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KEY POINTS

+ Texas is the fastest-growing
state in the nation. As such,
it has robust infrastructure
requirements.

To help finance capital
improvement projects

and facility expansions,
policymakers gave cities and
certain special districts the
authority to impose impact
fees on new development.

The basis for establishing
impact fees is not
unreasonable, but strict
safeguards are needed

to ensure proper use and
transparency and to avoid
unnecessary government
growth.

Impact fees tend to increase
the cost of homeownership
and worsen affordability,
although the exact degree
remains uncertain.
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EXECUTIVE SUMMARY

Texas is the fastest-growing state in the nation, having recently
been recognized for being “the top state for population growth in
2025 and over the last two decades, surpassing 31.7 million in total
population” (Texas Office of the Governor, 2026). Due to this enor-
mous growth, Texas requires certain infrastructure additions and
expansion, like wider roads, extended water mains, and wastewa-
ter development. These foundational upgrades carry enormous
costs, which oftentimes fall on local government administrators to
manage and maintain. One tool that the Texas Legislature has pro-
vided to local governments to fund the development and delivery
of these improvements is the impact fee. These one-time charges
are imposed on new construction projects to pay for necessary in-
frastructure required by incoming residents. Supporters argue that
impact fees represent a “growth pays for growth” approach by
shifting costs away from existing taxpayers and toward the devel-
opments creating additional demand for public services. However,
critics argue that impact fees increase the cost of new construc-
tion, therefore contributing to higher home prices and a worsening
affordability dynamic. There is merit to both arguments.

GONE TO TEXAS: MIGRATION TRENDS

Americans are relocating to the Lone Star State in record num-
bers. The most recent data suggests that, from 2024 to 2025, Tex-
as’s population increased by 391,243, or 1.2%, the most of any state
(U.s. Census Bureau, 2026). At this rate of growth, the state has
added more than 1,476 new people per day last year, which is on
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par with past trends. As a result of these new addi-
tions, Texas has positioned itself as the second most
populous state in the nation (31,709,821), behind only
California (39,355,309).

Over a slightly longer time horizon, Texas has consis-
tently maintained a healthy population growth too,
especially as compared to other large states. From
201 to 2024, the state’s estimated annual popula-
tion change outpaced the same measure in Floridag,
California, lllinois, and New York for every year, ex-
cept one (Potter, 2025, p. 6). Only in 2022 did Florida
add more new residents (+547,363) than did Texas
(+543,137).

Looking ahead, some demographers estimate that
the state’s “population will grow from 31.2 million in
2024 to 42.6 million in 2060” (Gray, 2025, para. 3), sig-
naling the popularity of the Texas Model of low taxes
and limited government but also indicating an on-
going need to continue making prudent investments
to build and expand appropriate infrastructure proj-
ects. For that reason, policymakers have been pro-
vided certain revenue-raising tools.

WHAT ARE IMPACT FEES?

Impact fees are defined in Texas law as, “a charge
or assessment imposed by a political subdivision
against new development in order to generate reve-
nue for funding or recouping the costs of capital im-
provements or facility expansions necessitated by
and attributable to the new development” (Tex. Loc.
Gov't Code § 395.001(4)). In theory, these fees “shift
more of the costs of financing public facilities from
the general taxpayer to the beneficiaries of those
new facilities” (American Planning Association, n.d.,,
para. 2), at least in the immediate sense. Prior to their
popularization, “cities had traditionally paid for off-
site infrastructure through the revenue or general
obligation bonds or passed such costs on to the de-
velopers” (Evans-Cowley, 2008).

Texas was one of the first states to codify impact
fees, enacting legislation in 1987 during the 70th Leg-
islature (Evans-Cowley, 2008). Chapter 395 contains
a broad definition of new development, stating that
it, “means the subdivision of land; the construction,
reconstruction, redevelopment, conversion, struc-
tural alteration, relocation, or enlargement of any

In 1987, the 70th Texas Legislature unanimously approved the passage of Senate Bill 336 (1987), there-
by creating a statutory framework by which to “allow municipalities and road, utility and water districts

to impose impact fees against new development” (

). This strong support for

impact fee legislation emerged despite several concerns involving use and effect, including:

“Although the ‘user fee’ rationale underlying impact fees is generally accepted, there have
been problems with the fees both in Texas and other states. Those problems include: (1) exces-

sive fees bearing no rational relation to infrastructure funding requirements; (2) fees assessed
on new development to promote the general public good; (3) fees not used for the purpose for
which they were imposed and (4) fees that increase the cost of housing” (

)-

In hindsight, at least some of these concerns appear to have been validated through evidence and
experience, leading to several reforms over the years, including the 89th Legislature’s passage of SB

1883 (
pose new fees without broader consensus” (
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). A central aim of this new law is to “mak[e] it harder for local governments to quickly im-
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structure; or any use or extension of the use of land;
any of which increases the number of service units”
(Tex. Loc. Gov't Code § 395.001(6)). This broad defini-
tion covers nearly any new commercial or residential
building project that generates demand for public
services, meaning it is likely subject to an impact fee.

However, there are many noted exceptions under
Chapter 395's definition of impact fees. Express ex-
ceptions include the dedication of land for pub-
lic parks or payment in lieu of such dedication, the
dedication of rights-of-way or easements, the con-
struction or dedication of on-site water distribution
or wastewater collection facilities, lot or acreage
fees placed in trust funds to reimburse develop-
ers for oversizing utility lines, and various other pro
rata reimbursement fees (Tex. Loc. Gov't Code §
395.001(4)(A-D)). Section 395.011 makes clear that,
unless otherwise specifically authorized by state law,
no governmental entity or political subdivision may
enact or impose an impact fee outside the bounds
of Chapter 395 (Tex. Loc. Gov't Code § 395.011(a)).

Under Chapter 395, there are four express categories
in which impact fees may be levied; those include
(1) water supply, treatment, and distribution facilities,
(2) wastewater collection and treatment facilities,
(3) stormwater, drainage, and flood control facili-
ties, and (4) roadway facilities (Tex. Loc. Gov't Code §
395.001(1)). Impact fees may only be imposed to pay
the costs of constructing capital improvements or
facility expansions; this includes construction con-
tract costs, surveying and engineering fees, and land
acquisition costs (Tex. Loc. Gov't Code § 395.012(a)).
Finally, impact fees may not be used to fund the re-
pair or operation of existing infrastructure, adminis-
trative overhead, or the costs of upgrading existing
systems to meet higher regulatory standards (Tex.
Loc. Gov't Code § 395.013).

HOW ARE THEY USED?

Impact fees exist as one-time fees added to new de-
velopments for the purpose of funding capital im-
provements and facility improvements warranted
by the growth. In this way, new development shares

in the cost of necessary infrastructure that accom-
panies it. When originally established, “Impact fees
could only be levied after the municipality or district
has conducted a study to determine the basis of the
fee and has held public hearings on the proposed
ordinance or resolution establishing the fee” (SB
336 Fiscal Note, 1987, para. 3). An updated version of
these requirements still exists today, with state stat-
ute providing that:

“The law requires political subdivisions to issue
public notices and hold hearings before adopt-
ing or updating impact fees. Political subdivisions
must also appoint an advisory committee and
prepare a capital improvement plan with land
use assumptions before adopting an impact fee.
Forty percent of the advisory committee must
include representatives of the real estate, de-
velopment, or building industries. If the political
subdivision, however, has a planning and zon-
ing commission, the commission may act as the
advisory committee. A political subdivision is not
limited to how frequently it may increase an im-
pact fee” (SB 1883 Bill Analysis, 2025, para. 1).

Without impact fees, the funding mechanism re-
quired to acquire, construct, or expand infrastruc-
ture projects would likely come as general obligation
(6.0.) bonds, which are “[d]ebt backed by the credit
and taxing power of the issuing jurisdiction” (Bond
Review Board, 2026, p. 95). The issuance of G.O.
bonds generally necessitates a property tax in-
crease on the taxpayers within the jurisdiction where
the infrastructure will be constructed. The argument
is that impact fees are a way to shift the financial
burden off taxpayers as a whole and onto the de-
velopers. These developers typically then pass these
costs to new residents or prospective buyers, who
are the group responsible for creating the demand
for new infrastructure. This is reinforced by Texas law,
stating that impact fee “funds may be spent only for
the purposes for which the impact fee was imposed
as shown by the capital improvements plan and as
authorized by this chapter” (Tex. Loc. Gov't Code §
395.024(c)).
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EFFECTS ON HOUSING COSTS & PROPERTY
VALUES

While the economics literature appears divided on
the exact effect of imposing impact fees, it is unques-
tionable that these exactions put upward pressure
on housing costs. In particular, these fees increase
the upfront cost of developing vacant property,
which is initially borne by the developer but even-
tually passed along to the consumer in the form of
higher prices.

Impact fees are not uniform across the state; there-
fore, each municipality typically sets its fee amount,
and these amounts vary widely depending on the
jurisdiction. In 2022, the Austin Board of Realtors and
the Home Builders Association of Greater Austin re-
leased a report analyzing Central Texas housing de-
velopment fees. This report found that, “[a]cross the
five largest metro areas, the average total housing
development fees charged per unit is $10,073, with
a range between $4,841 and $18,168" (Austin Board
of REALTORS & Home Builders Association of Great-
er Austin, 2022, p. 3). Similarly, the $18,168 estimated
total per-unit fee (for suburban-style single-family
housing) is from the City of Austin; of this amount,
$7,200 alone is the impact fee (Austin Board of REAL-
TORS & Home Builders Association of Greater Austin,
2022, p. 2). For lots platted after 2023, this cost in-
creased

Given the substantial costs possible, impact fees
can play a significant role in determining a housing
unit’s final price. For example, a $7,700 impact fee on
a $750,000 newly constructed home represents ap-
proximately 1% of the total cost of that home. How-
ever, that percentage grows the lower the cost (and
size and class) of homes. Following the above exam-
ple,a $7,700 impact fee represents slightly more than
3% of the total cost of a newly constructed $250,000
home. Looking at this example, whenever impact
fees are present, there is a cost-benefit analysis that
encourages new developments to build larger, more
expensive (materials and labor-wise) homes to ab-
sorb the effect of the impact fee.
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Using this framework, large impact fees tend to raise
the costs of building new homes, thereby restricting
housing supply and driving up both new and existing
home prices. Existing homeowners receive a wind-
fall; the scarcity premium created by impact fees
inflates their property value. Thus, existing home-
owners likely have an incentive to push for impact
fees, as they can lead to higher property values for
them, at increased costs passed to buyers in new
developments.

WATER AND WASTEWATER IMPACT FEES

Austin’s $7,700 impact fee per unit covers all zones
and is for lots platted after October 1, 2023, and can
be broken down into a combination of $4,800 for wa-
ter and $2,900 for wastewater (Austin Water, n.d.). In
Fort Worth, the combined utility impact fee for a stan-
dard 5/8” x 3/4" meter is $5,828, which can be broken
down as $2,824 for water and $3,004 for wastewater
(City of Fort Worth, n.d.). The City of Houston impact
fee for water and wastewater is $3,830.28, which can
be broken down into $1,789.98 for wastewater and
$2,040.30 for water (Houston Wastewater, 2025).
San Antonio’s water and wastewater impact fees
depend on your location within San Antonio, with a
base water supply impact fee of $2,592 and water
flow delivery and wastewater fees grouped by San
Antonio’s geographical regions (San Antonio Water
System, n.d.). El Paso, similar to San Antonio, charges
different water and wastewater impact fees de-
pending on geolocation, but for the Northeast sec-
tion (primarily north of U.S. 54), a less than one-inch
meter will cost $5,012 for water and $672 for waste-
water, giving a total of $5,684 per unit (Raftelis, 2024,
p. 7). Table 1 gives a breakdown of municipal water
and wastewater impact fees.

RECENT LEGISLATIVE REFORM: SENATE
BILL 1883

In the 2025 legislative session, policymakers passed
Senate Bill 1883 (2025) to make the process of impos-
ing impact fees more transparent and predictable
for both taxpayers and the development communi-
ty. The new law attempts to do so by tightening pro-
cedural rules around when and how these capital



Table1

Breakdown of Municipal Water and Wastewater Impact Fees

Gty | water  Wastowater | Total

Austin $4,800
Fort Worth $2,824
Houston $2,040.30
San Antonio $2,592 + *
El Paso (Northeast Section) $5,012

$2,900 $7,700
$3,004 $5,828
$1,789.98 $3,830.28
* *
$672 $5,684

*Depending on geographical region, there are different rates for water and wastewater impact fees.

improvement plans and related fees can be adopt-
ed or changed. It also requires that information be
made publicly available earlier in the process and
lengthens the lead time and the structure of public
hearings.

Further, SB 1883 also reshapes the role and compo-
sition of the advisory committees that review impact
fees. It also aspires to increase required represen-
tation in the decision-making process from private
sector actors, ensuring that affected stakeholders
have a formal voice in reviewing the underlying land-
use assumptions and capital plans. This is intend-
ed to check overly aggressive or poorly justified fee
structures by bringing practical development and
market expertise directly into the advisory process.

Further still, the new law creates additional safe-
guards restricting local governments’ ability to raise
impact fees. One such protection requires a politi-
cal subdivision to obtain an independent financial
audit to verify the basis for the fee increase before
raising fees. The new law also limits how often these
fees can be increased (generally no more than once
every three years), thereby reducing the risk of fre-
quent, unpredictable fee hikes.

Together, these new protections seek to align infra-
structure cost recovery with more rigorous oversight,
regular external review, and greater stability for
property owners and developers.

RECOMMENDATIONS

While recent legislative reforms have improved im-
pact fees, concerns still exist that these exactions
worsen housing affordability and delay the prospect
of homeownership. In order to create a more hos-
pitable environment, policymakers should consider
the following reforms:

* Require that the imposition of any new impact fee
or fee increase be approved by a three-fourths
supermajority vote of the local governing body.

« Prohibit a political subdivision from increasing
impact fees beyond a certain measure over a
five-year period.

« Enact atemporary moratorium on the imposition
of any new impact fees, with some narrow ex-
ceptions provided for public infrastructure proj-
ects already underway.

CONCLUSION

As Texas continues to experience unprecedented
population growth, the demand for expanded
infrastructure will only intensify. Impact fees provide
local governments with a tool to help ensure that
the costs associated with growth are borne, at
least in part, by the new development creating
the demand for additional infrastructure. When
properly structured under Chapter 395 of the Texas
Local Government Code, impact fees can serve as
a transparent and dedicated funding mechanism
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for critical capital improvements such as roads,
water systems, wastewater facilities, and drainage
infrastructure.

However, while impact fees can reduce reliance
on existing taxpayers to fund growth-related
infrastructure, they also represent a directincrease in
the cost of new development and can contribute to
higher housing costs, particularly for entry-level and
affordable housing buyers. Therefore, policymakers
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must balance the need to fund necessary
infrastructure with the broader goal of maintaining
housing affordability and encouraging responsible
development. Ultimately, impact fees are neither
inherently beneficial nor harmful; their effectiveness
depends on whether they are implemented in a
manner that accurately reflects the costs created by
new growth while avoiding unnecessary barriers to
expanding Texas’s housing supply. B
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