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RANCHO PALOS VERDES

PUBLIC HEARING
Date: September 7, 2010
Subject: Annual Cost-Based Fee Update
Subject Property: Citywide
1. Declare the Hearing Open: Mayor Wolowicz
2. Report of Notice Given: City Clerk Morreale

3. Staff Report & Recommendation: Deputy Director of Finance/IT Downs and
Senior Administrative Analyst Singer

4, Public Testimony:
Applicant: City of Rancho Palos Verdes

Appellant: N/A

5. Council Questions:

6. Rebuttal:

7. Declare Hearing Closed: Mayor Wolowicz
8. Council Deliberation:

9. Council Action:
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CITY OF [RANCHO [PALOS VERDES
MEMORANDUM
TO: HONORABLE MAYOR & CITY COUNCIL MEMBERS
FROM: DENNIS MCLEAN, DIRECTOR OF FINANCE AND @
INFORMATION TECHNOLOGY
DATE: SEPTEMBER 7, 2010
SUBJECT:  ANNUAL COST-BASED FEE UPDATE

REVIEWED: CAROLYN LEHR, CITY MANAGER C@/

Project Managers: Kathryn Downs, Deputy Director of Finance & Information
Technology
Sara Singer, Senior Administrative Analyst

RECOMMENDATION

ADOPT RESOLUTION NO. 2010-__ ARESOLUTION OF THE CITY COUNCIL OF THE
CITY OF RANCHO PALOS VERDES AMENDING RESOLUTION 2009-19 TO MODIFY
THE FORMULA FOR CONDUCTING A PERIODIC ANALYSIS OF FEES, CHARGES AND
RATES, AND ADOPTING A MASTER SCHEDULE OF FEES AND CHARGES FOR CITY

SERVICES.

EXECUTIVE SUMMARY

According to state law, City fees for services cannot exceed the estimated reasonable
costs of providing the service; therefore, all fees are reviewed annually and adjusted as
necessary. Fees are based on staffs’ Fully Burdened Hourly Rates (FBHR) and may be
adjusted annually to reflect increases to the City’s costs. From FY09-10 to FY10-11, the
City’s budgeted cost per full-time employee (salary and benefits) increased by 2.46%. The
City's cost to provide services also includes direct expenses (e.g. consultant fees and
public noticing) and indirect expenses (e.g. building maintenance, insurance, utilities, etc.).
To conservatively ensure that fees do not exceed the City’s cost of providing service, there
are no proposed fee increases for these other components of the City’s costs. As the
2.46% salary and benefit increase is only being applied to a portion of each fee, the overall
increase to each fee averages about 1.07%.
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Staff has also proposed several new fees and adjustments to existing fees. These new
fees and adjusted fees are described by service area in this report.

The proposed fee increases may increase General Fund revenue by as much as $18,000
annually. If City Council adopts the attached resolution, the new fees will go into effect
November 8, 2010.

BACKGROUND

In March 2008, Management Partners completed an organization assessment for the City,
which included a recommendation to set fees to cover service costs using a structured
policy process. As part of its review of the 2008 Five-Year Financial Model, the Finance
Advisory Committee recommended that all cost-based fees should be set to levels at or
near 100 percent of the cost of providing services.

The City engaged Revenue & Costs Specialists, LLC (RCS) to conduct a Cost-Based Fee
Study, which was completed in 2009. Similar to many cities in California, Rancho Palos
Verdes had gaps existing between the cost of services and the fees collected to pay for
those services. These studies are conducted to provide information to the City on what its
Personal Choice Public Services are costing. Personal Choice Public Services are defined
by RCS as services where the customer is identifiable and service is measurable and can
be withheld for non-payment. These differ from Community-Supported Public Services
which RCS defines as services that are 100 percent supported by taxes. The Council
decided on March 17, 2009, to adjust most fees to achieve full cost recovery with the
exception of certain fees which were adjusted to less than 100 percent cost recovery to
achieve certain policy objectives. Exceptions include fees related to “green” building
improvements, affordable housing and earthquake retrofitting. An update regarding the
level of activity for the subsidized fees is provided in this report.

During the March 17, 2009 meeting, the City Council requested Staff prepare an annual
update of the fee schedule. Fee levels are set according to the methodology described in
the RCS report and are based on staffs’ FBHR. As services change or as new services
are added, new fees may be introduced. This report describes the adjustments to existing
fees and the new fees which are being introduced for FY10-11.

DISCUSSION

FEE INCREASES

Fixed fees are based on the City’s cost to provide service; which includes staff time (salary
and benefits), other direct expenses (e.g. consuitant fees and public noticing), and indirect
expenses (e.g. building maintenance, insurance, utilities, etc.). The fee resolution adopted
on March 17, 2009 allows for an annual increase “by the percentage increase in City
salaries and benefits, as reflected in the City’s audited financial statements, that have
occurred since the date of the last adjustment of the fees.”
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There are a few issues with the practical application of this language:

» The current resolution language would allow the percentage increase in salaries
and benefits to be applied to the entire fee, not just the salaries and benefits portion
of the fee.

* The most recent set of audited financial statements currently available is for FY08-
09. The time lag to adjust FY10-11 fees by an increase in FY08-09 costs would not
be an accurate reflection of the City’s cost to provide service.

* The 2009 Cost Based Fee Study was based on FY08-09 budgeted salaries and
benefits. To maintain consistency, a comparison of the budgeted increase would be
more appropriate. Using the budgeted increase on an average per-employee basis
would avoid undue fee increases due to filling staff vacancies or hiring additional
staff.

To address these problems, Staff proposes a revision to the “annual increase” language in
the resolution, as follows:

“The City Council hereby directs staff, either internally or through a third party, to perform a
periodic thorough analysis of fees, charges and rates. Based on the results of said periodic
review, the City Council shall revise such fees, charges and rates as warranted. Until a
periodic analysis is completed, and after the fee adjustments detailed in Exhibit 1 are
implemented, the City Council may review the fees, charges and rates as often as annually
and, after conducting a duly noticed public hearing, may increase the portion of the fees,
charges and rates directly related to employee salaries and benefits by the percentage
increase in City salaries and benefits, as calculated by comparing the City’s most recently
adopted budget for City salaries and benefits, divided by the number of full-time employees
budgeted for that year, to the adopted budget for City salaries and benefits, divided by the
number of full-time employees budgeted, that was in effect on the date of the last adjustment
of the fees.”

Using this new language, Staff has calculated a 2.46% increase to salaries and benefits
(see Attachment A under Resolution Exhibit 2, Calculation of FY10-11 Salaries & Benefits
Cost Increase). In general, salaries and benefits comprise approximately 39% of each
cost-based fee. Staff is not proposing any inflationary increases to the other direct and
indirect expense portion of each fee. Therefore, as a result of the salaries and benefits
increase, the overall increase to each fee averages 1.07%. The 2010 Cost Based Fees —
New Fees & Calculation of Changes to Fixed Fees is attached (see Attachment B under
Resolution Exhibit 2). In addition to fixed fees based on FBHR, services are sometimes
provided on an hourly basis using FBHR (e.g. Trust Deposits). Staff has also included the
Calculation of 2010 Fully Burdened Hourly Rates (see Attachment C under Resolution
Exhibit 2).

NEW FEES AND ADJUSTED FEES

Fixed Fee Cost Summary Worksheets have also been attached to the proposed Resolution
for each of the following new and adjusted fees. There are no Worksheets for City
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property use fees (i.e. facility and field rental rates), as these fees are market driven and
not cost-based.

Recreation and Parks

* New fee for the rental of Founders Park. Group lll users (RPV resident/private party
activities, resident commercial and religious organizations) would be charged
$1,363 and Group IV users (Non-resident private party activities, non-resident
commercial and religious organizations) would be charged $1,693.

= Point Vicente Interpretive Center (PVIC) currently charges separate fees for use of
the multipurpose room, kitchen and dishwashing room. To simplify the
administration of this fee, staff is proposing charging only one fee for use of the
multipurpose room. The new hourly rates for the multipurpose room would include
the use of the kitchen and dishwashing room.

* Fees for road events should be changed from fixed fees to Trust Deposits. The
type of road events vary greatly in the amount of staff time required to support these
events. Trust deposits will allow for the City to more accurately recover the actual
costs of staff support for these events.

* Fees for REACH activities would be modified to more accurately reflect the service
being provided. See Subsidized Fee Activity Summary below.

* Point Vicente Interpretive Center fees are recommended for removal, as they were
suggested donations.

* New fees should be added for Night Hikes, which is a new service that was
approved by the City Council on May 18, 2010.

Public Works

Due to many recent organizational changes within the Public Works Department, all fees
were reviewed to ensure that they are set appropriately based on the staff person who is
now responsible for providing the service. Many of the fees require adjustments and will
allow for 100 percent cost recovery. Fixed fees for Encroachment Permits related to Traffic
Control, Cell Sites and Block Parties should be changed to Trust Deposits to more
accurately account for the levels of review required.

City Manager

» The daily use fees (City impact fee) for film permits on private property are
recommended for removal.

* New proposed fee for the daily use of the Upper Point Vicente parking lot is $411
(50 percent of the $822 daily use fee of a City property).

* New proposed fee for use of the City helipad is $100, which is based on market
landing rates.
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City Clerk

A new fee schedule is being proposed for the City Clerk’s Office to define costs and
procedures associated with providing copies of City records in response to Public Records
Act requests and other requests for documents (e.g. building plans). These fees were
developed in coordination with the City Attorney.

Finance & Information Technology

» New proposed fee for the issuance of peddling permits is $196 to cover the staff
time required to process this permit.

Planning

= NPDES consultant fees would be revised to reflect the current NPDES consultant’s
contract.

* New proposed fee for Public Works Review of Development Application is $575.
Certain development applications require a review by the Public Works department,
and this fee will recover the costs of the review time spent by the Associate and
Senior Engineers.

» Radius Map fee is recommended for removal because it has never been collected,
and applicants typically do this through a third party.

View Restoration

»= The View Restoration Site Visit Fee would be reduced to reflect a change in staffing.
» The View Restoration Non-Compliance Fine should be changed to 100% of the Site
Visit Fee to reflect the same level of effort required.

SUBSIDIZED FEE ACTIVITY SUMMARY

Green Building

At the March 17, 2009, City Council meeting, the Council approved subsidizing the fees
related to “green” building, earthquake retrofitting and replacement of wood roofs to
promote safety and environmentally sustainable building practices. Building and Safety
staff saw an increase in the number of permits for earthquake retrofitting due to the
decreased fees and increased public outreach. Contractors have also taken advantage of
the reduced fees for replacement of wood roofs. Staff proposes continuing to offer these
subsidized fees to increase building safety in the City.

The new California Green Building Standards Code, now known by its acronym,
CALGreen, has officially been adopted. It is the first-in-the-nation mandatory green building
standards code. Compliance is currently voluntary, but mandatory compliance will take
effect on January 1, 2011. Once a building passes the inspection process, the property can
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then be labeled as CALGreen compliant. At this time the new code will apply to new
construction only. Because this new code is mandatory for new construction, staff
proposes exempting all new construction from the “Green Improvements” subsidies. The
subsidies for “Green Improvements” would only apply to permits issued for existing
structures.

REACH Recreation Program

Per City Council direction at the May 22, 2010 Budget Workshop, Staff is proposing a small
increase of REACH fees to reduce the General Fund subsidy for the program. The
proposed fees are about 45% of the City’s cost. Proposed fees for non-residents are 50%
higher than resident fees. Fees for weekend trips will be based upon costs calculated for
each event.

METHODOLOGY OF 2009 COST STUDY

RCS uses a methodology that is modeled after the federal government’s method of
calculating indirect support costs for grant reimbursement. This is a widely accepted
methodology which has been used in many cities across the state since 1975. RCS has
used this methodology in more than 100 cities in California and other various government
agencies in seven other states. There are two main components of the study which
include the Fully Burdened Hourly Rate (FBHR) and the Total Cost Allocation Plan (CAP).
The methodology for each of these components of the study is described below.

Fully Burdened Hourly Rate (FBHR)

To calculate direct costs for each fee, departmental employees were asked to provide time
estimates for each fee and non-fee activity performed. The FBHR was determined based
on salary, benefits and a proportionate share of the accounting activity’s “general” costs for
indirect costs, operating expenses and overhead expenses. When all of these costs are
added together for a position, the result is the total cost of that position to the City. The
FBHR is then calculated by taking the total cost of the position and dividing it by the
number of available work hours. It is important to note that the FBHR methodology does

not account for staff overtime charges. The FBHR would be applied as follows:

Direct Expenses
Direct Hourly Salary: Includes employee salary and benefits and is based on a
1,580 hour productive work year.

Services and Supplies: A proportionate share is based on total departmental
services and supplies divided by productive work hours multiplied by the ratio of the
employee’s salary and benefits to all department employees’ salary and benefits.

Indirect Expenses
Departmental Support: A proportionate share is based on the departmental
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overhead cost (e.g. Department Director salary) divided by productive work hours
(1,580) multiplied by the ratio of the employee’s salary and benefits to all
department employees’ salaries and benefits.

Citywide Support: A proportionate share is based on the citywide support (e.g.
public liability insurance, property insurance, information technology, fleet
maintenance and building maintenance and annual replacement expenses) divided
by productive work hours (1,580) multiplied by the employee’s salary and benefits to
all department employees’ salaries and benefits.

FBHR= Direct Expenses + Indirect Expenses

Total Cost Allocation Plan (CAP)

The CAP is the plan which was used to calculate the overhead expenses. Costs in this
category are for general administration (e.g. City Council, City Manager, City Clerk, City
Attorney, Personnel, and Finance) and support services (e.g. public liability insurance,
property insurance, information technology, fleet maintenance and building maintenance
and annual replacement expenses). RCS took the following steps when allocating these
internal services:

Created cost “pools” called “subpools” for each of the above internal services.
Calculated the costs for each subpool.

Identified departments receiving support from each internal service subpool.
Selected a method for allocating the costs to other departments.

Reviewed the allocations for Reasonableness with City staff.

oM~

This methodology allocates all general administrative time that was not specifically charged
to a service to the rest of the organization. As such, fee services only have a share of
general administration proportionate to those costs compared to all City non-administrative
costs.

It is important to note that this methodology does not result in full absorption
because employees quantified work time for non-fee activities and some
administrative items were excluded from being allocated (e.g. City Atforney’s and
City Clerk’s time supporting the Council).

FISCAL IMPACT

The City’s FY10-11 revenue budget includes about $1.7 million of cost-based fee revenue.
The average proposed fee increase is about 1.07%; which, depending upon the level of
demand for service may result in additional annual revenue of about $18,000. If the
attached resolution is adopted, the revised fees would go into effect November 8, 2010.
Therefore, FY10-11 revenue may increase by about $12,000. Considering that this
potential additional revenue is immaterial to total General Fund revenue and would be
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spread among many revenue accounts, no revenue budget adjustments are proposed at
this time.

ATTACHMENTS

RESOLUTION NO. 2010-__ ARESOLUTION OF THE CITY COUNCIL OF THE CITY OF
RANCHO PALOS VERDES AMENDING RESOLUTION 2009-19 TO MODIFY THE
FORMULA FOR CONDUCTING A PERIODIC ANALYSIS OF FEES, CHARGES AND
RATES, AND ADOPTING A MASTER SCHEDULE OF FEES AND CHARGES FOR CITY

SERVICES.

Resolution Exhibit 1:
Master Fee Schedules by Service Area

Resolution Exhibit 2:
~Aftachment A — Calculation of FY10-11 Salaries & Benefits Cost Increase

Attachment B — 2010 Cost Based Fees — New Fees & Calculation of Changes to Fixed
Eees

Fixed Fee Cost Summary Worksheets
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