,000$    54,112,000$     54,112,000$     
Avg. Outstanding Balance During Construction 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Return on Cost

Operations Value at Stabilization 27,333,333$     27,333,333$    45,568,000$     45,568,000$    54,112,000$     54,112,000$     
Vacancy 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Less: Total Development Costs 33,535,858$     33,535,858$    35,688,858$     37,763,226$    42,682,049$     45,447,873$     

OpEx per unit 8,000$      8,000$      8,000$        8,000$        9,500$     9,500$      Profit (6,202,525)$      (6,202,525)$     9,879,142$       7,804,774$      11,429,951$     8,664,127$       

Cap Rate 6.0% 6.0% 5.0% 5.0% 5.0% 5.0% % Return on Cost -18.5% -18.5% 27.7% 20.7% 26.8% 19.1%

Yield on Cost (NOI/TDC) 4.9% 4.9% 6.4% 6.0% 6.3% 6.0%

Notes: Feasible? (d) No No Yes Yes Yes Yes

a) Assumes 50% of open space requirement is satisfied on first floor as common open space, pursuant to LAMC Section 12.21G.

The remaining open space requirement will be satisifed on private balconies and a roof top deck.

b) Proposed park fees under study by City Council are:

Quimby (for subdivisions) 10,000$    per dwelling unit

Park Facililties Fee (applicable to all rental units) 5,000$      per dwelling unit

c) School Fees for Residential

Current 3.36$        psf

Anticipated to Increase in Fall 2016 3.54$        psf

d) Project feasibility assumes a minimum return on cost of 15%

and a minimum yield on cost of 6%

Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2 Alternative 3

APPENDIX H-1:  MULTIFAMILY RENTAL PRO FORMAS 
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Key Development Assuptions

Low 
Market 

Baseline

Low 
Market 

with Res. 
Linkage 

Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. 
Linkage Fee

Strong 
Market 

Baseline

Strong 
Market with 

Res. 
Linkage Fee Development Costs

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee
Moderate 

Market Baseline

Moderate 
Market with 

Res. Linkage 
Fee

Strong Market 
Baseline

Strong Market 
with Res. 

Linkage Fee

Site Size (sf) 43,560      43,560       43,560        43,560        43,560         43,560         Land 4,800,000$      4,800,000$       6,000,000$        6,000,000$      8,000,000$       8,000,000$       
Less: Open Space (sf of site per unit) (a) 125     (5,000)       (5,000)        (5,000)         (5,000)         (5,000)          (5,000)          Land per Residential Unit 60,000$           60,000$            75,000$             75,000$           100,000$          100,000$          
Developed Footprint (sf) 38,560      38,560       38,560        38,560        38,560         38,560         Land per Site sf 110.19$           110.19$            137.74$             137.74$           183.65$            183.65$            
Number of Units 80 80 80 80               80 80 Construction Costs
Average Unit Size (mix of studios, 1s, 2s) 1,485        1,485         1,485          1,485          1,485           1,485           Site Work 217,800$         217,800$          217,800$           217,800$         217,800$          217,800$          
Net Residential Space (sf) 118,800    118,800     118,800      118,800      118,800       118,800       Hard Costs - Residential 25,274,700$    25,274,700$     27,324,000$      27,324,000$    42,352,200$     42,352,200$     
Common Area 15.0% 17,820      17,820       17,820        17,820        17,820         17,820         Hard Costs - Parking Garage 3,000,000$      3,000,000$       3,000,000$        3,000,000$      3,000,000$       3,000,000$       
Total Residential Space (sf) 136,620    136,620     136,620      136,620      136,620       136,620       Soft Costs 5,698,500$      5,698,500$       6,108,360$        6,108,360$      9,114,000$       9,114,000$       
FAR 3.1            3.1             3.1              3.1              3.1               3.1               
Parking Ratio (spaces per unit) 1.5            1.5             1.5              1.5              1.5               1.5               Quimby/Park Fee 800,000$         800,000$          800,000$           800,000$         800,000$          800,000$          
Number of Parking Spaces 120           120            120             120.00        120              120              School Fee 459,043$         459,043$          459,043$           459,043$         459,043$          459,043$          
Total Parking Garage (sf) 350 42,000      42,000       42,000        42,000        42,000         42,000         Residential Linkage Fee -$                 -$                  -$                  3,005,640$      -$                  6,147,900$       
Number of Residential Floors 4               4                4                 4                 4                  4                  Subtotal Const Costs Before Financing 35,450,043$    35,450,043$     37,909,203$      40,914,843$    55,943,043$     62,090,943$     
Total Number of Stories (Parking) 1               1                1                 1                 1                  1                  
Sales Price 3.54 Financing Costs

Average Sales Price PSF 329$         329$          521$           521$           785$            785$            Points 451,988$         451,988$          483,342$           521,664$         713,274$          791,660$          
Average Sales Price per Unit 488,565    488,565     773,685      773,685      1,165,725    1,165,725    Construction Period Interest 3,079,128$      3,079,128$       3,359,054$        3,588,986$      4,891,643$       5,361,957$       

Development Costs Subtotal Financing Costs 3,531,116$      3,531,116$       3,842,396$        4,110,650$      5,604,917$       6,153,617$       
Site Work 5.00$        5.00$         5.00$          5.00$          5.00$           5.00$           
Hard Costs 185$         185$          200$           200$           310$            310$            Total Development Costs 43,781,160$    43,781,160$     47,751,600$      51,025,493$    69,547,960$     76,244,560$     
Parking Costs (per space) 25,000$    25,000$     25,000$      25,000$      25,000$       25,000$       Total Development Cost per SF (excl land) 285$                285$                306$                 330$                451$                500$                
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Total Development Cost per SF (inc. land) 320$                320$                350$                 373$                509$                558$                

Impact Fees Residential Linkage Fee as % of TDC 0.0% 0.0% 0.0% 5.9% 0.0% 8.1%
Quimby/Park Fee per Unit (b) 10,000$    10,000$     10,000$      10,000$      10,000$       10,000$       Total Impact Fees as % of TDC 2.9% 2.9% 2.6% 8.4% 1.8% 9.7%
School Fee per sq. ft. (c) 3.36$        3.36$         3.36$          3.36$          3.36$           3.36$           Valuation
Residential Fee per sq. ft. -$          -$           -$            22.00$        -$             45.00$         Sales
Residential Fee per unit -$          -$           -$            37,571$      -$             76,849$       Condominium Sales 39,085,200$    39,085,200$     61,894,800$      61,894,800$    93,258,000$     93,258,000$     

Financing Costs Less: Marketing Costs (1,954,260)$     (1,954,260)$      (3,094,740)$      (3,094,740)$     (4,662,900)$      (4,662,900)$      
Loan to Cost Ratio 85.0% 85.0% 85.0% 85.0% 85.0% 85.0% Net Sales Revenue 37,130,940$    37,130,940$     58,800,060$      58,800,060$    88,595,100$     88,595,100$     
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Return on Cost
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Net Sales Revenue 37,130,940$    37,130,940$     58,800,060$      58,800,060$    88,595,100$     88,595,100$     
Construction Period (months) 18             18              18               18               18                18                Less: Total Development Costs 43,781,160$    43,781,160$     47,751,600$      51,025,493$    69,547,960$     76,244,560$     
Avg. Outstanding Balance During Construction 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Profit (6,650,220)$     (6,650,220)$      11,048,460$      7,774,567$      19,047,140$     12,350,540$     

Sales Assumptions % Return on Cost -15.2% -15.2% 23.1% 15.2% 27.4% 16.2%

Marketing Costs 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Feasible? (d) No No Yes Yes Yes Yes

Notes:
a) Assumes 50% of open space requirement is satisfied on first floor as common open space, pursuant to LAMC Section 12.21G.

The remaining open space requirement will be satisifed on private balconies and a roof top deck.
b) Proposed park fees under study by City Council are:

Quimby (for subdivisions) 10,000$     per dwelling unit

Park Facililties Fee (applicable to all rental units) 5,000$       per dwelling unit
c) School Fees for Residential

Current 3.36$         psf
Anticipated to Increase in Fall 2016 3.54$         psf

d) Project feasibility assumes a minimum return on cost of 15%

Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2 Alternative 3

APPENDIX H-2:  CONDOMINIUM PRO FORMAS 
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Key Development Assuptions

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. 
Linkage Fee

Strong Market 
Baseline

Strong 
Market with 

Res. Linkage 
Fee Development Costs

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. Linkage 
Fee

Strong Market 
Baseline

Strong Market 
with Res. 

Linkage Fee

Site Size (sf) 43,560        43,560        43,560        43,560        43,560           43,560           Land 1,050,000$      1,050,000$      1,400,000$      1,400,000$      2,100,000$       2,100,000$      
Minimum Lot Size (a) 3,000          3,000          3,000          3,000          3,000             3,000             Land per Residential Unit 75,000$           75,000$           100,000$         100,000$         150,000$          150,000$         
Total Lots 14 14 14 14 14 14 Land per Site sf 24.10$             24.10$             32.14$             32.14$             48.21$              48.21$             
Average SFR Size (sf) 1,650          1,650          1,650          1,650          1,650             1,650             Construction Costs
Total Residential Space (sf) 23,100        23,100        23,100        23,100        23,100           23,100           Site Work 217,800$         217,800$         217,800$         217,800$         217,800$          217,800$         
Number of Residential Floors 2 2 2 2 2 2 Hard Costs - Residential 4,273,500$      4,273,500$      4,504,500$      4,504,500$      6,814,500$       6,814,500$      
FAR 0.5              0.5              0.5              0.5              0.5                 0.5                 Hard Costs - Parking (in unit) -$                 -$                -$                 -$                 -$                  -$                 
Parking Ratio (spaces per unit) (parking in unit) 2.0              2.0              2.0              2.0              2.0                 2.0                 Soft Costs 898,260$         898,260$         944,460$         944,460$         1,406,460$       1,406,460$      
Number of Parking Spaces 28               28               28               28.00          28                  28                  
Sales Price Quimby/Park Fee 140,000$         140,000$         140,000$         140,000$         140,000$          140,000$         

Average Sales Price PSF 251$           251$           450$           450$           656$              656$              School Fee 77,616$           77,616$           77,616$           77,616$           77,616$            77,616$           
Average Sales Price Per Unit 414,150$    414,150$    742,500$    742,500$    1,082,400$    1,082,400$    Residential Linkage Fee -$                 -$                -$                 600,600$         -$                  739,200$         

Development Costs Subtotal Const Costs Before Financing 5,607,176$      5,607,176$      5,884,376$      6,484,976$      8,656,376$       9,395,576$      
Site Work 5.00$          5.00$          5.00$          5.00$          5.00$             5.00$             
Hard Costs - Res (wood frame) 185$           185$           195$           195$           295$              295$              Financing Costs
Parking Costs (per space) 6,000$        6,000$        6,000$        6,000$        6,000$           6,000$           Points 71,491$           71,491$           75,026$           82,683$           110,369$          119,794$         
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Construction Period Interest 509,274$         509,274$         557,255$         603,201$         822,863$          879,412$         

Impact Fees Subtotal Financing Costs 580,765$         580,765$         632,281$         685,884$         933,232$          999,205$         
Quimby/Park Fee per Unit (b) 10,000$      10,000$      10,000$      10,000$      10,000$         10,000$         
School Fee per sq. ft. (c) 3.36$          3.36$          3.36$          3.36$          3.36$             3.36$             Total Development Costs 7,237,941$      7,237,941$      7,916,657$      8,570,860$      11,689,608$     12,494,781$    
Residential Fee per sq. ft. -$            -$            -$            26.00$        -$               32.00$           Total Development Cost per SF (excl land) 268$               268$               282$                310$                415$                450$                
Residential Fee per unit -$            -$            -$            42,900$      -$               52,800$         Total Development Cost per SF (inc. land) 313$               313$               343$                371$                506$                541$                

Financing Costs Residential Fee as % of TDC 0.0% 0.0% 0.0% 7.0% 0.0% 5.9%
Loan to Cost Ratio 85.0% 85.0% 85.0% 85.0% 85.0% 85.0% Total Impact Fees as % of TDC 3.0% 3.0% 2.7% 9.5% 1.9% 7.7%
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Valuation
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Sales
Construction Period (months) 18               18               18               18               18                  18                  Sales 5,798,100$      5,798,100$      10,395,000$    10,395,000$    15,153,600$     15,153,600$    
Avg. Outstanding Balance During Construction 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Less: Marketing Costs (289,905)$        (289,905)$       (519,750)$        (519,750)$        (757,680)$         (757,680)$        

Sales Assumptions Net Sales Revenue 5,508,195$      5,508,195$      9,875,250$      9,875,250$      14,395,920$     14,395,920$    
Marketing Costs 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Return on Cost

Net Sales Revenue 5,508,195$      5,508,195$      9,875,250$      9,875,250$      14,395,920$     14,395,920$    
Notes: Less: Total Development Costs 7,237,941$      7,237,941$      7,916,657$      8,570,860$      11,689,608$     12,494,781$    
a) Assumes minimum associated with RD-3-1 zoning Profit (1,729,746)$     (1,729,746)$    1,958,593$      1,304,390$      2,706,312$       1,901,139$      
The remaining open space requirement will be satisifed on private balconies and a roof top deck. % Return on Cost -23.9% -23.9% 24.7% 15.2% 23.2% 15.2%

b) Current Quimby/Finn fees for parks only apply to projects with a zone change. This pro forma assumes no zone change. Feasible? (d) No No Yes Yes Yes Yes

b) Proposed park fees under study by City Council are:
Quimby (for subdivisions) 10,000$      per dwelling unit

Park Facililties Fee (applicable to all rental units) 5,000$        per dwelling unit

c) School Fees for Residential

Current 3.36$          psf

Anticipated to Increase in Fall 2016 3.54$          psf

d) Project feasibility assumes a minimum return on cost of 15%

Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2 Alternative 3

APPENDIX H-3:  SINGLE-FAMILY ATTACHED PRO FORMAS 
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Key Development Assuptions

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee
Moderate Market 

Baseline

Moderate 
Market with 

Res. Linkage 
Fee

Strong Market 
Baseline

Strong Market 
with Res. 

Linkage Fee Development Costs

Low Market 
Baseline

Low Market 
with Res. 

Linkage Fee

Moderate 
Market 

Baseline

Moderate 
Market with 

Res. Linkage 
Fee

Strong Market 
Baseline

Strong Market 
with Res. 

Linkage Fee

Site Size (sf) 43,560           43,560        43,560                 43,560            43,560            43,560            Land 800,000$         800,000$         1,600,000$       1,600,000$       3,200,000$       3,200,000$       
Minimum Lot Size (a) 5,000             5,000          5,000                   5,000              5,000              5,000              Land per Residential Unit 100,000$         100,000$         200,000$          200,000$          400,000$          400,000$          
Total Lots 8 8 8 8 8 8 Land per Site sf 18.37$             18.37$             36.73$              36.73$              73.46$              73.46$              
Average SFR Size (sf) 3,000             3,000          3,000                   3,000              3,000              3,000              Construction Costs
Total Residential Space (sf) 24,000           24,000        24,000                 24,000            24,000            24,000            Site Work 217,800$         217,800$         217,800$          217,800$          217,800$          217,800$          
Number of Residential Floors 2 2 2 2 2 2 Hard Costs - Residential 3,960,000$      3,960,000$      4,440,000$       4,440,000$       6,000,000$       6,000,000$       
FAR 0.6                 0.6              0.6                       0.6                  0.6                  0.6                  Hard Costs - Parking (in unit) -$                 -$                 -$                  -$                  -$                  -$                  
Parking Ratio (spaces per unit) (parking in unit) -                 -              -                       -                  -                  -                  Soft Costs 835,560$         835,560$         931,560$          931,560$          1,243,560$       1,243,560$       
Number of Parking Spaces -                 -              -                       -                  -                  -                  
Sales Price Quimby/Park Fee 80,000$           80,000$           80,000$            80,000$            80,000$            80,000$            

Average Sales Price PSF 263$              263$           444$                    444$               953$               953$               School Fee 80,640$           80,640$           80,640$            80,640$            80,640$            80,640$            
Average Sales Price Per Unit 789,000$       789,000$    1,332,000$          1,332,000$     2,859,000$     2,859,000$     Residential Linkage Fee -$                 -$                 -$                  744,000$          -$                  1,167,120$       

Development Costs Subtotal Const Costs Before Financing 5,174,000$      5,174,000$      5,750,000$       6,494,000$       7,622,000$       8,789,120$       
Site Work 5.00$             5.00$          5.00$                   5.00$              5.00$              5.00$              
Hard Costs 165$              165$           185$                    185$               250$               250$               Financing Costs
Parking Costs (per space) 6,000$           6,000$        6,000$                 6,000$            6,000$            6,000$            Points 65,969$           65,969$           73,313$            82,799$            97,181$            112,061$          
Soft Costs exc Fees (as % of hard) 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% Construction Period Interest 457,011$         457,011$         562,275$          619,191$          827,883$          917,168$          

Impact Fees Subtotal Financing Costs 522,980$         522,980$         635,588$          701,990$          925,064$          1,029,229$       
Quimby/Park Fee per Unit (b) 10,000$         10,000$      10,000$               10,000$          10,000$          10,000$          
School Fee (c) 3.36$             3.36$          3.36$                   3.36$              3.36$              3.36$              Total Development Costs 6,496,980$      6,496,980$      7,985,588$       8,795,990$       11,747,064$     13,018,349$     
Residential Fee per sq. ft. -$               -$            -$                     31.00$            -$                48.63$            Total Development Cost per SF (excl land) 237$                237$                266$                 300$                 356$                 409$                 
Residential Fee per unit -$               -$            -$                     93,000$          -$                145,890$        Total Development Cost per SF (inc. land) 271$                271$                333$                 366$                 489$                 542$                 

Financing Costs Residential Linkage Fee as % of TDC 0.0% 0.0% 0.0% 8.5% 0.0% 9.0%
Loan to Cost Ratio 85.0% 85.0% 85.0% 85.0% 85.0% 85.0% Total Impact Fees as % of TDC 2.5% 2.5% 2.0% 10.3% 1.4% 10.2%
Interest Rate 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Valuation
Loan Fees 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% Sales
Construction Period (months) 18                  18               18                        18                   18                   18                   Sales 6,312,000$      6,312,000$      10,656,000$     10,656,000$     22,872,000$     22,872,000$     
Avg. Outstanding Balance During Construction 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% Less: Marketing Costs (315,600)$        (315,600)$        (532,800)$         (532,800)$         (1,143,600)$      (1,143,600)$      

Sales Assumptions Net Sales Revenue 5,996,400$      5,996,400$      10,123,200$     10,123,200$     21,728,400$     21,728,400$     
Marketing Costs 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Return on Cost

Net Sales Revenue 5,996,400$      5,996,400$      10,123,200$     10,123,200$     21,728,400$     21,728,400$     
Notes: Less: Total Development Costs 6,496,980$      6,496,980$      7,985,588$       8,795,990$       11,747,064$     13,018,349$     
a) Assumes RD-1.5-1 zoning Profit (500,580)$        (500,580)$        2,137,613$       1,327,211$       9,981,337$       8,710,051$       
The remaining open space requirement will be satisifed on private balconies and a roof top deck. % Return on Cost -7.7% -7.7% 26.8% 15.1% 85.0% 66.9%

b) Proposed park fees under study by City Council are: Feasible? (d) No No Yes Yes Yes Yes

Quimby (for subdivisions) 10,000$      per dwelling unit

Park Facililties Fee (applicable to all rental units) 5,000$        per dwelling unit Cost per unit 812,122$         812,122$         998,198$          1,099,499$       1,468,383$       1,627,294$       

c) School Fees for Residential

Current 3.36$          psf

Anticipated to Increase in Fall 2016 3.54$          psf

d) Project feasibility assumes a minimum return on cost of 15%

Alternative 1 Alternative 2 Alternative 3 Alternative 1 Alternative 2 Alternative 3

APPENDIX H-4:  SINGLE-FAMILY DETACHED PRO FORMAS 
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Appendix I: Minimum Wage Analysis 
This appendix provides additional detail on the methodology and calculations that supported 
the analysis of the potential impacts of the future increase in the City of Los Angeles minimum 
wage, as summarized in the body of this report.  In summary, BAE analyzed the potential 
impacts of the minimum wage increase by determining the household AMI levels for workers 
that will earn the new minimum wage and adjusting the household income distribution among 
the workers generated by each residential or commercial land use type accordingly.  BAE then 
re-calculated the maximum fee based on the adjusted household income distribution.  The 
detailed steps and calculation tables are discussed below.   
 
Step 1: Determine AMI bands for households with workers earning the new minimum wage 
 
Step 1A: Discount the minimum wage to 2016 dollars 
Since the full $15 minimum wage will take effect beginning in 2020 (2021 for some 
employers), this analysis is based on an estimate of the $15 hourly wage in current (2016) 
dollars.  Although the $15 minimum wage will take full effect with all employers in 2021, this 
analysis discounts the $15 wage assuming implementation in 2020, when it will apply to the 
majority of employers.  Assuming three percent annual inflation, $15 in 2020 is equivalent to 
approximately $13.33 in 2016 dollars.   
 
Step 1B: Calculate the annual household income for workers earning the new minimum wage 
Assuming full-time employment, the discounted 2020 minimum wage would result in an 
annual income of approximately $27,700 ($13.33 per hour x 2,080 work hours per year) in 
2016 dollars, as shown below.  According to the US Census American Community Survey, as of 
2014 the City of Los Angeles had 1,849,845 workers living in households and 1,047,928 
households with at least one worker, averaging approximately 1.77 workers per household 
with workers.  Therefore, this analysis uses an average of 1.77 workers per worker household 
to calculate household income among minimum wage workers, resulting in an annual worker 
household income equal to approximately $48,900.  
 
Step 1C: Determine the AMI level for minimum wage worker households 
According to 2016 HCD income limits for a household in Los Angeles County, a household 
earning the annual income derived in Step 1B ($48,900 per year) falls within the low-income 
AMI band for any household size from two to five people.  Accordingly, this analysis places 
minimum wage worker households into the low-income AMI band. 
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TABLE I-1: HOUSEHOLD INCOME AT INCREASED MINIMUM WAGE, 

LOS ANGELES, 2020 

 
 
Step 2: Adjust the household income distribution for workers generated by new development.   
The findings from Step 1 indicate that all worker households that fall into the extremely low- or 
very low-income AMI bands under current minimum wage requirements would fall into the low-
income AMI band following an increase in the minimum wage to $15 in 2020.  As a result, all 
of the extremely low- and low-income housing need generated by the eight commercial land 
use types and the four residential product types analyzed in the Nexus Study would instead 
constitute low-income housing need.   
 
Accordingly, in Step 2 of the minimum wage analysis, BAE adjusted the income distribution 
among the worker households generated by each commercial and residential land use type 
(from Step 6 in the commercial maximum fee calculations and Step 5 in the residential 
maximum fee calculations) by moving all extremely low- and very low-income households into 
the low-income AMI band.  The resulting household income distributions are shown below. 
 
Step 3: Re-calculate the maximum legal fees using the adjusted AMI distributions 
Step 2 results in an income distribution that shows a reduction in extremely low- and very low-
income households (to zero) and a commensurate increase in low-income households.  As 
shown in Step 7 of the commercial and residential maximum fee calculations in the body of 
this report, the subsidy gap for low-income units is smaller than the subsidy gap for extremely 
low- or very low-income units.  Consequently, the cost associated with providing housing for 
households below the moderate income level decreases as extremely low- and very low-
income households shift to become low-income households as discussed in Step 2 above.  
The lower per-unit cost associated with housing low-income households as compared to 

2020 Minimum Hourly Wage (Nominal) (a) $15
2020 Minimum Hourly Wage in 2016 $ (b) $13
Annual Worker Income at Minimum Wage (2016 $) (c) $27,721
Minimum Wage Worker Household Income (2016 $) (d) $48,934
Minimum Wage Worker Household Income Level (e) Low Income

Notes:
(a) 2020 Minimum Wage for businesses with 26 or more employees per City 
of Los Angeles Minimum Wage Ordinance.  The mimimum wage for businesses
with 25 or fewer employees will increase to $15 per hour in 2021.
(b) Assumes 3% annual inflation.
(c) Assumes 2080 work hours per year (40 hrs per week x 52 weeks per year).
(d) Average number of workers per worker household calculated for Los
Angeles County based on American Community Community Survey data,
2010-2014.

Total Workers 1,849,845
Total Households with Workers 1,047,928

Avg. Workers per Household 1.765
(e) Based on 2016 HCD income limits for a 3-person household.
Sources: City of Los Angeles, 2016; ACS, 2010-2014; CA Dept. of Housing and 
Community Development, 2016; BAE, 2016.
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extremely low- and very low-income households results in a lower maximum legal fee under 
the new minimum wage requirements. The adjusted fee calculations are shown below.  
 
APPENDIX I-2: MAXIMUM COMMERCIAL LINKAGE FEES PER NEW CITY MINIMUM WAGE, LA, 2016 
 

  



 

 173

APPENDIX I-3: MAXIMUM RESIDENTIAL IMPACT FEES PER NEW CITY MINIMUM WAGE, LA 2016 

 

Multifamily Single-Family Single-Family
Employee Households in City by Income Level Rental Condominium Attached Detached
Extremely Low Income (up to 30% AMI) 0.0 0.0 0.0 0.0
Very Low Income (31-50% AMI) 0.0 0.0 0.0 0.0
Low Income (51-80% AMI) 20.1 22.6 16.6 34.6
Moderate Income (81-120% AMI) 2.6 2.9 2.1 4.5

Subtotal - Affordable Housing Need (Units) 22.8 25.6 18.7 39.1
Above Moderate Income (over 120% AMI) 19.7 22.0 16.1 33.5
Total Housing Need 42.5 47.6 34.8 72.5

Financing Gap (a)
Extremely Low Income Units $0 $0 $0 $0
Very Low Income Units $0 $0 $0 $0
Low Income Units $6,468,714 $7,271,117 $5,322,875 $11,110,478
Moderate Income Units $774,962 $867,372 $634,966 $1,323,442
Total Financing Gap per 100 Units $7,243,676 $8,138,489 $5,957,841 $12,433,919

Maximum Impact Fee per Unit $72,437 $81,385 $59,578 $124,339

Assumptions
Building Size (# of units) 100

Note: 
(a) The financing gap is calculated by multiplying the number of employee housesholds at each income level by the 
financing gap per unit (from Step 7 of the residential maximum fee calculation) at each affordability level.
Source: BAE, 2016.
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CPC-2016-3431-CA   Exhibit D – 2/23/17 
 
 
 

 

CHANGES FROM SEPTEMBER 21ST DRAFT ORDINANCE 
 
Based on consultations with the development community and communications received during 
the public comment period, as summarized in the staff recommendation report, the Department 
is recommending several additional provisions to minimize unnecessary impacts, as follows. 
These changes are also reflected in the proposed ordinance included in Exhibit A. 
 

● Push the effective date back to three months after adoption (was two months).  
● Exempt all ground level retail in mixed-use buildings, where the retail space is required 

by any policy enacted by the Department of City Planning.  
● Change the definition of residential floor area. 
● Increase the amount of square footage that needs to be added to a single-family home 

to trigger the fee from 1,500 to 2,000 sq. ft.      
● Increase the threshold for an exemption for commercial development from 10,000 to 

25,000 sq. ft. 
● Exempt grocery uses from the commercial fee. 
● Allow an exemption in rental housing (as well for sale) if the project provides 40% 

moderate income (120% AMI) units   
● Clarify the exemption in Section 21.18.2(b)(4) such that a project shall be exempt if it 

is being constructed by any governmental or institutional use, but not solely if the 
project is on property owned or leased by a government agency.  

● Introduce language to provide clarity that if other land use requirements or fees are 
greater than the linkage fee requirement (including Mello Act compliance), then the 
linkage fee shall be satisfied.  

● Introduce a “no net loss” provision in line with AB 2222 (State density bonus law) to 
require projects that provide on-site affordable units to provide replacement units for 
existing affordable units in order to qualify for the fee exemption. 

● Clarify exemptions for single-family detached units  
● Exempt adaptive reuse of a Historic-Cultural Monument being converted to a 

residential use.  
● Create a new Housing Impact Trust Fund to deposit the funds created by the Fee. The 

new Trust Fund will ensure funds collected and spent as a result of the Linkage Fee 
are able to be tracked and monitored to ensure maximum accountability and 
transparency.  

● Add a provision requiring HCIDLA to make public an annual report detailing how and 
where Housing Impact Trust Fund revenues were generated and expenditures were 
utilized as a result of the linkage fee.  

 


