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1) Introduction 

 

The City of Salinas is looking at ways to increase the supply of affordable housing in Salinas. 

The City already has a successful Inclusionary Housing Program which requires residential 

developers (that build for sale units) to sell new housing units at prices that are below market 

rate. Due to recent California court cases, however, this program does not apply to rental 

properties.  

 

Because the City needs to update the program, it decided to consider additional ways to build 

affordable housing – primarily by exploring impact fees on new commercial and/or residential 

developments in the city. These tax revenues go to a housing trust fund controlled by the City 

that can then be used to help fund affordable housing built by private developers (generally 

nonprofit builders). In order to adopt these fees, the City needs to conduct a special economic 

study – called a nexus study. A nexus study tells public officials how large these fees can be. 

Also included in this study is policy guidance to the City to help public officials as they consider 

these fees.  

 

Note: This summary provides an overview of the Commercial Linkage Fee Nexus Study and the 

Housing Impact Fee Nexus Study. Please see the full studies for documentation and more 

information.  

 

2) How Development Increases the Need for Affordable Housing 

 

Although the Commercial Linkage Fee Nexus Study and the Housing Impact Fee Nexus Study 

help the City understand new demand for affordable housing, they do this in different ways. The 

Commercial Study is based on (a) calculating the number of new employees who will work in 

newly built commercial spaces, and (b) the incomes of the new employees. So, a commercial 

linkage fee study is a direct measure of employment and employee incomes.  

 

The Housing Impact Fee Study examines growth in employment that can be traced to what 

buyers and renters of new housing spend in the community on retail purchases and services. 

These impacts are referred to as indirect employment impacts. Similar to the Commercial study, 

new worker salaries used in the Housing Impact Fee Study are based on the occupations of these 

workers that are hired to provide the goods and services to new renters and buyers.  

 



City of Salinas Nexus Studies Overview and Summary 

____________________________________________________________________________________________ 

 

 

Vernazza Wolfe Associates Inc. and Baird + Driskell Community Planning                                            2 
 

The assumptions used in both studies have been presented to staff and the TAC over the last 

year. This brief summary presents the methodology and results from both nexus studies.  

 

3) Commercial Linkage Fee Study 

 

A commercial linkage fee is a housing impact fee that is charged on new, non-residential 

development. 

 

When there is new commercial development in Salinas, for example when a new retail center is 

built, businesses at the new center will hire new workers, so that employment increases in 

Salinas. Even if unemployment levels are high in Salinas, there is no guarantee that the new 

workers needed would be hired from the ranks of the unemployed. So, this study assumes there 

will be an increase in the number of workers in Salinas.  

 

Since some of the new employees will earn wages at or below the moderate-income level, which 

in Salinas for a household of four would be below $82,450, it is likely that they will need 

affordable housing. Payment of a housing impact fee is one way that commercial developers can 

contribute to solving housing affordability problems caused when workers are hired at their new 

commercial developments.  

 

Based on current planning projects, this Nexus Study examined four types of commercial 

buildings. These buildings include (1) Office/R&D/Medical Offices, (2) 

Retail/Restaurant/Personal Services, (3) Hotels, and (4) Warehouse/Industrial Buildings. The 

table below provides size information for these four types of buildings.  

 

Table 1: Commercial Buildings and Their Sizes   

Type of Building Size (SF)  

Office/R&D/Medical Office 10,000 

Retail/Restaurant/Personal Services 10,000 

Hotel (60 rooms @ 500 SF per room) 30,000 

Warehouse/Industrial 20,000 

Source: Vernazza Wolfe Associates, Inc., 2015 

 

The diagram below describes the Commercial Linkage Fee calculation steps. Each of these steps 

is explained below. 
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Since it is not possible to know ahead of time how many workers are hired, this type of study 

looks at employment densities, or the number of square feet per worker, that have been measured 

in other buildings. These employment densities are different for each type of development.  

 

For example, there are fewer industrial employees in a given amount of space (due to the space 

needed for machinery) than there are office workers, who typically occupy desks and computers. 

Because of the higher density in office space, commercial linkage fees for office space (charged 

on the basis of the number of square feet in the building) can be higher than fees for industrial 

space (also based on square feet). Because of differences in employment densities, separate fees 

are calculated for each type of building (retail, hotel, etc.) included in the study.  

 

The next table provides more detail about the employment densities used in the study. Based on 

these densities and the sizes of the new buildings, it is possible to calculate the number of 

workers that will work in each new building. Finally, because on average, there are almost two 

workers in every household (or family), this table shows the adjustment from workers to 

households. For example, although there are 30 workers in the new office building detailed 

below, there would only be 17 new households. 
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Table 2: Employment Density by Prototype 

Land Use Type Square 

Feet Per 

Worker 

Building 

Size 

Number of 

Employees in 

Prototype 

Number of 

Employee-

Households in 

Prototype (1) 

Office/R&D/Medical 

Office 

333 10,000 30 17 

Retail/Restaurant/Personal 

Services 

667 10,000 15 9 

Hotel 1,000 30,000 30 17 

Warehouse/Industrial 800 20,000 16 9 
(1) The number of employees in each prototype is divided by 1.72. This number (1.72) is the average number of 

workers per households with workers in Salinas. 

 

The next step, and one of the more important ones, is to figure out how much new worker-

households will earn. This study is only interested in the new households that cannot afford 

market rate housing. To calculate this, the study relies on several tasks that pull together the 

types of businesses that will work in the new buildings, the occupations of the workers in the 

new buildings, and finally, the wages that they are likely to earn. These steps are presented in the 

detailed studies available from the City’s website. 

 

The last step is to look at the household incomes connected with these new jobs and decide how 

many earn below the threshold incomes for affordable housing. To do this, we must determine 

the following: 

 

 How many households are below the income cut-offs for Very Low-income, Low-income 

and Moderate-income? These are the households that will need affordable housing.  

 

 Since all worker-households can pay rents and mortgage payments, what is important is 

to determine the difference between what they can afford and what housing costs in 

Salinas. This difference is called a housing affordability gap. The amount of this gap 

varies according to the income categories that each worker-household falls into. The 

higher the income, the lower is this gap.  

 

A total gap amount is used to calculate the fee levels. Once the total gap is estimated, it is 

divided by the size of each building to come up with a commercial linkage fee amount per square 

foot of building space. These results are presented below. This table presents the maximum fee 

amounts by land use category, as well as three reduced fee amounts ranging from 59% to five 

percent of the maximum fee amount.1 While a Nexus Study establishes a maximum fee level for 

the City’s consideration, the City can select a lower fee amount.  

                                                 
1 59% is considered here since it represents the percentage of employed workers who live and work in Salinas.  
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Table 3: City of Salinas Potential Commercial Development Housing Impact Fees per 

Square Foot  

 

 

Property Type 

Office, 

R&D/ 

Medical 

Offices  

Retail/Restaurant/ 

Personal Services 
Hotel 

Warehouse/ 

Industrial 

Maximum Linkage Fee Per SF  $46 $95 $47 $36 

59% of Maximum Fee $27 $56 $28 $21 

20% of Maximum Fee $9 $19 $9 $7 

5% of Maximum Fee $2 $5 $2 $2 

Note: The fees listed in this table are maximum legal fees and not recommendations. The City is free to choose any 

fee level that it prefers, at or below the maximum.  

 

To decide whether to adopt a fee, or what fee level to adopt, the City will consider many factors, 

such as whether it will also be adopting a Housing Impact Fee on new residential developments, 

commercial development housing impact fees in neighboring jurisdictions, as well as the overall 

City fees already charged on commercial developments.  

 

Please see the full Commercial Linkage Study for more information and sources.  

 

4) Housing Impact Fee Study 

 

The City of Salinas does not currently have a Housing Impact Fee. This fee is charged on new 

residential developments in order to help pay for an increase in affordable housing demand. This 

increase in demand is caused by the hiring of new workers to provide the goods and services 

needed by renters and buyers who move into newly built residential developments (e.g. child 

care, lawn care, restaurants, retail, etc.).  

 

In order to provide a connection (nexus) to justify a new fee on residential development, it is 

necessary to undertake a Housing Impact Fee Nexus Analysis. This Nexus Study provides this 

analysis and is a companion study to the Commercial Linkage Fee Nexus Study also prepared as 

part of the update to the Inclusionary Housing Program. 

 

Similar to the commercial linkage fee, the housing impact is based on new workers moving to 

Salinas to work in stores and provide services to the new residents moving into newly built rental 

and for-sale housing. It is assumed that there will be a net gain in employment when new 

residential units are built. However, this is a two-step process. First, new housing is built and 

new residents move into the new housing. Then, they buy goods and services which leads to an 

increase in Salinas workers. So, the employment impacts are not direct as in the commercial 
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building situation. Instead they are indirect and are often called “induced” impacts because the 

new residential development indirectly creates more jobs. 

 

The ability of new employees to pay for housing costs is linked to their salaries just like the 

commercial development example already explained above. Additional housing units will be 

needed for those employees who will work in Salinas and who want to live in Salinas as well. 

Housing units at all price levels are needed. Given anticipated incomes, there is an affordability 

gap between what some households can afford to pay (to rent or to buy) and the actual costs of 

new residential development. This gap provides the basis for a fee calculation. See the diagram 

below. 

 
 

Based on current and potential residential developments, this Housing Nexus Study examined 

three types of housing developments. These include (from largest to smallest housing units): 

Single Family Low Density Units, Single Family/Townhome Units on Small Lots, and 

Apartment Units.  
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Once we know the sales prices and rents, it is possible to estimate the likely incomes of the 

households that purchase or rent these new units, based on common assumptions used by lenders 

and rental property managers.  

 

These incomes are then “plugged” into a special economic forecasting model called an input-

output model to forecast employment growth linked to the new residential developments.  

(Please look at Appendix A in the Housing Impact Fee Study for more background information 

on the IMPLAN3 model and the information it provides.)  

 

The IMPLAN3 Model provides information on the number of new jobs that are created and the 

wages paid at these jobs. At this point, the calculations for the Housing Impact Fee are similar to 

those for the Commercial Linkage Fee. The number of new workers is used to calculate the 

number of new households. The number of new households that need affordable housing (that is 

not being provided by the market) and their estimated wages form the basis for calculating 

housing impact fees.  

  

A maximum fee per unit is then calculated and is presented in the Table below. Three fee 

scenarios are provided as well - the maximum fee amount for each residential prototype, as well 

as three reduced fee amounts that are fixed dollar amounts below the maximum fee level. This 

provides a square foot fee and a full unit fee for each of the residential developments. The per 

unit fee amounts calculated for this study are directly related to the potential sales prices and 

rents of these residential developments. However, the square foot fee amounts are related not 

only to these potential prices and rents, but also to the average sizes of units in each of the 

prototypes. For example, on a per unit  basis the single family low density residential 

development is the highest of the three examples, while on a per square foot basis the apartment 

units (that are less than half the size of the single family low density units) have the highest 

maximum fees.  
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Table 4: City of Salinas Potential Housing Impact Fees per Unit and Square Foot (1) 

  

Low Density 

Single Family 

Homes 

Small Lot Single 

Family/Townhomes Apartments 

Average Unit Size (Square Feet) 2,600 1,750 1,060 

Maximum Fee/Unit (Rounded 

Values)  $34,000 $22,000 $21,000 

Maximum Fee per Square Foot $13 $13 $20 

Fee Scenarios    

Scenario #1: Fee/Unit $26, 000 $17,500 $10,600 

Scenario #1: Fee per Square Foot $10 $10 $10 

Scenario #2: Fee Per Unit $13,000 $8,750 $5,300 

Scenario #2: Fee per Square 

Foot 
$5 $5 $5 

Scenario #3: Fee Per Unit $5,200 $3,500 $2,120 

Scenario #3: Fee per Square 

Foot 
$2 $2 $2 

(1)  Maximum fee amount represent all impacts. Fee scenarios are fixed dollar amounts below this 

maximum amount. 
 

Note: The fees listed in this table are maximum legal fees and not recommendations. The City is free to choose any 

fee level that it prefers, at or below the maximum.  

 

Please see the full Housing Impact Fee Study for more information and sources.  

 

5) Cost and Feasibility Information 

 

There were some methodological challenges in conducting the feasibility analysis in the future 

growth areas (FGA) because there are so many unknowns. The exact specifications of future 

homes in the FGA are not known so it is hard to accurately estimate sales prices. Because the 

FGA will be built out over decades, sales prices will change, most likely increasing, over time. 

Additionally, city fees and other important costs have not been finalized.  

 

Adding to the challenges of not knowing exact details of the new homes, the market has only 

recently recovered, and there are not many comparable new home sales to use to estimate prices. 

The sales/rent assumptions used in the nexus study are based on a limited number of projects, 

and in some cases, reflect anticipated sales prices, not actual ones.   

 

Adding further to the complexity, small changes in sales prices and rents have significant effects 

on feasibility. For example, at $500,000 per unit, large lot single family homes are not feasible 

under the assumptions made in the Nexus study.  At $535,000 per unit, a seven percent increase, 

not only are the homes financially feasible, but they remain feasible even with a $10 per square 

foot housing impact fee.  
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Generally, the analysis found that prices and rents need to increase slightly beyond the price 

points studied to support financially feasible/market rate residential development.  

 

Table 5:  Feasibility Testing 

 Low Density Single 

Family 

Small Lot Single 

Family / Townhomes 

Apartments 

Price assumed in 

housing impact fee 

nexus study 

$415,000 to $520,000, 

with an average price 

of $467,500 

$255,000 to $310,000 

with an average price 

of $282,500 

$1,265 - $1,890 

monthly rent 

with an average rent of 

$1,620 

Price needed for project 

feasibility with no 

impact fee 

$505,000 $357,000 $1,775 

Price needed to support 

$2/SF fee 
$510,000 $362,000 $1,800 

Price needed to support 

$5/SF fee 
$520,000 $367,500 $1,835 

Price needed to support 

$10/SF fee 
$535,000 $377,500 $1,875 

Note: It is not possible to know the sales prices of development in the Future Growth Areas. The prices used in the model are for 

reference only. 

 

More information about the prices of recently sold homes will be presented when the TAC meets 

to consider policy recommendations.  

 

The report did not conduct a full feasibility analysis for commercial development. This is due to 

two factors. There has not been enough new development to estimate feasibility for most of the 

prototypes. Additionally, the levels of fees recommended are low enough that they will not have 

a significant effect on profitability. Rather, the report looked at several potential fee levels as a 

percent of development cost.   

 

Commercial linkage fees of approximately $2 per square foot would add around 0.5% to 1.8% to 

the total development cost.  

 

 

6) Information and Research Used in Both Studies 

 

A) Wherever possible, Monterey County (or Salinas) information is used. This includes 

information on household sizes, local development costs, workers’ salaries, etc.  

 

B) There has been limited new development in Salinas in the last eight years. This fact made it 

more difficult to collect current information on the types of new developments, development 
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costs, and rents/sales prices. However, we were ultimately able to develop good information that 

reflects a conservative interpretation of market conditions. 

 

C) The same Housing Affordability Gap is used in both studies to compute the actual fee.  

 

Estimating the housing affordability gap is necessary to calculate potential housing and 

commercial impact fees. Appendices in both studies present the analytical steps required 

to calculate the housing affordability gap as well as the results of these calculations.  

 

The housing affordability gap is defined as the difference between what very low-, low-, 

and moderate-income households can afford to pay for housing and the development 

costs of new, modest housing units. Calculating the housing affordability gap involves 

the following three steps: 

 

 Estimating affordable rents and housing prices for households in targeted income 

groups. 

 Estimating development costs of building new, modest housing units, based on 

current costs and additional market data. 

 Calculating the difference between what renters and owners can afford to pay for 

housing and the development costs of rental and ownership units. 

 

For more information on the assumptions used in the gap analysis, please see Appendix A in the 

Commercial Linkage Study or Appendix B in the Housing Impact Fee Study.  

 

D) The same cut-off income is used for both studies. A “cut-off” income is used to count the 

number of households that are below the moderate-income threshold level. For Salinas, since the 

average household size is 3.5 persons, it was necessary to estimate the income cut-off figure 

based on averaging incomes for three- and four-person households.  

 

E) Although the studies estimate new jobs (and their incomes), the actual impact fee is based on 

the number of new worker-households and their household incomes.  


