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Executive Summary

Introduction

MGT is pleased to present the City of Riverside with this summary of findings for the recently
updated fees and charges study for related city departments.

The City of Riverside had not had an external cost of service study performed since 2016. The
City contracted with MGT in May of 2021 to perform a cost-of-service study using fiscal year
2020-2021 budgeted figures, staffing, and operational information.

After MGT completed the cost analysis for the departments’ fees and charges, the final phase of
the study, including fee recommendations and presentation to council, was put on hold by the
City. In 2023, the City elected to have their own staff, with training and guidance from MGT,
update MGT's costing models with fiscal year 2023-2024 budgeted expenditures and
salaries/benefits, and 2023 annual volume statistics. The findings in this report represent a
combination of MGT's original cost analysis and the City’s updates. Note that the findings for
non-development departments and divisions were presented in April 2024. This report represents
the updated cost analysis for development departments and division, as noted below.

This report is the culmination of an extensive study conducted by MGT in collaboration with the
City’s management and staff. MGT would like to take this opportunity to gratefully acknowledge
all management and staff who participated in this project for their efforts and coordination. Their
responsiveness and continued interest in the outcome of this study contributed greatly to its
success.

Study Scope and Objectives

This report includes the study conducted for the development-related fee for service activities
within the following departments:

¢ Community Development:
o Building & Safety
o Planning

¢ Public Works:
o Engineering
o Refuse

¢ Parks, Recreation and Community Services
o Administration/Plan Check fees

The study was performed under the general direction of the Finance Department with the
participation of representatives from each department. The primary goals of the study were to:

¢ Determine the City's costs to provide specific fee-related services.

¢ Determine whether there are any opportunities to implement new fees.
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¢ |dentify service areas where the City might adjust fees to better reflect the full cost of
services or to subsidize fees with general fund revenue to reflect other economic or policy
considerations.

¢ Develop fiscal projections based on recommended increases (or decreases) to fees.
¢ Provide comparative data for what neighboring cities are charging for similar services.

¢ Review potential disproportionate impact of existing and recommended City fees and
charges on sectors of the community and recommend mitigating actions to
ensure/enhance equity in the application of City fees.

The information summarized in this report addresses each of these issues and provides the City
with the tools necessary to make informed decisions about any proposed fee adjustments and
the resulting impact on restricted and general fund revenues.

Study Findings

The study's primary objective was to provide the City's decision makers with the basic data
needed to make informed pricing decisions. This report details the full cost of each service for
which a fee is charged and presents proposed fees and fiscal projections based on
recommended cost recovery levels. The fee analysis adheres to Proposition 26 which is based
on the "estimated reasonable cost of providing a service". Recommendations were based upon
careful consideration of the results of the cost analysis, historical cost recovery levels, and
market comparisons.

The exhibit on the following page displays the costs and projections of each
department/division into the following categories:

Column A, User Fee Costs — This column represents what the actual cost is for each of the
departments to provide annual user fee services based on the annual volume statistics. In total,
this study evaluated $11,099,434 in costs to provide development user fee services. It is this
amount that was the focus of this study and represents the total potential for user fee-related
revenues for the City.

Column B, Current Revenues — This column represents what the City is currently recovering in
revenue for these same services based on the annual volume statistics. Based on current fee
recovery levels, the city receives fee-related cost recovery in the amount equal to $7,777,191 and
is experiencing an overall 70% cost recovery level. Cost analysis of individual fees for each
department may be found in subsequent sections of this report.

Column C, Current Subsidy — Current fee levels recover 70% of full cost, leaving 30%, or
$3,322,243, to be funded by other sources. This subsidy represents an opportunity for an updated
and more focused cost recovery effort by the City for fee-related services.

Column D, Recommended Recovery — City Staff recommend limiting increasing fees to no more
than approximately 80% of costs, except for fees that: 1) were already recovering over 80% of
costs (proposed to be maintained at current recovery rate), 2) currently recover over 100% of
costs (proposed to be reduced to 100% cost recovery), or 3) where adjustments would otherwise
result in a lower equivalent fee to applicants if reduced to 80 percent. Staff recommend
consideration of additional increases in future years.
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Column E, Increased Revenue — Assuming activity levels remain relatively static, approximately
$1,634,984 in additional cost recovery could be received by the City. This would represent a 21%
increase over the amounts currently being collected for these activities by the City on an
annualized basis.
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Methodology

A cost-of-service study is comprised of two basic elements:

¢ Hourly rates of staff providing the service.
¢ Time spent providing the service.

The product of the hourly rate calculation and the time spent yields the cost of providing the
service.

Hourly Rates

The hourly rate methodology used in this study builds indirect costs into city staff hourly salary
and benefit rates to arrive at fully burdened hourly rates. Fully burdened hourly rates are a
mechanism used to calculate the total cost of providing services. Total cost is generally
recognized as the sum of the direct cost together with a proportionate share of allowable indirect
costs. The proper identification of all costs (including labor, operating expense, department
administration and citywide support) as “direct” or “indirect” is crucial to the determination of the
total cost of providing services.

Direct costs are typically defined as those that can be identified specifically to a particular
function or activity, including the labor of persons working directly on the specific service for
which the fee is charged, and possibly materials or supplies those people use for the task. Indirect
costs are those that support more than one program area and are not easily identifiable to
specific activities. Examples of indirect costs are: 1) departmental administrative and support
staff, 2) training and education time, 3) public counter and telephone time, 4) some service and
supply costs, and 5) citywide overhead costs from outside of the department as identified in the
City’s cost allocation plan.

MGT's hourly rate calculation methodology includes the following:

Personnel Services Analysis — each staff classification within the department or division is
analyzed in the study. The first burden factor is comprised of compensated absences such as
vacation/holidays/sick leave days taken in a year's time. Staff classifications are then
categorized as either direct (operational) or indirect (administrative or supervisory) labor. In
some cases, a classification will have both direct and indirect duties. The total indirect portion
of staff cost is incorporated into hourly overhead rates.

Indirect Cost Rate - a ratio of indirect cost to direct labor (salaries plus benefits) is established.
There are three elements of indirect cost incorporated, including:

¢ Indirect Labor - includes total compensation, administrative and supervisory staff costs.

¢ Other Operating Expenses — most services and supplies are included as a second layer of
indirect cost and are prorated across all fees and services. There are some service and
supply expenses classified as “allowable direct”. Some examples of these are
professional services expenses, or sports supplies. These allowable direct expenses
would be directly associated with specific fees or programs, as opposed to being
allocated across all activities through the indirect overhead.

¢ External Indirect Allocations — this represents the prorated portion of citywide overhead
(from the City’s cost allocation plan) which is attributable to the service for which the fee
is charged.
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Fully Burdened Hourly Rates — incorporates all the elements that comprise the hourly rates
used in this cost analysis.

¢ Each direct or operational staff classification is listed, together with the average annual
salary.

¢ The hourly salary rate is calculated by taking the annual salary of an employee and dividing
by 2,080 available productive hours in a year.

¢ The benefit rate reflects the average benefit rate as a percentage of the salary rate.
Multiplying this percentage by the hourly salary rate determines the benefit rate to be
included in the fully burdened rate.

* The overhead rate is derived by multiplying the internal and external indirect cost rates
against the salary plus benefit rates.

The total combines the salary, benefits, and overhead rates. This is the fully burdened rate for
each staff classification. MGT prepared indirect overhead rates and corresponding hourly rate
calculations using FY 2020-21 budgeted expenditures, and City staff updated the rates using FY
2023-2024 budgeted expenditures.

Time Spent

Once fully burdened hourly rates were developed for city staff, the next step in the process was
to identify staff time spent directly on each of the user fee activities. Each staff person involved
in the user fee services identified time spent to complete each task associated with all user fee
services. Annual volume statistics were also gathered in order to develop total annual workload
information. This information is provided in detailed user fee workbooks which were provided to
the City upon completion of the study.

Fee Calculations and Revenue Projections

Given this information, MGT was able to calculate the cost of providing each service, both on a
per-unit and total annual basis (per-unit cost multiplied by annual volume equals total annual
cost). As mentioned above, costs were calculated by multiplying per-unit time estimates by the
hourly labor rates; additional operating expenses directly associated with certain services were
also added in. Finally, if other departments or divisions provided support into certain user fee
activities, this time was accounted for and added into the analysis as a crossover support activity.
Full costs are then compared to current fees/revenues collected, and subsidies (or over-
recoveries) are identified.

User fee summaries by department may be seen in in the next section of this report.

Legal, Economic & Policy Considerations

Calculating the true cost of providing city services is a critical step in the process of establishing
user fees and corresponding cost recovery levels. Although itis an important factor, other factors
must also be given consideration. City decision makers must also consider the effects that
establishing fees for services will have on the individuals purchasing those services, as well as
the community as a whole.

The following legal, economic and policy issues help illustrate these considerations.

¢ State law - In California, user fees are limited to the "estimated reasonable cost of
providing a service" by Government Code section 66014(a) and other supplementary
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legislation. California voters approved Proposition 26 in November of 2010, which defined
“taxes” as “any levy, charge, or exaction of any kind imposed by a local government”
subject to seven exceptions. Most of the exceptions require that the City charge a fee
which does not exceed the reasonable cost to the City to provide the service for which the
fee is charged. Thus, if the fee exceeds the reasonable cost of service, it may be
considered a “tax” which must be approved by the voters. We have calculated each fee to
recover no more than the reasonable cost of each service so that none of the fee
adjustments recommended herein will be considered taxes under Proposition 26.
Additionally, it should be noted that some fees (e.g., certain animal control fees or
oversize permit fees) may be capped by state law and may not change, regardless of any
cost analysis performed.

Economic barriers - It may be a desired policy to establish fees at a level that permits
lower income groups to use services that they might not otherwise be able to afford.

Community benefit - The Council may wish to subsidize some user fees in order to reflect
policy considerations which supersede cost recovery. For example, many Community
Services fees have very moderate cost recovery levels. Some programs are provided free
of charge or for a minimal fee regardless of cost. Youth and senior programs tend to have
the lowest recovery levels. Miscellaneous classes tend to have a moderate cost recovery
level and adult sports programs typically have a higher cost recovery level.

Private benefit - If a user fee primarily benefits the fee payer, we recommend the fee be
set at, or close to, 100% full cost recovery. Development-related fees generally fall into
this category; however, exceptions are sometimes made for services such as appeal fees
or fees charged exclusively to residential applicants.

Service driver - In conjunction with the third point above, the issue of who is the service
recipient versus the service driver should also be considered.

Managing demand - For those fees which are not subject to pure cost recovery limitations,
other market considerations may inform recommended fee levels. Elasticity of demand is
a factor in pricing certain city services; increasing the price of some services results in a
reduction of demand for those services, and vice versa.

Competition - Certain services, such as recreation classes, may be provided by
neighboring communities or the private sector, and therefore demand for these services
can be highly dependent on what else may be available at lower prices. Furthermore, if the
City's fees are too low, demand enjoyed by private-sector competitors could be adversely
affected.

Incentives - Fees can be set low to encourage participation in a service, such as a youth
sports program or the issuance of a water heater permit.

Comparative Data - One additional tool that many agencies use when considering how to
establish fees for services is a comparison of what other agencies are charging for similar
services. As part of this study, MGT collected fee schedules from surrounding area cities
and extracted a sampling of fees to compare with fees charged by the City of Riverside.
The City’s Executive Steering Committee selected five neighboring agencies that would
provide the best comparison. The fees to compare were selected by the departments with
guidance from MGT. The results of the comparative survey may be found for each
department within their respective summary sections.
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User Fee Summaries by Department

Community Development

The user fee/cost analyses for this department mirrors the structure of City’s fee schedule and
was developed separately for each division:

¢ Building and Safety

¢ Planning

Fees are charged in a variety of ways including:

* Flat (or fixed) fees — the fee is always the same, regardless of size or complexity of the
service provided in each instance.

¢ Per square (or linear) foot — the fee is calculated based on the size of the project under
review.

¢ Hourly (or time-and-materials) — city staff track time and materials expenses, and fees are
calculated to recover actual costs.

¢ Actual cost - this fee is charged to recover consultant costs as billed to the City.

¢ Percentage of permit — the fee is calculated as a percentage of the original permit fee.

Building & Safety

Building permit and plan check fees benefit individuals and the development community and are
therefore eligible for cost recovery. The City’s policy is to generally set fees to recover 80% of all
costs associated with providing fee-for-service activities.

Within the Building & Safety division, current fees recover 80% of costs to provide services for
which fees are charged, leaving 20% to be subsidized by other funding sources. This 20%
represents a total dollar amount of $946,128 annually. Staff recommends increasing recovery
levels to approximately 90%. Assuming no loss in demand, fee adjustments should result in
additional annual revenues of $478,690. Building & Safety restructured some of their fee
categories to better reflect the current process, staffing levels, and to be a more user-friendly fee
schedule, such as moving building permit and inspection from a valuation to a square-foot model.

The Building analysis included the following approach:

* MGT developed a fully burdened hourly rate and applied it to the average time spent
performing services that were listed as fixed price permits. Subtracting the cost of fixed
price permits from the total cost of the division, we arrive at the cost of variable price
(construction) permits. Dividing this figure by the square footage of projects permitted,
we arrive at a cost per square foot for plan review and a cost per square foot for
inspections.

¢ Total cost — Cost of fixed price permits = Cost of variable price permits. Construction
permits have an analysis supplied by the Building division of how each position’s effort
is dedicated to plan review and inspection of construction permits. “Plan review” covers
all activities related to the approval of the building plans and incorporates the cross-
support costs from the permit division for additional time spent in the initial intake of the
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permit, and Engineering and Planning cross support for their approval of the plans.
“Inspection” covers all activities to confirm that construction is according to approved
plans and to close out the permit when work is completed. Additional contractor costs
were also incorporated where appropriate.

The following new fees are proposed for institution:

¢ Mechanical Permits — Nine (9) new fees were added to the mechanical permits fee
section. They are commercial spray booth, AC fan coil, evaporative cooler, commercial
cooking equipment, fire/smoke damper, wall heater, clothes dryer (res.), clothes dryer
(comm.) and decorative fireplace.

¢ Plumbing Permits — Seventeen (17) new fees were added to the plumbing permits fee
section. They are dwelling re-pipe (partial), add/alter gas piping, new gas service, water
closet, urinal, tub/shower, clothes washer, jacuzzi tub, floor sink/drain, gravity grease
interceptors, septic tank system demolition, sump pumps, pressure regulator, swimming
pool piping/repairs, solar or hydronic systems, and other fixtures not otherwise specified.

¢ Electrical Permits — Nine (9) new fees were added to the electrical permits fee section.
They are AC heat pumps, other devices not specified, EV charger (residential), EV charger
(commercial), lighting standard, light switches and occupancy sensors, dedicated circuit,
lighting fixtures, and illuminated sign-wall mounted.

¢ Miscellaneous Permits — Seventeen (17) new fees were added to the miscellaneous
permits fee section. They are building plan check (hourly), building inspection (hourly),
temporary certificate of occupancy request, temporary power release request, solar PV
residential > 15 kw, solar PV commercial > 50 kw, expedited solar PV system, commercial
demising walls/partitions, residential garage conversion, residential windows and
skylights, swimming pool fiberglass/vinyl, ponds/fountains, shell only, foundation only,
residential foundation repair/seismic retrofit, membrane structures/canopies, and
structures other than buildings.

The User Fee Summary Sheet following this narrative provides further details of MGT's fee
analysis for Building.

Planning

The Planning division services benefit the development community and are therefore eligible for
cost recovery. The City’s policy is to generally - but with some exceptions (Historic Preservation
Fees and Minor Temporary Use Permits) - set fees to recover approximately 80% of all costs
associated with providing fee-for-service activities.

Within the Planning division, current fees recover 62% of related fee-for-service costs. A
combination of fee increases and decreases are recommended, generating a net $290,271 in
additional annual.

Highlights of the Planning fee analysis are provided below:

* New Fees— Six (6) new fees are proposed to be added to the planning fee schedule. They
are environmental CEQA review—minor scope, certificate of appropriateness (over the
counter, administrative, board), annexation, and reasonable accommodation fee.

* Fee Removals - Seven (7) fees are recommended for removal from the current planning
fee schedule. They are day care permit, environmental initial study (new development),
environmental review new development (completed by city) environmental review existing
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development (completed by city), parcel map/waiver of parcel map new application,
parcel map revision, administrative sign review, and landscape/irrigation-minor.

The User Fee Summary Sheet following this narrative provides further details of MGT's fee
analysis for Planning. The recommended fee and charges amount listed reflect the
recommended amounts to be implemented.

Comparative Data

Surveys showing a selected group of Building and Planning fees in comparison to neighboring
agencies can be found following this narrative. Overall, the department fees are within the range
of their peers.

Disproportionate Impact

Community Development'’s fees are primarily charged to developers and business owners. The
department did not identify any fees that may present a disproportionate impact on low-income
or other sectors of the community.
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MCT

Public Works

The user fee/cost analysis for this department mirrors the structure of City’s fee schedule and
was developed separately for each division. Divisions included in the cost analysis are as follows:

¢ Engineering

¢  Refuse

Fees are charged in a variety of ways including:

* Flat (or fixed) fees — the fee is always the same, regardless of size or complexity.
¢ Persquare (or linear) foot — the fee is calculated based on size of the project under review.

¢ Hourly (or time-and-materials) — city staff track time and materials expenses, and fees are
calculated to recover actual costs.

¢ Actual cost - this fee is charged to recover consultant costs as billed to the City.

* Perwork activity — these fees are for blanket flat fees for annual citywide utility excavation
permits issued to utility companies.

¢ Per connection or installation - the fee is calculated based on the number and type of
physical connections to the City’s infrastructure, or the number of units of a particular
device installed by the City on behalf of a private person.

Engineering

Within the Engineering division, current fees recover 64% of costs to provide services for which
fees are charged, leaving 36% to be subsidized by other funding sources. This 36% represents a
total dollar amount of $1,618,208 annually. Staff recommend increasing recovery levels to 80%.
Assuming no loss in demand, fee adjustments could result in additional annual revenues of
$840,985.

Engineering restructured some of their fee categories to better reflect the current process,
staffing levels and to be a more user-friendly fee schedule.

Highlights:

¢ New Fees — Twenty (20) new fees are proposed to be added to the engineering fee
schedule: Stormwater inspection (five fees), vehicle miles traveled analysis, hydrology
study review (two fees), hourly rate for engineering staff, excessive plan checks, WQMP
addendum review, minor conditional use permit, CEQA reviews (two fees), conceptual
development review, general design review (two fees), single family residential (RC
zones), landscape and irrigation (two fees), parcel map revision, and tentative tract
revision.

¢ Fee Removal - One (1) fee is recommended for removal: Landscape plan review and
inspection — 15t 500 linear feet.

¢ |Impact Fees — The engineering fee schedule currently has 24 impact fees on their fee
schedule. These fees are not considered cost-for-service and therefore MGT did not
analyze those fees.

¢ Cross-Support - Engineering provides support to planning application reviews. Those fees
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can be found at the bottom of the engineering results table.

The User Fee Summary Sheet following this narrative provides further details of MGT's fee
analysis.

Refuse

Residential and commercial solid waste do not currently assess fees, charges, or penalties. Staff
are proposing to add seventeen (31) fees and penalties to the schedule. The new residential fees
will enable the City and contracted hauler to recover costs when required to return to an address
to service a cart. The new commercial fees offer a variety of options, such as bulky item pickup,
which is not currently offered to commercial customers, and having the hauler provide and install
a lock on a commercial container.

Since these are new fee proposals, it is unclear at this time what the department can expect in
increased revenue.

The User Fee Summary Sheet following this narrative provides further details of MGT's fee
analysis.

Comparative Data

Surveys showing a selected group of Engineering fees in comparison to neighboring agencies
can be found following this narrative. Overall, the department fees are within the range of their
peers. Refuse fees were not surveyed.

Disproportionate Impact

When meeting with the above divisions in Public Works, MGT and the staff together reviewed
their current and proposed fees to determine if there may be any potential disproportionate
impact on a sector of the community.

Engineering and Refuse did not identify any fees with potential disproportionate impact.
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MCT

Parks, Recreation and Community Services

Administration

The user fee/cost analysis for the Administration division of Parks, Recreation, and Community
Services is presented in this report. See reported dated May 2024 for the cost analysis of
Recreation fees.

The Administration division does not currently charge for plan reviews, therefore all the fees
proposed in the cost analysis are new. The division is proposing to add plan review fees in the
following categories:

Planning Case Review (DRC)

Public Works Case Plan Check Review

Building Permit Plan Check
Based on current volume statistics, the annual cost to the City to provide these services is

$31,298. The department is recommending 80% cost recovery. The projected increased revenue
will be $25,038, annually assuming demand remains consistent.

The User Fee Summary Sheet following this narrative provides further details of MGT's fee
analysis.

Comparative Data

The above proposed fees were not included in the comparison survey.
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MCT

Recommendations Going Forward

Once the commitment is made to understand the full cost of providing services, it is important to review and
update the analysis in order to keep pace with changes in service delivery, staffing changes, and demand
levels.

Most of our agencies ask us at the conclusion of the study: how often should this type of study be
undertaken? Our advice is to conduct this detailed analysis at least every three but not more than five years,
with minor adjustments in the non-study years to keep pace with economic impacts. MGT recommends the
City apply an inflation adjustment to fees annually, based on the most recent CPI from All Urban Consumers
for the Los Angeles area to keep pace with inflation. The industry best practice is to apply this index once
per year as part of the City’s annual budget process. This is particularly helpful once an agency has chosen
to adopt a cost recovery policy — whether 100% of cost or something less — in order to keep fees at the
desired level.
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