
 
 
 
DATE:  August 15, 2016 
 
TO:  Mayor and Members of the City Council 
   
VIA:  Kevin Miller, City Manager  
   

FROM: Curtis Banks, Community Development Director 
  Leslie Carmichael, Consulting Planner 
 
SUBJECT: COMMERCIAL LINKAGE FEE NEXUS STUDY AND RESIDENTIAL 

IMPACT FEE NEXUS STUDY  
 
 
RECOMMENDATION 
 
It is recommended that the City Council provide policy guidance to City staff regarding 
whether to proceed in preparing a draft ordinance establishing a Commercial Linkage 
Fee on new commercial development to support workforce housing.   
 
If the City Council decides to proceed, City staff’s recommendation is to direct staff to 
work with the City Attorney to prepare a draft ordinance that includes: 

a. Commercial Linkage Fee on new commercial development of $10/sq. ft. for 
hotels; $5/sq. ft. for retail/services; and $22/sq. ft. for office; 

b. An in-lieu option to provide affordable housing units in lieu of the Commercial 
Linkage Fee;  

c. Public, quasi-public and child care uses would be exempt; 
d. Fees would be placed into the City’s Affordable Housing Fund and used to 

support workforce affordable housing in a variety of ways, subject to approval 
by the City Council.  
 

The public would be provided with an opportunity to comment and provide input on the 
proposed ordinance through a variety of means, including at least one noticed Public 
Hearing by the Planning Commission.  
 
It is recommended that the City Council not adopt a Housing Impact Fee on new 
housing, but continue with the existing General Plan inclusionary policy requiring 20% of 
all new housing units be below-market-rate units. 
 
EXECUTIVE SUMMARY 
 
The potential Commercial Linkage Fee and Housing Impact Fee were previously 
considered on August 10, 2015, at which time the City Council adopted Minute Order 
No. 1434 (attached). Following discussion by both the Land Use Subcommittee and 
Economic Development Subcommittee regarding the need for workforce affordable 



housing as well as affordable housing in general, the Commercial Linkage Fee has 
been placed on the agenda for further direction by the City Council. 
 
Both a Commercial Linkage Fee Nexus Study and Residential Impact Fee Nexus Study 
have been prepared for Foster City as part of the 21 Elements multi-jurisdictional effort, 
as authorized by the City Council. The studies enable the City Council to consider 
whether to adopt impact fees on new residential and/or non-residential development 
that would then be used to provide affordable housing. The Residential Impact Fee 
Nexus Study can also be used to support an inclusionary requirement, i.e., that a 
certain percentage of affordable units be included in any new housing development.  At 
this time, only the Commercial Linkage Fee is proposed for consideration. 
 
The Commercial Linkage Fee Nexus Study analyzes the increase in affordable housing 
demand from new non-residential development in terms of new worker households 
associated with new development. The study calculates the maximum fees that would 
be necessary to bridge the difference between what the new households can afford to 
pay and the cost of developing modest housing units to accommodate them. The 
studies then conduct a financial feasibility analysis, comparison to other City fees and a 
comparison to neighboring jurisdictions to determine a recommended fee level. 
 
A summary of “maximum” and “consultant recommended” fees are as follows: 
 

Non-Residential “Maximum” and “Consultant Recommended” Fees 
 Maximum Fee 

Per Sq. Ft. 
Consultant 

Recommended Fee 
Per Sq. Ft. 

Hotel/Resort/Other Lodging $151 $15.07 
Retail/Restaurants/Services $262 $13.10 
Office/Medical Office/R&D $227 $22.75 
 
Staff is requesting direction from the City Council on whether to proceed to work with 
the City Attorney in developing regulations for Commercial Linkage fees and/or provide 
additional information for review by the City Council. 
 
BACKGROUND 
 
Please refer to the staff report to the City Council dated August 10, 2015 for additional 
background information regarding: 

• City Council direction for preparation of the Nexus Studies as part of the 21 
Elements program 

• Need for affordable housing 
• Need for funding source 
• Legal context 
• Foster City Affordable Housing History 
• Nexus study outreach 

 



Need for Affordable Housing 
 
The need for affordable housing in Foster City, the Peninsula and the Bay Area far 
exceeds the supply. Both ownership and rental housing have become increasingly less 
affordable over the past several decades. Market rate rents are only affordable 
(spending 30% of less of income on housing) to households making above moderate 
(more than 120% of the average median income) incomes,1 but 46% of Foster City’s 
households earn moderate or lower incomes.2  Market rate sales prices are affordable 
to even fewer households.  
 
Additional information on the need for affordable housing is available on the website 
(http://bos.smcgov.org/task-force) created by the county-wide “Closing the 
Jobs/Housing Gap Task Force” co-chaired by Supervisors Horsley and Slocum, which 
met monthly from September 2015 to June 2016 to analyze ways to address the 
growing gap between the number of jobs and number of available, affordable housing 
units (see attached Staff Report and Resolution  adopted by the Board of Supervisors at 
their June 28, 2016 meeting). As noted in the Resolution, between 2010 and 2014, San 
Mateo County added over 54,000 new jobs while only 2,148 new housing units were 
built in the County.  A final report, “Home for All” website with on-line resources and an 
”Action Plan” is expected to be released in September 2016. 
 
The “Affordability Gap Analysis” section of the Commercial Linkage Fee Nexus Study 
includes a detailed analysis of what is affordable to households at the various income 
levels and household sizes. The table below illustrates the gap between affordable 
levels and market rate prices using an example of a household of 3 people. 
 

Comparison of Affordable and Market Rents for a Household of 3 
Income Level Annual 

Income 
Affordable 

Rent 
Typical 

Market Rent 
for 2-

bedroom unit 

Monthly 
Difference 

Very Low-Income $50,900 $1,220 $3,695 $2,475 
Low-Income $64,890 $1,569 $3,695 $2,126 
Moderate Income $83,430 $2,033 $3,695 $1,662 
Sources: Residential Impact Fee Nexus Study, Marlin Cove 2-bedroom rent as of 7/30/15. 
Rents noted as of 7/20/16 at www.marlincove.com for 2-bedroom units were $3,595-$3,695. 
 

                                                           
1
 Foster City Housing Needs Assessment, Appendix to Foster City Housing Element 2015-2023, prepared by 21 

Elements, July 10, 2014, p. 22. 
2
 Ibid., p. 14. 

http://bos.smcgov.org/task-force
http://www.marlincove.com/


 Comparison of Affordable and Market Sales Prices for a Household of 3 
Income Level Annual 

Income 
Affordable 

Price 
Average Market 

Price for 
Condo/Townhouse 

Difference 

Moderate Income $101,970 $348,526 $907,160 $558,765 
Sources: Residential Impact Fee Nexus Study, SAMCAR sales for common interest 
developments, Q2 2015. Average market price as of Q2 2016 was $1,039,812 per SAMCAR. 
 
As discussed in the Housing Element adopted February 2, 2015 (pages 4-15 – 4-20), 
the affordability covenants for the 74 below market rate units at Fosters Landing will 
begin to expire in January 2021. One of the programs identified in the Housing Element 
to assist in preservation of the existing affordable housing stock, including the Fosters 
Landing units, is consideration of housing impact fees on new development.  
 
Legal Context 
 
The legal landscape related to inclusionary housing (requiring that a certain percentage 
of new units be affordable) and housing impact fees has evolved over the years, as 
explained on p. 10-11 of Residential Impact Fee Nexus Study.  
 
To date in Foster City, the Palmer decision has had little impact on the ability to require 
inclusionary affordable units because of the pre-existing development agreement for the 
Pilgrim Triton Master Plan that required a percentage of affordable housing and the 
negotiated sale of the property being used for Foster Square.  
 
Impact of Development Agreements 
 
The existing Development Agreements anticipated the possibility that new impact fees 
would be enacted by the City. Some of the agreements included an exemption from 
new impact fees and some did not. A summary of the Development Agreements is 
listed on the following page.  
 
Although some of the non-residential development projected in the next few years 
would be exempt from new fees pursuant to development agreements, some would not. 
Other new development proposals are likely.  Some non-residential sites were recently 
purchased, that could be redeveloped in the future. A development impact fee at a rate 
similar to what has been adopted in other Bay Area cities on even a few large buildings 
could generate sufficient revenue to be useful in assisting the creation of affordable 
housing. As an example, the revenue that would be generated from a 100,000 sq. ft. 
office building if a fee was established at $20/sq. ft. would be $2 million.  
 
For a commercial linkage fee, because the fee must be linked to the projected impacts 
caused by the new development, the fee should only be applied to net new non-
residential building square footage where buildings are being replaced with new 
development.  
 



Development Agreements (DA) and New Impact Fees 
Development 
Agreement 

Expiration 
Date of DA 

Subject to New 
Impact Fees 

Not Subject to New 
Impact Fees 

Gilead South Campus 2025 Vested up to 1.2 M 
SF; After 2020 subject 
to impact fees if fees 
are applied to all 
similar properties; 
If 324 Lakeside is 
permitted, then 
218,000 of 357,000 is 
subject to impact fees 
because it exceeds 
1.2M SF vested 

Development up to 1.2M SF, 
which would include a 
portion of 324 Lakeside Dr.  

Gilead Integrated 
Campus 

No 
development 
agreement 

yes  

Pilgrim Triton Master  2020 with 
possible 

extension to 
2025 

No impact fees – a 
20% inclusionary 
requirement is 
included in the Pilgrim 
Triton Master 
Development 
Agreement. 

Except as expressly provided 
in this Agreement, the 
Master Plan or the Existing 
Approvals, the City will not 
impose and the Developers 
will not be required to pay 
any Impact Fees enacted 
after the Effective Date that 
are not included in Exhibit G 

Chess Hatch 2019 with 
possible 

extension to 
2026 

Subject to new impact 
fees after March 2017 

Mnor shall the project be 
subject to any new Impact 
Fees, for a period lasting 
until the date that is later of 
(i) three years from the date 
the MUse Permit application 
is complete; or (ii) two years 
from the date of approval of 
the MUse Permit. (the later 
date would be March 2017) 

Illumina Phase I  2031 Impact Fee Limitation 
Period ends 
12/2/2022 

Phase 1: under construction 

 
Housing Impact and Commercial Linkage Fees in Other Jurisdictions 
 
The nexus studies include some information on impact fees in neighboring jurisdictions. 
Since the publication of the nexus studies in 2015, additional cities have adopted or are 
considering housing impact and/or commercial linkage fees. The tables below list the 
commercial linkage and housing impact fees for jurisdictions on the Peninsula.  Only 
fees for development types similar to the prototypes in the Foster City nexus studies are 
shown. 
 



Summary of Adopted Commercial Linkage Fees in Various Peninsula 
Jurisdictions 

Jurisdiction Hotel 
Per SF 

Retail-
Restaurant-

Services 
Per SF 

Office-R&D-
Medical Office 

Per SF 

Date Fee 
Adopted 

East Palo Alto   $10 June 2016 
Menlo Park  $8.45 $15.57 2015 
Mountain View $1.25-$2.50 $1.25-$2.50 $12.25-$25.00 2014 
Palo Alto $19.31 $19.31 $19.31 2014 
Redwood 
City(2) 

$5 $5 $20 Dec. 2015 

San Mateo 
County(2) 

$10 $5 $25 June 2016 

Sunnyvale(1) $7.50 $7.50 $15 2015 
(1) Fee is $9.74 for “pipeline projects” and $7.50 for the first 25,000 sq. ft. of 

industrial, office and R&D developments.  
(2) Provides reduction for projects paying prevailing wage. 

 
 

Summary of Commercial Linkage Fees and/or Housing Impact Fees Under 
Consideration in 2016 in Various Peninsula Jurisdictions 

Jurisdiction Status 
Belmont Staff finalizing ordinance, inclusionary, commercial and residential 

impact fees. Negotiating/collecting fees. Hearing scheduled for August 
23, 2016. 

Colma Negotiating/collecting residential fees based on results of study. 
Tentatively scheduled for September 14, 2016. 

San Bruno Council directed staff to move forward with preparing residential and 
commercial impact fees. Consideration likely this summer.  

 
San Carlos Council directed staff to consider commercial impact fees. City already 

has residential fees. Consideration likely this summer..  
 

San Mateo City Held hearing. Staff is currently preparing commercial ordinance and 
considering the recommended report range of $15-25 for Office, $5-10 
for Hotel, and $2.50-7.50 for Retail. Council hearing is scheduled for 
August 15. Residential uses governed by the Below Market 
(Inclusionary) Program. 

 
There are many differences in the regulations for the jurisdictions, such as the 
provisions related to exemptions for smaller units, “sliding scales” based on number of 
units, allowing waivers based on substantial evidence that the development will not 
impact needs for affordable housing, timing for payment and others. None of the 
jurisdictions have established fees near the “maximum justifiable” amounts.   
 



Comments Received 
 
Several comments were received either at the City Council meeting on August 10, 2015 
or after, as noted below.  
 
Dennis Martin of the Building Industry Association (BIA) spoke in opposition to any 
housing impact fee (distinguished from a commercial linkage fee) at the City Council 
meeting on August 10, 2015. A letter dated September 3, 2015 was provided by the 
BIA, following the City Council’s meeting on August 10, 2015 (attached). The BIA 
opposes any housing impact fee. 
 
Evelyn Stivers of the Housing Leadership Council spoke in support of housing impact 
fees and commercial linkage fees. A letter dated October 14, 2015 was provided by a 
coalition of community groups supporting housing impact fees and commercial linkage 
fees (attached). The coalition is comprised of Housing Leadership Council of San Mateo 
County, Non-Profit Housing Association of Northern California, Greenbelt Alliance and 
San Francisco Organizing Project/Peninsula Interfaith Action. 
 
Nevada Merriman of Mid-Peninsula Housing spoke in favor of a housing impact fee and 
commercial linkage fee. 
 
Joanne Bohigian of the Foster City Chamber of Commerce spoke about the change in 
the nature of retail to encompass services and offered to facilitate discussions with the 
business community. 
 
ANALYSIS 
 
Summary of Commercial Linkage Fee Report 
 
The Commercial Linkage Fee Nexus Study measures the increased demand for 
affordable housing resulting from new non-residential development in several steps:  

• For each type of non-residential development, analyze the number and income 
levels of employees that will work there. 

• Calculate the number of worker households created at various income levels. 
• Calculate the “affordability gap” between what worker households can afford 

compared to what market rate housing costs. 
• Calculate what the “affordability gap” represents on a per square foot basis – this 

represents the “maximum” fee that would offset 100% of the difference between 
the price of the affordable housing needed and market rate housing. 

 
The Commercial Linkage Fee Nexus Study then analyzes the “maximum” fees and 
lower fee scenarios relative to: 

• Financial feasibility – what level of fee will still allow the developer the typical rate 
of return on investment for that type of development. 

• Comparison to existing City fees. 



• Comparison to neighboring jurisdictions – to not put the City at a disadvantage 
relative to neighboring cities. 

 
The study concludes that the maximum fees identified in the study would, if adopted, 
reduce the return on investment substantially, making development not economically 
feasible. The discussion on pages 70-72 of the Commercial Linkage Fee Nexus Study 
describes the outcomes of the analysis of the various fee scenarios. The end result is a 
set of “Consultant “Recommended” fees that are within the range of what would be 
considered financially feasible for this market. The City could establish fees up to the 
maximum fees supported by the study.  
 
Many jurisdictions choose to eliminate or reduce fees below the economically feasible 
fees in order to support development of desired land uses. For example: 

• Retail (Redwood City, County) 
• Public uses (Redwood City, County, Menlo Park) 
• Quasi-Public uses, such as churches, schools, recreational facilities, cultural 

institutions (Redwood City, County) 
• Child Care Centers (Redwood City, County) 
• Housing for the Elderly, including care facilities (Redwood City, County) 
• Schools, public and private (Redwood City, Menlo Park) 
• Small commercial projects <3,500 sq. ft. (County) 
• Small commercial projects <10,000 sq. ft. (Menlo Park) 
• Property eligible for welfare exemption (County) 
• Projects that generate few or no employees (Menlo Park) 

 
In developing staff’s recommendations, staff reviewed the discussion regarding 
feasibility in the Commercial Linkage Fee Nexus Study, as well as fee amounts 
established in neighboring jurisdictions. Staff notes that in the discussion in the Nexus 
Study report, the consultant states that for some of the amounts, then are “within the 
range of what would be considered financially feasible” although they are not quite at 
the typical threshold required for feasibility.  
   

Non-Residential “Maximum,” “Consultant Recommended” and Staff 
Recommended Fees 

 Maximum 
Fee 

Per Sq. Ft. 

Comparable 
Other 

Jurisdiction 
Fees Per Sq. Ft. 

Consultant 
Recommended 

Fee 
Per Sq. Ft. 

Staff 
Recommended 
Fee Per Sq. Ft. 

Hotel $151 Redwood City $5 
County $10 

$15.07 $10 

Retail $262 Redwood City $5 
County $5 

$13.10 $5 

Office $227 Redwood City $20 
County $25 

$22.75 $22 

 



Staff recommends that the following uses be exempt from commercial linkage fees: 
• Public uses  
• Quasi-Public uses, such as churches, schools, recreational facilities, cultural 

institutions  
• Child Care Centers  

 
Staff requests City Council direction on exemptions for any other types of uses. 
 
Projected Funds 
 
Projecting the amount of funds that could potentially be produced is subject to a variety 
of assumptions. Rough estimates based on the “Consultant Recommended Fees” for 
Commercial Linkage Fees are contained in the table on the next page.  
 
Potential Uses of Funds  
 
Local funding can be used in a variety of ways to support affordable housing. Funds 
from commercial linkage fees would be required to be spent on affordable workforce 
housing (not housing for generally non-working populations, such as seniors).  
Examples of the types of programs that these funds could be used for include: 
 

• Extension of expiring affordability covenants 
• Acquisition of affordability covenants for existing housing units 
• Rental subsidies 
• Housing rehabilitation programs  
• Homebuyer loan programs  
• Loans or grants to subsidize the construction cost of new units 

 
As occurred with the Mid-Peninsula Housing project at Foster Square, local funding is 
sometimes needed to enhance a project’s eligibility for other funding, such as tax credit 
financing or other competitive grant funding. Staff also notes that often State grants 
require matching funds and include other program requirements. Often the application 
windows for grants are only a few weeks.  It would be necessary to have funds available 
to take advantage of some of these opportunities. 
 
Other funding or grant opportunities may arise that would require a local match.  For 
example, the San Mateo County Board of Supervisors voted in June 2016 to establish a 
new Affordable Rental Housing Preservation Program to provide loans to acquire and 
preserve naturally-occurring affordable housing and concurrently restrict building rents. 
The Board approved use of $10 million in Measure A funds to launch this program.   
 



Staff suggests further study of the following potential uses, listed in priority order: 
1. Potential purchase/rehabilitation of existing multi-family units in conjunction with 

an affordable housing provider 
2. Extend Fosters Landing affordability covenants and/or assist displaced residents 
3. Programs to preserve affordability of existing rental units as part of low-interest or 

forgivable loans for safety improvements 
4. Have funds available to be able to respond to matching grant opportunities, such 

as to preserve existing affordability covenants or purchase existing units 
5. First time homebuyer loan program in conjunction with a partner, such as the 

Housing Endowment and Regional Trust (HEART) 
6. Assist in providing affordable units in new developments 

 



 
Estimated Potential Commercial Linkage Fee Revenue with a $22/SF Fee  

Development  Expiration 
Date of DA 

Subject to New Impact 
Fees 

Development 
Type 

SF Existing SF Net New SF Potential 
Revenue 

Family Dental 
Expansion 

NA yes Dental office 5,000  new 
SF 

0 5,000 $110,000 

Gilead Integrated 
Campus 

NA yes Lab/office   633,246 $13,931,412 

Gilead South 
Campus 

2025 Vested up to 1.2 M SF; After 
2020 subject to impact fees if 
fees are applied to all similar 
properties; 
If 324 Lakeside is permitted, 
then 218,000 of 357,000 is 
subject to impact fees 
because it exceeds 1.2M SF 
vested 

Lab/office   218,000 $4,796,000 

Chess Hatch 
Phase 1 

2019 with 
possible 

extension to 
2026 

Phase 1 subject to new fees 
after March 2017 

office 600,000 146,000 454,000 $9.988,000 

Chess Hatch 
Phase 2 

2019 with 
possible 

extension to 
2026 

Phase 2 subject to new fees  office 200,000 33,370 166,630 $3,665,860 

VISA vacant site NA Yes; 45,000 SF is amount of 
Metro Center GDP 
commercial not built 

commercial 45,000 0 45,000 $990,000 

Redevelopment of 
existing non-
residential areas 

NA   unknown   unknown 

BioMed Phase 2  2031 Impact Fee Limitation Period 
ends 12/2/2022 

Lab/office 245,000 0 245,500 $5,390,000 

Pilgrim Triton 
Master Plan 

2020 with 
possible 

extension to 
2025 

No impact fees during term of 
DA – a 20% inclusionary 
requirement is included in the 
Pilgrim Triton Master 
Development Agreement. 

If after 2025:  
 
Phase C 
 
Triton (Phase B) 
Commercial Site 
 

 
 
172,943 
 
53,000 

 
 

38,776 
 

0 

 
 

134,167 
 

53,000 

 
 

$2,951,674 
 

$1,166,000 

 
 



Policy Options 
 
Several policy questions are presented below for the Council’s consideration. 

1. Should the City establish a commercial linkage fee? 
2. If a commercial linkage fee is established, does the City Council agree with the 

amounts recommended by staff? 
3. If a commercial linkage fee is established, should developments less than a 

certain size be exempt?  If so, what size? 
4. If a commercial linkage fee is established, does the City Council agree that 

public, quasi-public and child care uses should be exempt?  Should certain other 
uses be discounted that the City wishes to encourage or that don’t generate 
significant numbers of employees? If so, which types of uses? 

5. If the City Council wants to further consider adopting the fees, what additional 
information should be provided? 
 

NEXT STEPS 
 
With City Council policy direction (as outlined in the Recommendations section) and if 
authorized to move forward, City staff would:  

1. Work with City Attorney to develop draft ordinance and fee resolution. 
2. Conduct additional outreach to the business community and developers. 
3. Review/recommendation by Planning Commission. 
4. Review and adoption by City Council. 

 
 
Attachments: 

• Attachment 1: Commercial Linkage Fee Nexus Study, June 2015 
• Attachment 2: City Council Minute Order 1434, August 10, 2015 
• Attachment 3: Staff Report to City Council, dated August 10, 2015 
• Attachment 4: Letter from BIA, dated September 3, 2015 (with attachments) 

o Att. 4, Exhibit A: California’s High Housing Costs: Causes and 
Consequences, California Legislative Analyst Office 

o Att. 4, Exhibit B: Perkins Coie Nexus Analysis and Executive Summary 
o Att. 4, Exhibit C: San Francisco Bay Area Progress in Meeting 2007-2014 

RHNA 
• Attachment 5: Letter from San Mateo County Development Impact Fee Coalition, 

dated October 14, 2015 
o Att. 5, Exhibit A: Commercial Linkage Fees: A Guide for San Mateo 

County 
o Att. 5, Exhibit B: Housing Impact Fees: A Guide for San Mateo County 

• Attachment 6: Cities with Impact Fees on New Commercial Development, 21 
Elements, Updated May 2016 

• Attachment 7: Report on Closing the Gap Jobs/Housing Task Force to Board of 
Supervisors, dated June 28, 2016 

• Attachment 8: Board of Supervisors Resolution No. 074628 


