CITY OF SULTAN

SPECIAL COUNCIL MEETING

 COMMUNITY CENTER

December 2, 2009

7:00 PM  CALL TO ORDER -  Pledge of Allegiance and Roll Call

This is a Special Council Meeting – Items are limited to those listed on the published agenda.

DISCUSSION:  

1) Transportation and Park Impact Fees

PUBLIC COMMENT ON AGENDA ITEMS ONLY
COUNCILMEMBER RESPONSE TO PUBLIC COMMENT ON AGENDA ITEMS
Adjournment - 10:00 PM or at the conclusion of Council business.

ADA NOTICE:  City of Sultan Community Center is accessible.  Accommodations for persons with disabilities will be provided upon request.  Please make arrangements prior to the meeting by calling City Hall at 360-793-2231.     

For additional information please contact the City at cityhall@ci.sultan.wa.us or visit our web site at www.ci.sultan.wa.us 

SULTAN CITY COUNCIL 

AGENDA ITEM COVER SHEET

ITEM NO:
Special Meeting
DATE:

December 2, 2009
SUBJECT:

Transportation and Park Impact Fees 
CONTACT PERSON:
Deborah Knight, City Administrator


ISSUE:

The issue before the city council is to consider amendments to the city’s impact fee regulations and provide direction to staff.   
STAFF RECOMMENDATION:

1. When can impact fees be paid? Consider during 2011 Comprehensive Plan Update. Changes to impact fees should be considered during the comprehensive plan update in 2010.  The council should consider this issue during the technical analysis of park and transportation impact fees in the fourth quarter of 2010.   
2. Should on-site recreation facilities be credited against park impact fees?  

· Keep current requirements.  Do not increase park impact fees by including on-site recreation facilities in parks level-of-service.  

3. How should traffic impact fee credits be managed?  

· Keep current requirements.  The city council should not reinstitute a policy to carry-forward transportation impact fees for new development. This policy will not provide the needed revenues or improvements necessary to maintain the adopted transportation level of service 
· Consider “grandfathering”.  Consider a policy decision to allow active final plats, eligible for credits under Sultan Municipal Code 16.112.080 (Ordinance 630, adopted 1995)
, to use those credits to offset traffic impact fees.  An “active” final plat is defined as a plat where the city has not yet accepted the infrastructure improvements.  
· Council can consider this issue separate from the 2011 comprehensive plan update
4. Should impact fees be based on proximity to Sultan’s “core”?  Consider during 2011 Comprehensive Plan Update. The council should consider a tier system of impact fees during the 2011 comprehensive plan update.  Technical analysis of park and transportation impact fees is scheduled for the fourth quarter of 2010.
SUMMARY:

The city council discussed four impact fee policy questions on May 14, 2009 and at a special meeting on June 9, 2009.  Since the city council was unable to complete its discussion of impact fees at the June 9 meeting, Garth York requested council continue its discussion of park and transportation impact fees at the November 12, 2009 council meeting.  
Due to the long meeting agenda, the city council did not discuss all the policy questions on November 12, 2009.  Instead, the council directed staff to analyze the impacts of allowing active final plats, eligible for credits under Sultan Municipal Code 16.112.080 (Ordinance 630, adopted 1995), to use those credits to offset traffic impact fees.  
The council set a special meeting for December 2, 2009 to allow time to discuss impact fee policy questions in depth.  

This agenda cover continues the previous discussion and evaluates four specific policy questions presented to the City Council on May 14, 2009, June 9, 2009, and November 12, 2009 related to potential amendments to the City’s development regulations:

1. When can impact fees be paid? Does the Council want to evaluate and consider changing when impact fees “vest” or can be paid?
2. Should on-site recreation facilities be credited against park impact fees? Does the City Council want to provide impact fee credits for recreation facilities and trails which are designed to serve the neighborhood or connect to a larger system?
3. How should traffic impact fee credits be managed? Should the city reinstitute a policy and development regulations to allow developers to carry-forward transportation impact fee credits?
4. Should impact fees be based on proximity to Sultan’s “core”?  Should developments in different areas of the city pay different fees?
The outcome of this discussion is to review each policy question and corresponding alternatives.  The City Council should be prepared to provide specific direction to city staff on the Council’s preferred alternatives.

Since the policy questions have an impact on the City’s transportation improvement plan and capital facilities plan, following Council direction, staff will prepare any necessary analysis of the Council’s preferred alternatives.  
The City Council may need to retain technical support from financial planning and transportation consultants to assist city staff in analyzing the impacts to the Comprehensive Plan and amending the development regulations.  

ANALYSIS:
Attachments A, B and C provide additional analysis and background information on the following policy questions.  
When can impact fees be paid? Does the Council want to evaluate and consider changing when impact fees “vest” or can be paid?
The impact fee ordinance implementing the comprehensive plan provides that the impact fee would be paid at the time of the building permit.  
In a typical larger residential development such permits would be issued only after approval and development of the plats for a subdivision, and a significant amount of time usually elapses between the planning of a development and the issuance of the building permit.  
Since as noted above the fee will need to be adjusted periodically for inflation, this time lapse makes the amount of fee uncertain for potential developers planning the financing of their developments during the subdivision process.  
In order to remove this uncertainty, some developers have requested that the amount of the fee be “vested” (or set) at the time of preliminary plat approval, but paid at the time of the building permit for each residential units.

The effect of such vesting is to reduce the amount of fee that would be generated (in real terms) by each development by eliminating the costs of inflation between the time of preliminary plat approval and the building permit.  
The amount of time involved could be substantial, usually at least a couple of years on the average, resulting in a significant reduction (in real terms) in the amount of money available to finance the needed facilities.  

Table 3 (below) provided by Pat Dugan in Attachment B analyzes a range of estimates (provided in current dollars) of the effect that such vesting would have on the amount of money generated to finance facilities and the amount that the impact fee would need to be adjusted to compensate over time.  
Separate calculations are presented for parks
 and transportation fees.

The top part of the table identifies the additional revenue needed.  The second part of the table identifies the amount the impact fee would need to be adjusted to compensate for the financial effect of vesting the fee amount at the time of preliminary plat

The table presents these estimates in a range since the amount of inflation that may occur cannot be anticipated nor can the amount of time that may elapse between the preliminary plat and the issuance of a building permit.

One way to mitigate for this loss of revenue, while still allowing some certainty in the costs of development for developers is to allow the impact fee to be paid at any point in the development process, but paid in the amount that the impact fee is set at that time. 
While this still results in a potential erosion in the value of the fees paid early in the process due to the increasing costs of construction over time, this erosion in value would be offset by the city being able to earn interest on fees paid.
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Should on-site recreation facilities be credited against park impact fees? Does the City Council want to provide impact fee credits for recreation facilities and trails which are designed to serve the neighborhood or connect to a larger system?
The table below provided by Pat Dugan (Attachment B) shows an increase from $3,175 to $4,588 in the impact fee is needed to add min-parks back into the “fee basis” and raise the required revenue.  All of the cost estimates and the forecast of development are from the needs assessment for parks facilities in the comprehensive plan.
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Caculation

Calculation with 

Mini-Parks

New Mini-parks $3,850,000 $0

New Mini-parks $0 $3,850,000

New Community Park 2015 $15,750,000 $15,750,000

Total needed $15,750,000 $19,600,000

Revenue

Grants -$2,743,789 -$2,743,789

REET -$4,354,727 -$4,354,727

Balance Needed from Impact Fee (Fee Basis) $8,651,483 $12,501,483

Planned New Units 2,725                     2,725                    

Fee Per Unit $3,175 $4,588

Increase $1,412.84

Percent Increase 45%

Park Projects Necessary for Development

Not Included in Fee Calculation

Current Costs in Impact Fee Calculation

Table 2:  Mini-parks and Impact Fees


How should traffic impact fee credits be managed? Consider a policy decision to allow active final plats, eligible for credits under Sultan Municipal Code 16.112.080 (Ordinance 630, adopted 1995)
, to use those credits to offset traffic impact fees.  An “active” final plat is defined as a plat where the city has not yet accepted the infrastructure improvements.  

In September 2008, the city council approved Ordinance No. 933-08 eliminating the credit system provided under Ordinance 640.  Three developments were affected by decision to eliminate the credit system – Timber Ridge, Denali and Steen Park.

The policy question is whether to allow those active final plats that were formally eligible for credits to use those credits.  No other developments would be eligible for credits
Under the proposed policy, there are two “active” final plats  - Denali and Steen Park.  
Timber Ridge
Timber Ridge completed its infrastructure improvements and those improvements have been accepted by the city.  Timber Ridge is considered “complete”.  Timber Ridge received transportation impact fee credits for 20 building permits (20 x $1,837 = $36,740).  Six homes have been built.  The building permits for the other 14 homes have expired.  Future builders will need to reapply for building permits and pay the transportation and park impact fees in place at the time of building permit issuance.  
Denali
Denali Ridge received impact fee credits for all 15 building permits (15 x $1,837 = $27,555).  Although all the homes have been built, the plat is still considered “active” because the final lift of asphalt can’t be laid until after April 1, 2010 due to weather conditions.  Once the infrastructure improvements are accepted in 2010, the plat will be considered “complete.”
Denali received credits for frontage improvements to Sultan Basin Road and is no longer eligible for further credits under Ordinance No. 993-08 adopted in September 2008.  
Steen Park
Steen Park is an active final plat eligible for credits under Ordinance 630.  Steen Park is an 18 lot subdivision.  The value of the credit under 993-08 is 18 x $1837 = $33,066.  

City engineer, Jon Stack estimated the value of the frontage improvements provided by Steen Park is $47,485.  This estimate was provided to Mr. York on March 23, 2009 in response to a public records request.  

Under Ordinance No. 630, Mr. York is eligible to “carry forward” the difference between the value of frontage improvements and the credit balance $47,485-$33,066 = $14,420.  The impact fee credit can be applied to future impact fee charges.
Under Ordinance No. 630, Mr. York has a preliminary plat, Cascade Breeze that would be eligible to “accept” the $14,420 in impact fee credits.  Cascade Breeze is a 30 lot preliminary plat approved in 2006.  The preliminary plat will expire in 2011.  Under the current traffic impact ordinance, the total traffic impact fee would be 30 x $5272 = $158,150.  The traffic impact fee would be reduced by the credit of $14,420.  The credit would be divided between the 30 lots.  Each lot would pay $4,791 a 9.1% decrease.  
ALTERNATIVES:

1. Consider amendments to the City’s impact fee regulations and provide direction to staff.   
2. Do not consider amendments to the City’s impact fee regulations at this time.  
RECOMMENDED ACTION:  
1. When can impact fees be paid? Consider during 2011 Comprehensive Plan Update. Changes to impact fees should be considered during the comprehensive plan update in 2010.  The council should consider this issue during the technical analysis of park and transportation impact fees in the fourth quarter of 2010.   

2. Should on-site recreation facilities be credited against park impact fees?  

· Keep current requirements.  Do not increase park impact fees by including on-site recreation facilities in parks level-of-service.  

3. How should traffic impact fee credits be managed?  

· Keep current requirements.  The city council should not reinstitute a policy to carry-forward transportation impact fees for new development. This policy will not provide the needed revenues or improvements necessary to maintain the adopted transportation level of service 

· Consider “grandfathering”.  Consider a policy decision to allow active final plats, eligible for credits under Sultan Municipal Code 16.112.080 (Ordinance 630, adopted 1995), to use those credits to offset traffic impact fees.  An “active” final plat is defined as a plat where the city has not yet accepted the infrastructure improvements.  

· Council can consider this issue separate from the 2011 comprehensive plan update

4. Should impact fees be based on proximity to Sultan’s “core”?  Consider during 2011 Comprehensive Plan Update. The council should consider a tier system of impact fees during the 2011 comprehensive plan update.  Technical analysis of park and transportation impact fees is scheduled for the fourth quarter of 2010.

ATTACHMENTS
A  - June 9, 2009 agenda cover 
B - Report from Pat Dugan “Impact of Potential Policy Changes to Impact Fee System”
C - Report from Kris Liljeblad “Transportation Impact Fee Program Questions”
D - Meeting minutes from the May 14, 2009 and June 9, 2009 meetings 

E - Correspondence between the City of Sultan and Mr. Garth York 

SULTAN CITY COUNCIL 

AGENDA ITEM COVER SHEET

ITEM NO:
D-2

DATE:

June 9, 2009

SUBJECT:

Transportation and Park Impact Fees 
CONTACT PERSON:
Deborah Knight, City Administrator


ISSUE:

The issue before the City Council is to consider amendments to the City’s impact fee regulations and provide direction to staff.   

STAFF RECOMMENDATION:

Staff is seeking direction from Council on amending transportation and park impact fee regulations in Chapter 16.112.020 Sultan Municipal Code (Attachment A) as discussed during the 2008 Revisions to the 2004 Comprehensive Plan.

SUMMARY:

This report evaluates four specific policy questions presented to the City Council on May 14, 2009 related to potential amendments to the City’s development regulations:

1. When can impact fees be paid? Does the Council want to evaluate and consider changing when impact fees “vest” or can be paid?
2. How should traffic impact fee credits be managed? Should the city reinstitute a policy and development regulations to allow developers to carry-forward transportation impact fee credits?
3. Should impact fees be based on proximity to Sultan’s “core”?  Should developments in different areas of the city pay different fees?
4. Should on-site recreation facilities be credited against park impact fees? Does the City Council want to provide impact fee credits for recreation facilities and trails which are designed to serve the neighborhood or connect to a larger system?
The outcome of this discussion is to review each policy question and corresponding alternatives.  The City Council should be prepared to provide specific direction to city staff on the Council’s preferred alternatives.

Since the policy questions have an impact on the City’s transportation improvement plan and capital facilities plan, following Council direction, staff will prepare any necessary analysis of the Council’s preferred alternatives.  

The City Council may need to retain technical support from financial planning and transportation consultants to assist city staff in analyzing the impacts to the Comprehensive Plan and amending the development regulations.  

DISCUSSION:
When can impact fees be paid? 

Policy Question: Does the Council want to evaluate and consider changing when impact fees “vest” or can be paid?
City Regulations
Sultan Municipal Code 16.112.020 “Imposition of Impact Fees”  

The City’s regulations (past and present) do not allow developers to pay impact fees until building permit application.  There is no “vesting” in impact fees under state law and court cases have upheld cities’ right increase fees prior to building permit application
.  

The benefit of this approach is that the city collects the impact fees in effect at the time of building permit.  This approach connects the cost of improvements needed to serve growth more closely with actual development.  It also ensures adequate funding is available for construction of system improvements.  The majority of cities surveyed in Western Washington require payment of impact fees at the time of building permit.  A quick survey of the Municipal Research website (Attachment B) provides a sample of impact fee policies.  

Alternatives

1. Paid at preliminary plat.  Impact fees could be paid following Council approval of a preliminary plat.  A preliminary plat is the approved subdivision of land before the required improvements are completed.  Preliminary plats are effective for five years at which time the applicant must have submitted the final plat or the preliminary plat expires.  Under SMC 16.10.150 Preliminary Planned Unit Developments expire after twelve months.  

2. Paid at final plat. In accordance with Sultan Municipal Code (SMC) 16.28.400 at final plat, all required improvements have been completed or the arrangements or contracts have been entered into a guarantee that such required improvements will be completed. Under SMC 16.28.460 the terms, condtions, ordinances and statutes in effect at the time of final plat approval are “vested” for five years.  As a policy, “vesting” could be expanded to include impact fees.  
3. Paid at building permit.  The City of Sultan and most jurisdictions surveyed require impact fee payments prior to issuance of building permit.  
4. Paid at preliminary plat, final plat or building permit.  A few jurisdictions allow developers to pay the impact fee in effect at any of the approval points at the developers’ option.  
5. Vesting.  The fee amounts could “vest” (be determined and set) at one stage of the process (for example preliminary plat) but the fee would be due at another stage (for example building permit).  Usually such vesting is accompanied with an expiration time (for example five years after final plat).  A few jurisdictions including Snohomish County provide for “vesting” in impact fees at the time of preliminary plat approval rather than building permit application.
Discussion
The key issue between the alternatives is the point in the process when the impact fee is paid or “vests”.  Payment of the impact fee is the primary concern for the City and its residents because there needs to be sufficient revenues to fund improvements needed to serve the new growth. While providing greater predictability to developers can facilitate the development process, the City needs to ensure its revenue stream for new infrastructure is not compromised.  

Allowing impact fees to be paid at any point in the process provides an off-set to increasing construction costs because the money paid to the City is earning interest for the City.  

In contrast, vesting without payment does not afford this same financial offset.  For example, if the Council adopted a policy under which impact fees vest at preliminary plat but are not paid until building permit, the city has “lost” the time value of money.  Impact fees may need to be increased to cover the construction cost inflation between when the fees are vested and when they are paid. For reference purposes, the April 2009 WSDOT construction cost index (which is routinely updated for roadway project costs based on actual bid calls) indicates that construction costs have escalated about 21% since 1999.

Under most circumstances a developer will subdivide land and then sell the plat to a builder or builders.  This passes the cost of impact fees to the builder.  If the impact fees are unknown at the time the plat is sold and it may be some time before a building permit is issued, the builder has a difficult time knowing how much to pay for the plat.  If the developer has the option to pay the fees at preliminary plat or final plat then the impact fees can be recouped at the sale of the lots or plat to the builder.  Note, this approach capitalizes the impact fees on the plat and increases the cost to the developer.  (unless the costs of these fees are anticipated in the negotiated purchase price of the raw land-in which case the fees are absorbed by the original property owner)..  

Systems that separate the setting of the fee amount and its payment, either through vesting or giving the developer options, will tend to increase administrative costs in tracking such payments and obligations.

How should traffic impact fee credits be managed?  

Policy Question: Should the city reinstitute a policy and development regulations to allow developers to carry-forward transportation impact fee credits?
City Regulations
Sultan Municipal Code 16.112.085 “Traffic Impact Fee Credits”.

Prior to the adoption of Ordinance 993-08 in September 2008, the City allowed developers to “carry forward” excess traffic impact fee credits to new developments and use the credits to off-set new development costs.  In essence the prior regulation created a market for transportation impact fee credits.  The credits could be used, traded or transferred to other developments.  

Ordinance 993-08 eliminated the “carry forward” provision essentially capping any credit for excess frontage improvements required by the City at the value of the improvement.  SMC 16.112.085 states, “A credit shall be limited to the total amount of the transportation impact fee for the particular development.”
There may be developments (preliminary and final plat) who premised their development profit or breakeven point on the availability of the credit.  

Alternatives
1. Vest credits for approved preliminary plats.  Allow developments with preliminary plat approval to “vest” under the regulations adopted prior to Ordinance 993-08 and “carry-forward” credits to subsequent developments.

2. Vest credits for approved final plats.  Allow developments with final plat approval to “vest” under the regulations adopted prior to Ordinance 993-08 and “carry-forward” credits to subsequent developments.

3. Repeal SMC 16.112.085.  Return to the previous credit system and allow credits to carry forward to subsequent developments.

4. Do not amend 16.112.085.  
Discussion

Based on Ordinance No. 988-08, a frontage improvement is not a "qualified public improvement" for purposes of impact fee credits unless it creates system capacity in excess of that needed for the new development; and then, it is only eligible for credits to the extent of the cost expended to increase the capacity beyond the impact of the new development. In other words, no impact fee credit is available under the statute for a contiguous improvement except to the extent that it increases system capacity.

Providing a credit “carry-forward” reduces the amount of impact fees paid without increasing the system capacity.  The City may need to increase impact fees if the amount of credits applied without corresponding system improvements affects the City’s ability to pay for system improvements needed to serve new growth.  

Another concern at a staff level is effectively managing the credit system and carry-forward credits.  The repealed regulations (SMC 16.112.080) did not limit how a credit could be applied: 
“In the event the amount of the credit is calculated to be greater than the amount of the impact fee due, the developer may apply such excess credit toward impact fees imposed on other developments within the city. “ 

The Council could choose to “grandfather” approved preliminary plan and/or final plats and address a short term inequity without impacting the City’s long-term need to fund system improvements to serve new growth.  

The amended regulations could further define how carry-forward credits could be used and place time limitations so city staff are not processing credits a decade after they are issued.  

Should impact fees be based on proximity to Sultan’s “core”? 

Policy Question:  Should developments in different areas of the city pay different fees?
City Regulations
Sultan Municipal Code 16.112.030 and 16.112.040 “Impact Fee Formulas”.

The City currently requires the same impact fee payment regardless of a development’s location in the city.  Developments adjacent to the City’s historic “core” pay the same impact fee as a development located at the most northern edge of the City limits.  

The City’s comprehensive plan policies encourage in-fill development (growth from the core in concentric circles to the outer edges).  One way to achieve this goal is to develop impact fees based on proximity to existing established infrastructure.  

The downtown core has the majority of infrastructure in place to serve growth while the plateau requires a complete roadway system to serve new growth.  The idea is to connect the impact fee to the system improvements needed to serve growth in a particular area of the City. 

Alternatives
1. Create “no fee” zones.  No-Fee Zones are believed to encourage economic development by relieving builders/developers of the requirement to pay transportation impact fees.  No-Fee Zones need to be off-set by public investment through taxes or higher impact fees in other areas of the City.

2. Create a “small project” waiver.  The City of Stanwood adopted regulations to waive transportation impact fees under specific circumstances for small redevelopment projects in its Main Street Business district (MB zone).  Depending on the size of the area, waiving impact fees for certain developments may require a public investment through taxes or higher impact fees for developments in other areas of the City.  

3. Create more than one zone.  Currently the City has one traffic zone encompassing the city limits.  The fee for developing in the downtown is the same as the fee to develop at the most northern edge of the city.  Creating more than one zone could improve equity and encourage economic development in the historic downtown core.  This would be based on the presumption that trip length is shorter for trips originating in the core. 

4. Do not amend 16.112.030 and 16.112.040.  The current impact fees are based upon a thorough analysis of needs and costs.  Under the existing system the City has some certainty adequate revenues will be collected to serve future growth.  
Discussion
This discussion is based on the premise that reducing or suspending impact fees stimulates development activity. There is scant evidence, however, that such measures have the desired effect. Charlotte County, Florida, for example, reduced its impact fees by two-thirds in January 2008, but has seen no increase in residential construction and no significant increase in nonresidential construction since then.

Another alternative is to create more than one traffic impact fee “zone” and have different fees for different zones. This alternative assumes two different zones would be created, one to include the core area and a second one on the plateau. Relatively longer trip lengths may justify charging higher fees for trips in the plateau zone. Further, since the majority of new development is forecast to occur on the plateau that is also where most of the new infrastructure is required. However, raising revenues to create system improvements in the core may be difficult and result in higher impact fees to offset the relatively low level of development. 
Should on-site recreation facilities be credited against park impact fees?  

Policy Question:  Does the City Council want to provide impact fee credits for recreation facilities and trails which are designed to serve the neighborhood or connect to a larger system?
City Regulations
Sultan Municipal Code 16.72 “Recreation and Open Space Standards”

City staff and the hearing examiner have distinguished between on-site recreation facilities to serve the development (e.g. tot lots) and impact fees which are collected to acquire and development community parks.  The City Council reduced the park impact fee when it removed smaller parks from the parks capital needs and focused on developing a single community park in the Sultan Basin area.  

Prior Council decisions have distinguished between on-site facilities and regional facilities.  Developers can receive credits against park impact fees for creation of community parks.  SMC 16.72 was amended in 2008 to clarify this distinction:  “The requirements of this chapter 16.72 are in addition to park impact fee requirements of chapter 16.112.”
Under the SMC 16.72 (Subdivision Code) developments of a certain size are required to provide neighborhood parks.  Maintenance and repair are the responsibility of the homeowner’s association.  Many homeowner’s associations are unable to maintain these small parks or have difficulty insuring the sites.  As a result some associations  simply choose to abandon the parks.  
Alternatives
1. Remove tot-lots as a requirement in the subdivision code.  

2. Add neighborhood parks such as tot-lots to parks level of service standards.
3. Do not amend SMC 16.72.  Continue to require neighborhood parks under the development code in addition to park impact fees for system improvements.  
Discussion

Impact fees can be spent on "system improvements" (which are typically located outside the development), as opposed to "project improvements" (which are typically provided by the developer on-site within the development). RCW 82.02.050(3)(a) and RCW 82.02.090(6) and (9).  

Neighborhood parks are often categorized as small and large. Both small and large neighborhood parks are primarily meant to serve the outdoor recreation needs of people living within walking distance of the park site.

Offering informal recreation areas less than 1-acres in size, small neighborhood parks are usually found in densely populated residential areas to serve a specific local recreation need, or to take advantage of special opportunities. Small neighborhood parks frequently appear as pocket or mini-parks within subdivisions. 

The difficulty with including neighborhood parks as an adopted level of service in the capital improvement plan is generating sufficient revenues to purchase and develop neighborhood parks.  It may be possible to acquire and develop neighborhood parks in larger jurisdictions with full-time park staff, but it would be difficult with Sultan’s small city staff to develop and maintain neighborhood parks.   

The question is whether the City Council as a policy wants to include small neighborhood parks as a system improvement.  A system improvement signifies the facility serves the entire community rather than a single neighborhood.  Including neighborhood parks as a system improvement will raise park impact fees and put the burden on the City to develop and maintain small neighborhood parks throughout the community.  

ANALYSIS:
Each of the policy questions has potential fiscal impacts to the City’s comprehensive plan and capital facilities plan.  Under the Growth Management Act, the City is required to demonstrate how it will fund the projects needed to serve anticipated growth.  

The Council went through an extended exercise and public discussion in 2008 as it struggled to develop a financing plan that would not overburden new growth and provide sufficient revenues to meet established levels of service for parks and streets.  In the end, the Council had to make difficult decisions to ensure the comprehensive plan and capital improvement plan would balance financially.  

However, the Council also understood during the discussion that given more time there might be an opportunity to fine-tune the development regulations and provide for a greater balance between funding and capital needs.  

Another recent development is the economic downturn.  Municipalities across the United States have considered waiving development impact fees for a short period of time to encourage economic development.  A quick Internet search revealed mixed analyses of whether waiving development fees has any impact on stimulating local economies.  The Council may want to consider a short, focused “relief” package with a sunset clause to encourage development in the community.  However, this approach doesn’t address the larger policy questions.  

There is no quick-fix.  If the Council chooses to move forward on any of the policy questions the process to amend the development regulations will require some level of analysis.  Depending on the level and scope of proposed changes to the City’s development regulations, revisions may need a public hearing and notification to the state Community Trade and Economic Development (CTED).  Changes could be adopted in as little as 90 days or take as long as 12 months.  

FISCAL IMPACT:


The short-term fiscal impacts are related to staff time and consultant support.  The costs depend on what policy question(s) the City Council wants to pursue.  Most of the questions will require a fiscal analysis.  City staff recommend contracting with Pat Dugan to assist the city with calculating the impacts of various fee alternatives.  Cost estimate $2,500 to $5,000.

Changing the City’s one-size fits all traffic impact fee regulations to a set of regulations based upon where the development is located within the City will require assistance from a traffic planner such as Eric Irelan who assist the City with the transportation plan in 2008.  The cost could range between $5,000 and $10,000.  

The long-term fiscal impacts of changing the City’s financing structure for capital improvements needed to serve growth won’t be known until the City Council provides direction.

The fewer changes that are made especially if they are limited in scope and time, the less the overall impact to the City’s financing strategy.  Any long-term fundamental decisions to reduce impact fees will likely require either further reducing levels of service or increasing the financial burden on current residents.

ALTERNATIVES:

1. Consider amendments to the City’s impact fee regulations and provide direction to staff.   
2. Do not consider amendments to the City’s impact fee regulations at this time.  
RECOMMENDED ACTION:  

Staff is seeking direction from Council on amending transportation and park impact fee regulations in Chapter 16.112.020 Sultan Municipal Code (Attachment A) as discussed during the 2008 Revisions to the 2004 Comprehensive Plan.
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1 2 3

2.5% $716,715 $1,451,347 $2,204,345

3.5% $1,003,400 $2,041,920 $3,116,787

4.5% $1,290,086 $2,638,226 $4,047,032

2.5% $216,287 $437,981 $665,218

3.5% $302,802 $616,202 $940,571

4.5% $389,317 $796,153 $1,221,296

2.5% $500,427 $1,013,366 $1,539,127

3.5% $700,598 $1,425,718 $2,176,216

4.5% $900,769 $1,842,073 $2,825,736

Inflation Rate Per 

Year

1 2 3

2.5% $79 $161 $244

3.5% $111 $226 $345

4.5% $143 $292 $448

2.5% $132 $267 $405

3.5% $185 $375 $573

4.5% $237 $485 $744

Table 3: Impact of Vesting on Impact Fees

Years of Delay Between Vesting and Building Permit

Additional Revenue Needed

Increase in Fee Per Unit of Charge

Parks Fee Increase Needed

Transportation Fee Increase Needed

Transportation Fee Increase Needed

Parks Increase Needed

Total Increase Needed

Years of Delay Between Vesting and Building Permit
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Memorandum
Wednesday, November 25, 2009
To:
Deborah Knight

City Administrator


City of Sultan, Washington
From:
Pat Dugan


Dugan Planning Services

Subject:
Impact of Potential Policy Changes to Impact Fee System
This memo provides an estimate of the fiscal impact of two policy options that the city council is considering for the impact fee system of the city:
· What would be the potential increase needed in the parks impact fee to include tot lots or mini-parks?
· What would be the potential increase needed to compensate for vesting the impact fee at the time of preliminary platting and payment at the time of building permitting?
The city’s impact fee system generates revenues to finance public facilities that are necessary to support the development planned in the city’s comprehensive plan.  The City of Sultan has two such fees, one to assist in financing parks and another to finance transportation facilities.  Table 1 presents the amount of revenue that is needed to finance facilities identified in the comprehensive plan, and the fees that would be required to generate the needed revenue (in current dollars).
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Needed Fee 

Revenue Fee Per Unit of Charge Unit of Charge

Needed Transportation Impact Fee 

Revenue

20,017,097 $               $5,272 Trip

Needed Parks Impact Fee Revenue

8,651,483 $                 $3,175 Per Dwelling Unit

Total Fee Revenue

28,668,580 $              

Table 1:  Impact Fees Needed


The Effect of Including Mini-parks in the Park Impact Fee

Currently the comprehensive plan identifies two types of park facilities as “facilities necessary for development;” community parks and mini-parks (also known as “tot lots”).  The comprehensive plan provides a strategy for financing these facilities.  Individual developments under this strategy would be required to provide mini-parks as part of the on-site improvements required for new subdivisions, since these mini-parks primarily, if not exclusively, serve and benefit individual developments.  In contrast, community parks, which serve the entire city, are to be funded by a variety of sources including impact fees paid by future development.   The total amount of revenue needed from impact fees (known as the “fee basis”) on new development is determined by the costs of a planned community park minus the anticipated funds that would be expected to be available from the Real Estate Excise Tax (REET) and grants.  This “fee basis” amount is then divided by the planned number of new housing units in the comprehensive plan to determine the impact fee per unit.
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Caculation

Calculation with 

Mini-Parks

New Mini-parks $3,850,000 $0

New Mini-parks $0 $3,850,000

New Community Park 2015 $15,750,000 $15,750,000

Total needed $15,750,000 $19,600,000

Revenue

Grants -$2,743,789 -$2,743,789

REET -$4,354,727 -$4,354,727

Balance Needed from Impact Fee (Fee Basis) $8,651,483 $12,501,483

Planned New Units 2,725                     2,725                    

Fee Per Unit $3,175 $4,588

Increase $1,412.84

Percent Increase 45%

Park Projects Necessary for Development

Not Included in Fee Calculation

Current Costs in Impact Fee Calculation

Table 2:  Mini-parks and Impact Fees


Since in the past, prior to the adoption of the new comprehensive plan, the city had included mini-parks in the “fee basis” for impact fees, some developers have sought a “credit” for the costs of mini-parks in their impact fees.  However, now that mini-parks are excluded from the “fee basis” such credits would be inappropriate and would reduce the money generated by impact fees to finance the community park.  In order to allow such credits and still raise sufficient funds to finance the park, the anticipated costs of developing mini-parks need to be added back into the fee basis for parks impact fees.

Table 2 above presents the calculations needed to add min-parks back into the “fee basis” and the increase that would be needed in the impact fee to raise the required revenue.  All of the cost estimates and the forecast of development are from the needs assessment for parks facilities in the comprehensive plan.

The Effect of Early Vesting of on Impact Fees
As time goes on, the costs of the facilities necessary to support development increases with inflation.  Consequently, the financial forecast in the comprehensive plan’s financial strategy included the increases in costs anticipated due to inflation.
  To offset these inflationary costs increases, the forecast also assumed that the impact fee system would be periodically reviewed by the city to adjust for inflation.

The impact fee ordinance implementing the comprehensive plan provides that the impact fee would be paid at the time of the building permit.  In a typical larger residential development such permits would be issued only after approval and development of the plats for a subdivision, and a significant amount of time usually elapses between the planning of a development and the issuance of the building permit.  Since as noted above the fee will need to be adjusted periodically for inflation, this time lapse makes the amount of fee uncertain for potential developers planning the financing of their developments during the subdivision process.  In order to remove this uncertainty, some developers have requested that the amount of the fee be “vested” (or set) at the time of preliminary plat approval, but paid at the time of the building permit for each residential units.

The effect of such vesting is to reduce the amount of fee that would be generated (in real terms) by each development by eliminating the costs of inflation between the time of preliminary plat approval and the building permit.  The amount of time involved could be substantial, usually at least a couple of years on the average, resulting in a significant reduction (in real terms) in the amount of money available to finance the needed facilities.  

Table 3 provides a range of estimates (provided in current dollars) of the effect that such vesting would have on the amount of money generated to finance facilities and the amount that the impact fee would need to be adjusted to compensate over time.  Separate calculations are presented for parks
 and transportation fees.

The top part of the table identifies the additional revenue needed.  The second part of the table identifies the amount the impact fee would need to be adjusted to compensate for the financial effect of vesting the fee amount at the time of preliminary plat
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Year

1 2 3

2.5% $716,715 $1,451,347 $2,204,345

3.5% $1,003,400 $2,041,920 $3,116,787

4.5% $1,290,086 $2,638,226 $4,047,032

2.5% $216,287 $437,981 $665,218

3.5% $302,802 $616,202 $940,571

4.5% $389,317 $796,153 $1,221,296

2.5% $500,427 $1,013,366 $1,539,127

3.5% $700,598 $1,425,718 $2,176,216

4.5% $900,769 $1,842,073 $2,825,736

Inflation Rate Per 

Year

1 2 3

2.5% $79 $161 $244

3.5% $111 $226 $345

4.5% $143 $292 $448

2.5% $132 $267 $405

3.5% $185 $375 $573

4.5% $237 $485 $744

Table 3: Impact of Vesting on Impact Fees

Years of Delay Between Vesting and Building Permit

Additional Revenue Needed

Increase in Fee Per Unit of Charge

Parks Fee Increase Needed

Transportation Fee Increase Needed

Transportation Fee Increase Needed

Parks Increase Needed

Total Increase Needed

Years of Delay Between Vesting and Building Permit


The table presents these estimates in a range since the amount of inflation that may occur cannot be anticipated nor can the amount of time that may elapse between the preliminary plat and the issuance of a building permit.

One way to mitigate for this loss of revenue, while still allowing some certainty in the costs of development for developers is to allow the impact fee to be paid at any point in the development process, but paid in the amount that the impact fee is set at that time.  While this still results in a potential erosion in the value of the fees paid early in the process due to the increasing costs of construction over time, this erosion in value would be offset by the city being able to earn interest on fees paid.

	City
	When Paid

	Bellevue
	Before building permit issuance

	Bothell
	At the time the development permit is ready for issuance. Administrative fee due with application. Development permit not issued without payment. Subdivisions may defer payment until building permits are issued for individual lots.

	Kirkland
	Prior to building permit issuance, or for change in use, prior to occupancy permit.

	Lacey
	Due and payable at time of issuance of building permit, in lump sum or annual installments over 5 years. With installments, 20% is due with permit or with final plat approval and balance due in annual installments.

	Newcastle
	Prior to issuance of building permit or certificate of occupancy if no building permit is involved.

	Olympia
	At the time of a complete building permit application for each unit.  Building permits not issued until fees are paid. Where credits are awarded, fees will be collected at the time the building permit is issued for each unit in the development. Downtown Deferred Impact Fee Payment Option Area is a unique provision, allowing properties within Downtown to voluntarily lien their property for the unpaid fees; essentially deferring payment until sale of the property.

	SeaTac
	Assessed at the time of application for building permit. Due and payable at issuance of permit. 

	Vancouver
	Assessed by development type: SF subdivision per lot fee calculated at preliminary plat approval and imposed on a per lot basis at the time of building permit application. For MF and non-residential development, calculated at the site plan approval or at building permit application. The fee must be recalculated for building permit applications filed more than 3 years after preliminary plat or site plan approval.


Memorandum


Date:
June 3, 2009

To:
Deborah Knight, Sultan City Administrator

From:
Kris Liljeblad, Transportation Planning Director

Re:
Transportation Impact Fee Program Questions

Summarized below is my research from the Washington Municipal Research Services Center (MRSC) website, reviewing transportation impact fee ordinances of eight other WA cities. The listing below identifies each city for which the impact fee ordinance was reviewed, and the point at which the transportation impact fees must be paid.

Conclusion:    Sultan’s current provisions, requiring payment just prior to issuance of the building permit is a common practice. However, there are provisions in place in Lacey that allow developers to make payments in installments over a 5 year period. Vancouver’s provisions are more tailored to the residential market, vesting the fees at the platting or site plan approval stage, while still requiring payment prior to building permit issuance, with a 3-year sunset period.
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      Dugan Planning Services








PO Box 381


Everett, Washington 98206





Phone: (206) 795-0049


Email: consult.dugan@verizon.net








� 16.112.080 Impact fee credits. The developer shall be entitled to a credit against the applicable impact fee component for the present value of any dedication of land for improvement to or new construction of any system improvements provided by the developer (or the developer’s predecessor in interest), to facilities that are/were identified in the capital facilities plan and are required by the city as a condition of approval for the immediate development proposal. The amount of credit shall be determined at the time of building permit issuance (or site plan approval where no building permit is required). In the event the amount of the credit is calculated to be greater than the amount of the impact fee due, the developer may apply such excess credit toward impact fees imposed on other developments within the city. (Ord. 630 § 2[16.13.080], 1995)





� The park impact fee estimates do not include mini-parks in the fee basis.


� 16.112.080 Impact fee credits. The developer shall be entitled to a credit against the applicable impact fee component for the present value of any dedication of land for improvement to or new construction of any system improvements provided by the developer (or the developer’s predecessor in interest), to facilities that are/were identified in the capital facilities plan and are required by the city as a condition of approval for the immediate development proposal. The amount of credit shall be determined at the time of building permit issuance (or site plan approval where no building permit is required). In the event the amount of the credit is calculated to be greater than the amount of the impact fee due, the developer may apply such excess credit toward impact fees imposed on other developments within the city. (Ord. 630 § 2[16.13.080], 1995)





� RCW 58.17.030 see also New Castle v. City of LaCenter Court of Appeals Division 2


� http://www.impactfees.com/index.php


� Although the base forecasts included assumptions regarding inflation, the results of the forecast were presented in the plan in current dollars.


� The park impact fee estimates do not include mini-parks in the fee basis.
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