
Development Impact Fees 
Development Impact Fees are one-time charges levied 
by local governments on new development. They are 
charged to developers to help municipalities recover 
growth-related infrastructure and public service costs. 
They differ from other forms of value capture including 
special assessments and negotiated exactions, in that 
impact fees can be used to pay for off-site services 
such as local roads, schools, or parks. Development 
impact fees are typically determined through a formulaic 
process, rather than through negotiations as done for developer contributions. Development 
impact fees are used by local governments throughout the United States to fund transportation 
improvements.1 

CALCULATING IMPACT FEES
There are two common methods for calculating the impact fees for infrastructure improvements.2 
The inductive method involves identifying the capacity and cost capacity of a generic facility, such 
as a road or fire house, and then uses those figures to calculate the cost of expanding infrastructure 
capacity as it is needed as new development takes place. With roads, for example, additional lane 
capacity would need to be added as certain population or square footage and land use thresholds are 
reached, with the new development paying its pro-rata share of the additional infrastructure. 

The deductive method calculates the impact fee in a more tailored fashion. It determines the 
additional demand that population growth and/or new commercial and industrial development will 
place on infrastructure systems based on the amount and type of development that is specified in 
master plans, or facility pans for the development in question. Independent engineering analysis is 
done to determine what new infrastructure systems are needed and the costs are then distributed 
across the base of undeveloped property. The impact fees calculated by deductive method reflect the 
specific costs of the infrastructure to be developed and are based on local geography and required 
levels of service. For this reason the deductive impact fee calculation method requires much more 
detailed informational inputs compared to the inductive method.

THE RATIONAL NEXUS TEST
Development impact fees are used throughout the United States, particularly in regions with high 
demographic growth rates. They began to be widely used in the 1970s and 1980s. They are most 
prevalent in places with resistance to using general revenue sources to pay for growth-related costs. 
The legal foundation for impact fees, as well as negotiated exactions, rests on the “rational nexus” 
test. This involves demonstrating that amount of the impact fee is commensurate with the new 
infrastructure provided by the fee. There must be a rational link between the new services and the 
fees the new developers are being asked to pay. 

Once impact fees are collected, they should be spent in a timely fashion on the new infrastructure 
improvements. Impact fees are often combined with other revenue sources to implement 
improvements, but by law they cannot generate excess revenue above and beyond their apportioned 
cost of the improvements they fund. 

FOOTHILL/EASTERN AND SAN JOAQUIN TOLL ROADS
The Foothill/Eastern Transportation Corridor (F/ETC) and San Joaquin Hills Transportation Corridor 
(SJHTC) are a system of four toll roads extending across 51 miles in Orange County, California. 

QUICK FACTS
Development impact fees are one-time 
charges on new development to help 
municipalities pay for new infrastructure 
needed to accommodate that development.

Impact fees differ from other forms of value 
capture because they can be used to pay 
for off-site services such as local roads, 
schools, or parks.

Development impact fees are determined 
according to a formulaic process.

Impact fees must meet the requirements  
of a rational nexus test that demonstrates  
a link between the costs imposed by the  
fee and the services provided as a result  
of the fee.
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Development impact fees levied on developers of residential and commercial properties are used to 
supplement toll revenues for debt service payments. In 1987, California Senate Bill 1413 was passed 
providing the Transportation Corridor Agencies (TCA) the authority to construct toll facilities and 
to issue non-recourse bonds for their construction backed by future toll revenues and development 
impact fees. Construction of the $3.2 billion system extended from 1993 through 1998. 

The TCA charges developers of residential and commercial properties a one-time development fee, 
contributing towards the construction costs of the transportation facilities. Residential developments 
are charged a flat fee per unit, while commercial developments are charged per square foot of new 
buildings. Residential fees are dependent on several factors including fee zone (two zones for SJHTC 
and F/ETC each based on proximity to the roadways) and the nature of housing (single family vs. 
multifamily). The fee rate schedule increases each year on July 1st by 2.667% for SJHTCA and 
2.206% for F/ETCA. 

The development fees were crucial in providing seed capital for the early stages of the roads, 
especially during the environmental review and design periods. The development fees were 
successful due to the high level of new development in Orange County in the 1990s and through 
the mid-2000s. Although revenues from development fees dropped with the 2008 recession, local 
officials have worked to maintain the fees, allowing developers to pay the fee upon the completion of 
the project rather than making it contingent on the issuance of a building permit.

CITY OF FORT WORTH TRANSPORTATION IMPACT FEE
Chapter 395 of the Texas Local Government Code describes 
the procedure that cities in Texas must follow in order to 
implement impact fees. It defines an impact fee as, “A charge 
or assessment imposed by a political subdivision against 
new development in order to generate revenue for funding 
or recouping the costs of capital improvements or facility 
expansions necessitated by and attributable to the new 
development.”

The City of Fort Worth, Texas has used impact fees since 1989 
to fund public water and wastewater improvements. In July 
2008 the Fort Worth City Council expanded the use of impact fees with a new ordinance establishing 
a transportation impact fee. The city assesses impact fees on new development projects and to help 
fund transportation improvements that will be needed as new development occurs in Fort Worth. 

State law mandates that municipalities review impact fee rates and programs every five years. 
In April 2013 as a result of such a review, the Fort Worth City Council approved an increase in the 
transportation impact fee on new single-family homes from $2,000 to $3,000. At Fort Worth’s 
current growth rate, nearly six miles of new arterial roads are needed annually in order to serve new 
developments. The increased impact fee will provide funding for approximately 1.5 miles of arterial 
roads per year.3 The City assesses the transportation impact fee at the time final plats are approved, 
but the fee is not collected until a building permit is issued.

Fort Worth has a total of 27, six-square-mile Service Areas in which transportation impact fees may 
be collected. All fees collected within a given Service Area must be spent on eligible improvements 
within the same Service Area. In 2013, impact fees were levied in 19 of the 27 Service Areas. 
The remaining eight did not have an impact fee because no capacity-related transportation 
improvement projects had been designated.4

Projects eligible for funding through Fort Worth’s transportation impact fee program are identified 
in a Transportation Improvements Plan. Only those capacity improvements included in the 
City’s adopted Master Thoroughfare Plan are included in this document. Eligible improvements 
may include the addition of lanes, intersection improvements, or the extension of a new road. 
Resurfacing or other maintenance activities do not qualify as capacity improvements under impact 
fee law in Texas. 

PROGRAM AREAS OF THE 
CENTER FOR INNOVATIVE  
FINANCE SUPPORT
The Center for Innovative Finance Support 
provides a one-stop source for expertise, guidance, 
research, decision tools, and publications 
on program delivery innovations. Our Web 
page, workshops, and other resources help 
transportation professionals deliver innovation.

PUBLIC—PRIVATE PARTNERSHIPS
The Center for Innovative Finance Support’s P3 
program focuses on the potential of design–
build–operate–finance–maintain (DBFOM) 
concessions funded through tolls or availability 
payments to reduce project cost, improve 
quality outcomes, and provide additional 
financing options.

ALTERNATIVE PROJECT DELIVERY
The Center for Innovative Finance Support’s 
Alternative Project Delivery Program provides 
information on contractual arrangements 
that allow for greater private participation in 
infrastructure development by transferring risk 
and responsibility from public project sponsors 
to private sector engineers, contractors, and 
investors.

PROJECT FINANCE
The Center for Innovative Finance Support’s project 
finance program focuses on alternative financing, 
including state infrastructure banks (SIBs), grant 
anticipation revenue vehicles (GARVEEs), and 
Build America Bonds (BABs).

TOLLING AND PRICING
The Center for Innovative Finance Support’s
Federal tolling and pricing program focuses on
the use of tolling and other road user charges as
a revenue source to fund highway improvements
and the use of variably priced tolls as a tool to
manage congestion.

VALUE CAPTURE
The Center for Innovative Finance Support’s 
Value Capture Strategies explores strategies for 
tapping into the added value the transportation 
improvements bring to nearby properties as 
a means to provide new funding for surface 
transportation improvements.

1  Noncompliance with the Uniform Relocation Assistance and Real Property Acquisition Policies Act of 1970, as amended and its 
implementing regulations in 49 CFR Part 24 can jeopardize federal funding.

2   http://www.impactfees.com/publications%20pdf/impact_fees-Practical_Guide[1].pdf
3  http://blogs.star-telegram.com/politex/2013/02/fort-worth-city-council-raises-transportation-impact-fees.html
4   http://fortworthtexas.gov/uploadedFiles/Transportation_Impact_Fees/2013_Transportation_Impact_Fee_Study_-_

Reduced_10-23-12.pdf
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