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CHAPTER 1. EXECUTIVE SUMMARY  

Introduction 

MGT Consulting Group (MGT) is pleased to present the City of La Mesa with this summary of findings for the recently completed cost of services study. 
 
This study is an update of a study that MGT most recently performed for the City in 2022.  La Mesa has a long history of reviewing its fees and charges and first 
underwent a detailed cost of services study in the early 1990’s.  From that point until 2004, the City made some minor adjustments to the original calculations, 
but largely maintained the fee structure that was developed as a result of that early study.  At that time, La Mesa became interested in accurately reporting the 
true cost of providing various fee-related services and exploring the possibilities of modifying current fees to better reflect cost.  In 2004, the City contracted with 
Public Resource Management Group (PRM) to perform a detailed user fee cost analysis and the City took that opportunity to also develop a comprehensive cost 
recovery policy.  In 2006 the city again contracted with PRM to update the 2004 study.  In 2008 the city contracted with MGT (In August 2007 PRM merged with 
MGT of America Consulting, LLC.) to update the 2006 study, as well as every other year since then. Finally, in January of this year, La Mesa contracted again with 
MGT to update the cost analysis to reflect the City’s current budget, staffing, and user fee activity. 
 
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 study included a review of fee-for-service activities within the following areas: 
 Community Development – Planning and Building Inspection 
 Public Works - Engineering and Wastewater Engineering 
 Community Services 
 Police 
 Fire 
 City Clerk 
 Finance 
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The goal for this study was to present a well-documented and defensible user fee study that would identify rates that would be used to recover billable costs for 
services and to develop user fees that comply with Proposition 26, Proposition 218, and other applicable statutory requirements. It should be noted that many of 
the facility rentals can be based on market rate and therefore fall outside of the restrictions set by Proposition 26 and 218. 
 
The study was performed under the general direction of the City Manager’s Office with the participation of Finance and other city departments.  The primary goals 
of the study were to: 
 

 Define what it costs the City to provide various fee-related services. 
 Determine whether there are any opportunities to implement new fees. 
 Identify service areas where the City might adjust fees based on the full cost of services and other economic or policy considerations. 
 Develop revenue projections based on recommended increases (or decreases) to 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.  

 

CHAPTER 2. SUMMARY OF FINDINGS 

User Fee Financial Overview 

While the purpose of this study is to identify the cost of fee-related activities, one of the outcomes of the analysis is to provide a complete picture of the full cost 
of all services offered.  It is necessary to identify all costs, whether fee-related or not, so that there is a fair and equitable distribution of all indirect or overhead 
costs (discussed in a later section of this report) across all activities, thereby ensuring a definitive relationship between the cost of the service and the fee that is 
charged.  No service should be burdened with costs that cannot be directly or indirectly linked to that service.  Therefore, the first task in this study is to separate 
the fee-for-service activities from the non-fee activities.  Some non-fee related activities are appropriately funded by general fund monies (or other special revenue 
sources), such as public safety or public improvement projects.  The costs of these other services are identified and set aside from the user fee services.  
 
The study's primary objective is to provide the City's decision-makers with basic data needed for setting fees.  This report details the full cost of services and 
presents fees and potential revenues and presents proposed fees and projected revenues based on established city policy for user fee cost recovery levels. 
 
The exhibit below shows the annualized costs and revenues for the City’s user fees that were part of this analysis. The analysis was based on the average volumes 
from fiscal year 2022/2023. It is difficult to predict future revenues due to the fluctuation in the volumes and economic conditions. MGT has based the annual cost 
off of the individual full cost for each service analyzed and then multiplied that cost by the average volumes. The results are shown below in Exhibit 1: 
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Exhibit 1 
 

 Column A, Total Costs – This column displays the total costs of each department.  This includes fee and non-fee related service costs.  Non-fee related 
service costs are set aside from the analysis.  The total costs across all departments totals to $60,741,992. 
 

 Column B, User Fee Costs – This column represents what it is actually costing the City to provide the annual user fee services based on the average volumes 
listed above. In total, this study evaluated $7,626,128 of costs to provide user and regulatory related services. This is this amount that is the focus of this 
study and represents the total potential for user fee-related revenues for the city. 
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 Column C, Current Revenues – This column shows the current revenues that the city is collecting from user fees. Based on current individual fee levels, 
the City generates fee-related revenues of $4,469,581 and is experiencing a 59% overall cost recovery level.  Within each department, current cost recovery 
levels range from 16% for Police up to 95% for Engineering.  
 

 Column D, Current Subsidy – This column shows the difference between what it is costing the city to provide services versus what is being recovered in 
revenue for these same services. Current fee levels recover 59% of full cost, leaving 41% or $3,156,547. This difference is being subsidized by other funding 
sources such as tax revenues which are intended to support services provided to the general public. This subsidy represents an opportunity for an updated 
and more focused cost recovery effort by the city for fee-related services. It should be noted that much of the subsidy is due to the Parks and Recreation 
recovery levels. 
 

 Column E, Recommended Recovery – This column shows the proposed cost recovery that is based on the City’s cost recovery policy. If adopted as 
recommended in this study, user and regulatory fee revenue would increase to $5,939,315. This would result in an overall cost recovery level of 78%. 
 

 Column F, Increased Revenue – $1,469,734 in potential new revenue could be generated through aligning fees with the cost of providing services and 
existing policies around cost recovery. 

City Policy 

The city currently has a user fee cost recovery policy that it annually adopts by resolution.  This resolution establishes cost recovery levels (listed as 
percentage of total costs) by department.  Exceptions to the policy are also noted.  This report presents recommendations that are in accordance 
with city policy. 

Methodology 

A user fee 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 multiplied by the time spent yields the cost of providing the service. 
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HOURLY RATES 
 
The hourly rate methodology used in this study builds indirect costs into hourly salary and benefit rates to arrive at fully burdened hourly rates. The fully burdened 
hourly rates calculated 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 are specifically tied 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 for people to work on the service. 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. 

Fully Burdened Hourly Rates – The fully burdened hourly rate was calculated by taking the total operating expenditures (the numerator) and dividing that by the 
number of direct employees. This creates the average cost per employee. MGT then looked at each direct employee, which has a base number of hours of 2,080 
per year, and reduced the hours by the average holiday, sick and vacation hours. The result is a base of 1,800 direct hours available per employee. Next, MGT 
worked with each department/division to determine the average amount of training, meetings and administrative or supervisory hours spent per each employee. 
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The reduction of these hours leaves the remaining employees’ direct hours available to provide services. The average direct hours are then divided into the average 
cost per employee which creates the average hourly rate per department/division. 
 
MGT prepared indirect overhead rates and corresponding hourly rate calculations using FY 2023/2024 budgeted expenditures. The hourly rate schedules may be 
seen in Appendix B of this report. 

TIME SPENT 
Once fully burdened hourly rates were developed for departments/divisions, staff and the consultant worked to identify the 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. To inform 
this analysis, staff and the consultant based this exercise on time spent on delivering various services in FY 2022-23 (the most recently completed fiscal year). 
 

FEE CALCULATIONS AND REVENUE PROJECTIONS 
Based on the time spent and fully burdened hourly rates, MGT was able to prepare both a per-unit cost and total annual cost (per-unit cost multiplied by annual 
volume equals total annual cost). As stated above, costs were calculated by multiplying per-unit time estimates by the fully burdened hourly labor rate; additional 
operating expenses directly associated with certain services were also added in. Finally, if other departments or divisions provided support to 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 may be seen in Appendix A 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. The City has a 
very well thought out cost recovery policy for user fees that incorporates many of the items below. The City’s cost recovery policy can be found on the City’s 
website: https://cityoflamesa.us/88/Fee-Schedule  

 
The following legal, economic and policy issues help to 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 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. MGT has calculated each fee to recover no more than the reasonable cost of each service so that none of 
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the fee adjustments recommended herein will be considered taxes under Proposition 26. An implementation guide for Proposition 26 and 218 can be 
found on the League of California Cities website at this link: https://www.calcities.org/resource/propositions-26-and-218-implementation-guide.  
Additionally, it should be noted that some fees may be limited 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 other than pure cost recovery. For example, 
some agencies may choose to use general purpose revenues for community wide services such as recreational fees for youth programs or senior programs. 
These fees may be set lower than full cost recovery as they are a benefit to the community. 

 
 Private benefit - If a user fee service primarily benefits the fee payer, the City may set the fee according to the City’s cost recovery policy and set the fee 

at a 60-100% cost recovery level. Development related fees generally fall into this category; however, exceptions are sometimes made for services such 
as appeal fees or fees charged for certain types of residential projects. 
 

 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. For 
example, it could be argued that the applicant is not the beneficiary of the City’s development review efforts: the community is the primary beneficiary. 
However, the applicant is the driver of development review costs, and as such, cost recovery from the applicant is appropriate. 
 

 Managing demand ‐ The level of cost recovery and related pricing of services can significantly affect the demand and subsequent level of services provided. 
At full cost recovery, this has the specific advantage of ensuring that the City is providing services for which there is genuinely a market that is not overly-
stimulated by artificially low prices.   

  Competition ‐ Certain services, such as park usage or facility rentals, 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. 

A sample of the decision-making process considerations when setting cost recovery levels can be found below Exhibit 2: 
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Exhibit 2 
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CHAPTER 3. Recommendations 

MGT recommends the following: 
 MGT recommends that the City build on its investment in this cost-of-service analysis by continuing to analyze its fees and charges.  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.    

 MGT recommends that during the year the biennial budget is adopted (odd-numbered years), the City continue to update fees based on the percent 
change in each relevant department or division budget (total budget or personnel budget only depending on how fee related costs are budgeted). 
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Appendix A - User Fee Results 

The following pages provide the individual fee study results. 
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PUBLIC WORKS – WASTEWATER ENGINEERING 
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Appendix B – Fully Burdened Hourly Rates 

The following pages provide the hourly rates calculated for each department. 
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