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TO THE MAYOR, MEMBERS OF THE CITY COUNCIL, CITY 
CLERK, CITY TREASURER, AND RESIDENTS OF THE CITY 
OF CHICACO: 
The City o fChicago Office of Inspector General (OIG) has completed an audit o f t h e 
City's process for evaluating and sett ing user fees. User fees, wh ich are a signif icant 
source of City revenue, include charges for water usage, inspections, permits, and 
licenses. A l though the Mayor and City Council are ul t imately responsible for 
approving user fees, the Office of Budget and Management (OBM)—a subdivision of 
the Mayor's Off ice—manages the City's process for evaluating and sett ing fees. The 
audit compared the process for evaluating and sett ing user fees to the City's Financial 
and Budgetary Policies and to national best practices embod ied in the 
recommendat ions o f t h e Government Finance Officers Association (GFOA). 

OIG found that the City does not periodically review all fees to de termine whether 
they are set at levels designed to support City policy goals, including covering the cost 
of providing the services related to the fees. Also, whi le OBM reviewed 91 unique fee 
proposals submi t ted dur ing the 2013 th rough 2017 budget cycles, the City conducted 
a full-cost analysis for only 3 o f t h e proposals. Accurate analysis o f t h e full cost of 
delivering a City service provides crucial informat ion for the Mayor and City Council to 
consider in determin ing whether to approve fees. Moreover, OIG's review of t w o o f t h e 
City's three full-cost analyses discovered several inaccuracies, result ing in a potential 
$45,2 mil l ion overest imation of the cost of col lect ing residential refuse and a $1.0 
mil l ion underest imat ion o f t h e cost o f t h e City's vehicle boot ing program. 

OIG concluded that the City does not evaluate user fees in accordance wi th its 
Financial and Budgetary Policies or GFOA recommendat ions, which may result in 
revenue shortfalls, un in tended subsidies of private beneficiaries by taxpayers, 
overcharging, lack of transparency, and public perception that fees are set arbitrarily. 
In addit ion, the lack of accurate full-cost analyses may prevent depar tments f rom 
identi fying future operational efficiencies, because depar tment leadership and City 
Council have no basis for knowing the actual cost of providing services to the public. 

To address these concerns, OIG recommends that OBM develop a user fee policy and 
accompanying procedures that adhere to GFOA recommendat ions, including 
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periodic review of all City fees, full-cost analyses to support consideration of fee 
changes, and more.opportuni t ies for transparency and public feedback regarding 
fees. We further recommend that OBM develop procedures to ensure that future full-, 
cost analyses accurately account for all direct and indirect costs. 

OBM agreed wi th our recommendat ions to develop a user fee policy, create a 
complete list of all City fees, and establish a schedule for periodic review of fees. 
Specifically, OBM stated it is draf t ing a policy "based on current practices and GFOA's 
recommendat ions." Furthermore, OBM stated it intends to "provide a more uni form 
def ini t ion" of user fees and require depar tments to "conduct a thorough review" to 
ensure that the City identifies "all existing fees and the current fee structures." Once it 
has a comple te list of fees, OBM will develop a mult i-year review schedule to provide 
"more f requent reviews of ci tywide fees[.]" 

OBM disagreed w i th OIG's recommendat ions to enhance public transparency, 
support fee proposals w i th full-cost analyses, and consider developing an alternative 
cost allocation plan (CAP) to support future full-cost analyses. 

We thank OBM and the Depar tment of Finance for their cooperat ion dur ing this 
audit. 

Respectfully, 

Joseph M. Ferguson 
Inspector General 
City of Chicago 
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I. EXECUTIVE SUMMARY 
The Office of Inspector General (OIG) conducted an audit o f t h e City's process for 
evaluating and sett ing user fees. User fees, wh ich are a significant source of City ^ 
revenue, include charges for water usage, inspections, permits, and licenses.^ 
A l though the Mayor and City Council are ul t imately responsible for approving user 
fees, the Office of Budget and Management (OBM)—a subdivision o f t h e Mayor's 
Off ice—manages the City's process for evaluating and sett ing fees. The objective of 
the audit was to determine whether the City's process for evaluating and sett ing user 
fees adhered to the City's Financial and Budgetary Policies and to national best 
practices embod ied in the recommendat ions of the Government Finance Officers 
Association (GFOA).'^ 

OIG found that the City does not regularly review all fees to determine whether they 
are set at levels designed to recover the cost of providing the services related to the 
fees, or to achieve other policy goals. In fact, the Gity is unable to state w i th certainty 
how many fees exist because it lacks a comprehensive list. As a result o f t h l s audit, 
OBM created a list of 301 fees, and OIG identif ied an addit ional 20 fees referenced, in 
fee proposals submi t ted to OBM by other City departments, for a sum of 321 identif ied 
fees. However, it is likely that the actual number of City fees is much larger. For 
comparison, the City of Houston imposes approximately 1,600 fees.-"̂  According to 
documenta t ion provided by OBM, dur ing the 5 budget cycles f rom 2013 th rough 
2017,''* the Gity reviewed only 172 (or 53.6%) o f t h e 321 identif ied fees. Moreover, for most 
of those 172 fees, the City conducted only a prel iminary review to determine if 
changes to an existing fee would align w i th Gity policy or depar tmenta l missions.'^ The 
City rarely conducted addit ional analyses, such as a full-cost analysis to determine the 
total direct and indirect cost of providing the service. Accurate analysis o f t h e full cost 
of delivering a City service provides crucial informat ion for the Mayor and Gity Council 
to consider in de termin ing whether to approve related fees. Furthermore, the City 
does not documen t its rationale when a fee is intentionally set below the full cost of 

' The City is unable to calculate the exact propor t ion of total revenue generated by fees because it does 

not nnaintain a comprehens ive list of all fees 

Founded in 1906, ihe GFOA is an association of publ ic f inance officials in the Uni ted States and Canada 

w h o seek to "p romote excellence in state and local gove rnmen t financial m a n a g e m e n t " Government 

Finance Officers Association, "About GFOA," accessed February 22, 2018, h t t p / / w w w qfoa orq/about-qfoa 

' City of Houston, "City Fee Scliedule," accessed February 22, 2018, 

h t tp /Zcohweb hous lontx ciov/FIN_FeeSchedulo/default. aspx 

•'• For l l ie purposes of ih is report, Lhe te rm "budget cycle" refers to the annual budge t deve lopment 

process wh ich occurs prior lo budge t adopt ion Therefore, the "2013 budge t cycle" refers to the budge t 

deve lopment process that occurred in 2012 

- An example of a fee al igning w i th a depar tmen ta l mission wou ld be animal adopt ion fees Rather than 

generat ing addi t ional revenue by increasing the fees, the City may choose to subsidi/ 'e adop i ion as a 

means of fu r ther ing An imal Care and Control's mission of protect ing publ ic safety and p romo t ing the 

humane care of animals 
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the service, result ing in inconsistent records suppor t ing its fee-sett ing decisions. The 
lack of clear criteria and documenta t ion o f t h e rationales for these decisions may 
create the appearance of biased, unfair, or arbitrary decision-making. 

OBM stated that the City's irregular review results in many fee levels remain ing well 
below the cost of service, and that, as t ime passes w i thou t incremental adjustments, 
such fees eventually require large increases that are diff icult to just i fy to fee payers. 
For example, dur ing the 2017 budget cycle the City increased the Vacations o f t h e 
Public Way application fee f rom $50 to $1,025.'"̂  A l though OBM had previously to ld OIG 
that cost recovery alone was an insufficient basis for increasing a fee, OBM said that 
the pr imary rationale for this increase was that the City last adjusted the appl icat ion 
fee in 2003, and it was clearly far below the cost of service. However, OBM did not 
conduct a full-cost analysis to determine the actual cost of service. And, in contrast, 
OBM rejected proposals f rom the Ghicago Depar tment of Public Health (CDPH) to 
raise environmental and food inspection fees, even t hough CDPH submi t ted that the 
fees had not been updated since the mid-1990s and were below the cost of service. In 
this instance, OBM told CDPH that it was "not the r ight t ime" to adjust the fees, tak ing 
into consideration the other fee and tax increases imposed by the Gity that year. 
Maintaining fees well below the cost of service may have the unintent ional result of 
non-users subsidizing the services, in addit ion to causing the Gity to forgo revenue. 
GFOA notes tha t regular fee reviews allow governments to assess service demands, 
consider cost-reduct ion alternatives, and make comparisons to private compet i t ion. 

Whi le OBM reviewed 91 unique fee proposals submi t ted dur ing the 2013 th rough 2017 
budget cycles proposals-—61 fee modif icat ion proposals and 30 proposals for new 
fees—the City conducted a full-cost analysis for only 3, (or 3.3%), of t h e m . OIG's review 
of two of the City's three full-cost analyses discovered several inaccuracies, result ing in 
a potential $45.2 mil l ion overestimation o f t h e cost of col lecting residential refuse and 
a $1.0 mil l ion underest imat ion o f t h e cost o f t h e City's vehicle boot ing program. 

OIG also found that the Gity provides l imited opportuni t ies for public engagement 
regarding fees, contrary to GFOA recommendat ions. OBM stated tha t the City 
primari ly provides informat ion to the public, and solicits feedback regarding fees, 
th rough City Council budget hearings. However, the City Council process does not 
provide detai led informat ion regarding fees in a t imef rame sufficient for fully 
in formed public feedback OBM explained that individual a ldermen have the 
oppor tun i ty to request briefings from OBM and may then hold public meet ings to 
inform their const i tuents and receive feedback on fees. 

-' The City's Street and Alley Vacat ion Program allows commerc ia l and residential ent i t ies lo apply for the 

Guy to vacate l i t t le-used and,/or un improved streets and alleys Upon review and approval, the City 

confers ownersh ip o f t h e property to the appl icant An appl icant 's property mus t be appropr iate ly zoned 

for commerc ia l or residential use, and must border the property proposed to be vacated 
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OIG concluded-that the City does not evaluate user fees in accordance wi th its 
Financial and Budgetary Policies or GFOA recommendat ions, which may result in 
revenue shortfalls, un in tended subsidies of private beneficiaries by taxpayers, 
overcharging, lack of transparency, .and public perception that fees are set arbitrarily. 
In addit ion, the lack of accurate full-cost analyses may prevent depar tments f rom 
identi fying future operational efficiencies, because depar tment leadership and City 
Council have no basis for knowing the actual cost of providing services to the public. 

OIG recommends that OBM develop a user fee policy and accompanying procedures 
that adhere to GFOA recommendat ions, including periodic review of all City fees, ful l-
cost analyses to support consideration of fee changes, and more opportuni t ies for 
transparency and public feedback regarding fees. We further recommend that OBM 
develop procedures to ensure that future full-cost analyses accurately account for all 
direct and indirect costs. 

OBM agreed wi th our recommendat ions to develop a user fee policy, create a 
complete list of all Gity fees, and establish a schedule for periodic review of fees. 
Specifically, OBM stated it is draf t ing a policy "based on current practices and GFOA's 
recommendat ions." Furthermore, OBM stated it intends to "provide a more uni form 
def ini t ion" of user fees and require depar tments to "conduct a thorough review" to 
ensure that the Gity identifies "all existing fees and the current fee structures." Once it 
has a comple te list of fees, OBM will develop a mult i-year review schedule to provide 
"more f requent reviews of ci tywide fees[.]" 

OBM disagreed wi th OIG's recommendat ions to enhance public t ransparency, ' 
support fee proposals w i th full-cost analyses, and consider developing an alternative 
cost allocation plan (GAP) to support future full-cost analyses. 

The specific recommendat ions related to each f inding, and OBM's response, are 
described in the "Audit Finding and Recommendat ions" section of this report. 
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II. BACKGROUND 
A. THE DEFINITION AND ROLE OF USER FEES 

Although no universal definition exists, user fees are commonly understood to be 
voluntary transactionsthat provide individuals and organizations access to 
government services and benefits beyond those generally provided to the public.'' 
The characteristics that distinguish fees from fines and taxes are outlined in Figure 1. 

FIGURE 1: DIFFERENCES BETWEEN FEES, FINES, AND TAXES 

• Relate-to a voluntary 
i transaction . ' , • 
• Benefit identifiabl-j 
•...individuals 

/'̂ ''Relate fo the 'c6st of - • 
' providing a good or ** 
-service-

I - Support a business- *' 
' '• type activity or serve '.• 

a regulatory-purpose 

• Punitive in nature 
^ • Designed to deter ' 

behavio'f. '':"*" 
: • .Revenue is not tbe 

.•p'rimarygoal 
• • Payment is not 
1 optional..- *. •,, 

• Support lijr.oad-based: 
public services 

• Nd relation, to cost 9r 
benefits oispecifi< 
s e i v i c e s ' _ "* 

• Paymentjs not 
optional'- ' ; ' 

Sources: Uni ted States Office of Managemen t and Budget, ' ' Government Accountabi l i ty Office,"' 

and Congressional Budget Office.'" 

Some government charges are easily identifiable as fees, fines, or taxes, while others 
are more difficult to categorize. For example, the City's Wheel Tax, an excise tax 
collected through the sale of City Vehicle Stickers, could be categorized as a fee.'^' 
Wheel Tax revenue supports the repair and maintenance of City streets, and the 
primary beneficiaries ofsuch maintenance (i.e., motorists) pay the Wheel Tax. Other 
fees exhibit characteristics of fines. For example, the City uses wheel clamps ("boots") 
to immobilize vehicles with unpaid parking, red light, or speed enforcement tickets. 

•' Some organizat ions i.ise the te rm "user c f ia rge" We use the te rms "user fee" and "fee" to be consistent 

w i t h the City's Financial and Budgetary Policies 

" Uni ted States Office of Management and Budget , "Circular No A-Tl," July 2016, Section 20, accessed 

February 22, 2018, 

https//obamawhitehouse.archivesQOv,' 'sites/default/ l" i les/omb/asset5/ari_current_year/all 2016 odf 

Uni ted States Government Accountabi l i ty Office, ''Federal User Fees A Design Guide," May 2008,1-4, 

accessed February 22, 2018, h t tp ..v'www CVM qov/'assi;;ts./210/203357 pdf 

'° Congressional Budget Office, "The Growth of Federal User Charges," August 1993, 3-7, accessed 

FebrLiary 22, 2018, ht tps .//www cbo aov/sites/default/fi les/l03rd-conqre5S-1993-

r994/reports,/1993...08_Qro'vVlhoiLisercharqi:;Sa%29taxes pdf 

' City of Chicago, Office of the City Clerk, "Chicago City Vehicle Sticker FAQs," accessed February 22, 2018, 

h t tp / , /www chici tvclerk com./citv-stickers- r)ai kinq,/about-citv-stickers 
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The boot ing program serves to encourage payment of previously issued fines. 
However, the City's fee to remove a boot is designed to recoup the cost o f t h e 
enforcement program whi le punishing non-compl iance. Figure 2 illustrates how 
various charges may be characterized as fees, fines, and/or taxes. 

FIGURE 2: EXAMPLES OF FEES, FINES, A N D TAXES 
Fees 

SWoter Business 

Taxes 

: Pfopertyf, 
• 'Tax .1. • 

Fines .Building 

Illegal '^oot':^ .^-yyetiide^ 
Dumping \ <^ee ' ^ '/^'-.Sticlcef 

f^in^ - _. . Overdue 
-i Library. 

Parking -g^oji^.. ^ 

Ticket- rSfin^-^ 

Source- OIG review of Municipal Code of Chicago and City webpages 

Depending on the nature o f t h e relevant service, there are advantages and 
disadvantages to imp lement ing a particular charge as a fee as opposed to a tax. 
According to the Government Accountabi l i ty Office (GAO), fees have the advantage of 
providing an equitable and efficient source of revenue wi th the potential to reduce 
burdens on taxpayers, but the disadvantage of excluding individuals w h o are unable 
to pay for the service.^^ Figure 3 summarizes the pr imary advantages and 
disadvantages of fees. 

United States Government Accountabi l i ly Off ice, ' Federal User Fees A Design Guide," May 2008,1,11, 

accessed February 22, 2018, h t t p / / w w w qao qov./as5els./210/2033.S7 pdf 
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FIGURE 3: POTENTIAL ADVANTAGES A N D DISADVANTAGES OF FEES 
_ w ^ 

• 
• EncpuragerecOnbm^ by 
cha rg i ng i nd ivi'd u^ I -berief ieia ri( 

• Encourage operational efficiency 
by reveal ingto'decision rn.akers ; 
the cost.qf service ' 

• Encourage one fo rm of equi ty by • 
ensuring 'only beneficiaries pay 

•Can.create dedicated revenue 
stream to cover cost,of service 

•Administrat ive cost.of coll'ef^'tinn" 
iifees may^be higher:thanrtax' 
administrat ion '* 

• May reduce equi ty by excli^Jdiny 
' individuals w i th less abil ity to pay 
for service • . 

Source: G A O " 

When imposing fees, policymakers must consider whether it is permissible and 
advisable to exclude potential users f rom the relevant service. For example, the 
government cannot charge a fee for basic police services, because it wou ld be 
impractical, and possibly illegal, to exclude non-payers f rom such services. In addit ion, 
charging transactional fees for police-related services could discourage people f rom 
report ing crimes. 

According to GAO, even when governmental entit ies are able to identify specific 
beneficiaries of particular services, they often elect to set the corresponding fees 
below the full cost of providing the services in order to avoid harming vulnerable 
people or to achieve another policy goal.'''' The Government Finance Officers 
Association (GFOA) states, "The full cost o fa service encompasses all direct and 
indirect costs related to that service."'-' Figure 4 identifies c o m m o n direct and indirect 
costs that should be considered when determin ing the full cost of providing service. 

Government Accountabi l i ty Office, "Federal User Fees A Design Guide," May 2008,1-2,11, accessed 

February 22, 2018, h l t p / / w w w qao qov/assets/2IO/2033S'/ [.)df 

Governmen l Accot jntabi l i ty Office, "Federal User Fees A Design Guide," May 2008,10, accessed 

February 22, 2018, h t t p / / w w w qao qov,/a5sels,'210./203357 pdf 

Government Finance Officers Association. "Full Cost Account ing for Government Services," January 

2002, accessed February 22, 2018, h t t p / / w w w qfoa orq/l'i i l l ccKi.-accounl irKi-qovernment-servicea 
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FIGURE 4: DIRECT AND INDIRECT COSTS CONSTITUTING THE FULL COST OF 

A SERVICE 

P"Saferies'& Benefits ''̂ ŷ' 
1̂ ; Eq.uipment^;^ 
' • Repair & Maintenance^.;! 
;*• Contracts :• .*.. 

Citywide Overhead 
Depreciation: Expenses-, 

Source OIG review of GFOA Recommendat ions for Measuring the Full Cost of Government Service'^-

For example, although charging only a small fee for animal adoption does not recover 
the full cost of housing, feeding, and caring for impounded animals, it advances the 
City's goal of increasing animal adoptions. Setting a fee belowthe full cost of service 
requires subsidization of the service from other City revenues. Figure 5 illustrates such 
a situation, assuming a $25 fee for a service that costs the City $100 to provide. 

FIGURES: RELATIONSHIP OF FEE AND SUBSIDY TO THE FULLCOSTOF 

PROVIDING SERVICE 
City's Full Cost to Provide Service = $100 

•:rKi: . . . s LEJ: ' . . :- ; .-K^ 

•.;: Subsidy*f?otff^herX 
,r'"- •- _ 1-36:, ' • 

Source OIG depic t ion of fee cost recovery 

GFOA provides recommendations to help state and local governments set fees that 
maximize the advantages, and minimize the potential disadvantages, of fees."" The 
following list summarizes GFOA's six recommendations for setting fees.''̂  

1. Consider applicable laws and statutes. 

2. Adopt formal policies that include factors pertinent to setting fees (such as 
policy goals and affordability), guidelines on what services should recover the 
full cost of service, and a requirement to document the government's rationale 
when fees are set below cost. 

••̂  Government Finance Officers Association, "Full Cost Account ing for Government Services," January 

2002, accessed February 22, 2018, [Ulp/Vwvvwqfoa orq./ ful l -cost-accQuntinq-qovernment-services 

Government Finance Officers AssocifUion, "Establishing Government Charges and Fees," February 2014, 

accessed February 22, 2018, h t tp /Vwww ofoa orc i /esiabl ishinq-qovernment-charqes-and-fees 

' See Appendix A for the full text of CI-OA's recommendat ions for "Establishing Government Cl'iarges 

and Fees" 
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3. Calculate the full cost of service, including direct costs, such as personnel and 
equipment , as well as indirect costs, such as payroll processing or 
administrat ive services. 

4. Review and update fees on a regular basis to avoid large, sudden increases that 
may negatively impact users. 

5. Use long-term forecasting to ensure that fees anticipate fu ture costs. 

6. Provide informat ion on fees to the public, and create opportuni t ies for public 

feedback before and after the creation or a m e n d m e n t of fees and fee-related 

policies. 

B. CITY FEE REVENUE 

The City cannot calculate the exact proport ion of total revenue generated by fees 
because it lacks a comple te list of fees. Currently, the Comprehensive Annual 
Financial Report (CAFR) is the best resource for approximat ing annual fee revenues. 
Figure 6 shows the City's $9.4 billion total revenue by category for 2016. Most o f t h e 
fee revenue is included in the "Licenses, Permits, Fines, and Charges for Services" 
category.^'' A l though the majori ty o f t h e $3.4 billion in this category is derived f rom 
fees, the total also includes non-fee revenues.^° 

The category "Licenses, Permits. Fines, and Charges for Services" includes fee revenue f rom the City's 

Corporate and Enterprise Funds The Corporate Fund is the City's pr imary operat ing fund that supports 

basic City operat ions and services, inc lud ing publ ic safety and publ ic health Enterprise Funds suppor t 

the operat ion and main tenance costs of the City's waler and sewer systems, as well as the O'Hare and 

Midway Internat ional Airports Enterprise Funds operate as commerc ia l enterprises and pay expenses 

w i t h revenue derived f ron i charges and fees associated w i th their service 

Tlie CAFR comb ines individual revenue streams into broader categories, such as Fines, Charges for 

Services, Licenses and Permits, and Miscellaneous Whi le most lees are inc luded in the Licenses and 

Permits and Cfiarges for Services categories, the Miscellaneous category also includes some fees In 

addi t ion, the Licenses and Perirnts and Charges for Services c:ategories include a small a m o u n t of non-

fee revenue, such as fines 

PAGE 10 



OIC FILE #16-0379 

AUDIT OF THE CITY'S PROCESS FOR EVALUATING AND SETTING USER FEES JUNE 21, 2018 

FIGURE 5: 2016 CITY REVENUES, TOTALING $9.4 BILLION 

(AMOUNTS IN THOUSANDS) 

ticenses, Permits; i 
Finessand Charges-! 

for Services 
$3,355,910 '. 

Federal/State 
Grants 

$745,603 
7.9% 

IVIiscellaneous 
$420,170 

4.5% 

Source OIG Analysis of 2016 CAFR 

C. THE CITY'S PROCESS OF PROPOSING, EVALUATING, AND 
SETTING FEES 

Al though OBM manages the City's process of proposing and evaluating fees, 
numerous City departments, as well as City Council and non-OBM.personnel in the 
Mayor's Office, are involved in sett ing fees. OBM's mission is to "develop annual 
budgets that constantly improve efficiency, protect taxpayers, and make the best use 
of resources whi le providing critical City services to residents."'-''This annual budget 
deve lopment process—which typically spans f rom June to October—serves as the 
pr imary avenue for submi t t i ng fee proposals, al lowing OBM to evaluate mul t ip le 
proposals at one time.^--

Dur ing the 2013 th rough 2017 budget cycles, OBM requested, but did not require, that 
depar tments submi t wr i t ten proposals to create new fees or change existing fees.'^As 
submi t ted , the proposals included general informat ion, such as the rationale for 
creat ing or changing the fee, applicable legal considerations, est imated revenue 

City of Chicago, Office of Budget and Management , "Mission," accessed February 22. 2018, 

h t t p s / / w w w ci tyofchicago orq/city/en/depts.. ' 'obm/aulo._cienerated/obm. mission h t m l 

Fees are occasionally created and a m e n d e d outside the budge t process In May 2014, for example, the 

City passed the Transportat ion Network Providers Ordinance to regulate ride share companies The 

ord inance created annual issuance and renewal fees for t ransportat ion network provider licensees 

The Cily s 2018 Budget Manual stated that OBM woi.ild no l solicit depar ln ien la l fee proposals for the 

2018 budge t Instead, OBM deput ies and analysts wou ld develop a list of fee proposals for each 

depar lmen t , g iv ing the depart rner i ts the oppor tun i t y to add or delete i tems f rom the list 
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impact, and rate comparisons to peer jurisdictions. OBM did not require, nor did 
depar tments provide, full-cost analyses in support of depar tmenta l proposals. 
Typically, the submissions were evaluated, and approved or rejected, th rough the 
fol lowing process: 

1. OBM senior managemen t assigned fee proposals to staff in portfolios w i th in 
OBM. Each portfol io covered several departments. For example, the Public 
Safety portfolio included the Chicago Police Depar tment , Chicago Fire 
Department, Office of Emergency Management and Communicat ions, and 
Depar tment of Innovation and Technology. 

2. OBM identif ied fee proposals that mer i ted further review and submi t ted t h e m 
to a work ing group composed primari ly of staff f rom OBM, Depar tment of 
Finance (DOF), and Depar tment of Law (DOL). 

3. The work ing group developed a list of fee proposals for potential inclusion in 
either the Management or Revenue Ordinance.^'^ OBM finalized the list and 
circulated it w i th in the Mayor's Office. 

4. Each fee proposal on the list was either approved or rejected, and DOL 
prepared drafts o f t h e Revenue and Management Ordinances incorporat ing 
the approved proposals. 

5. The Mayor's Office of Legislative Counsel and Government Affairs provided the 
Gity Council w i th briefings on the proposed ordinances, including the 
provisions related to fees. 

6. The Commi t tee on Finance voted on the proposed ordinances. 

7. After approval by the Commi t tee on Finance, the entire City Council voted on 
the Revenue and Management Ordinances. 

Figure 7 illustrates the fee proposal process. 

I i ie Managemen t and Revenue Ordinances are omn ibus ordinances in t roduced on an annual basis to 

modi fy mul t ip le sections o f t h e Munic ipal Code o fCh icago City Counci l typically passes the ordinances 

in November, after passing the Annual Appropr ia t ion Ordinance The Managemen t Ordinance is 

generally or iented towards operat ional and administ rat ive issues, wl'i i le the Revenue Ord inance covers 

fees, fines, and taxes Typically, fee proposals are in the Revenue Ordinance, bu t could be in the 

Management Ordinance if the fee change relates to a larger operat ional modi f icat ion 
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FIGURE 7: FEE PROPOSAL PROCESS 
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III. OBJECTIVE, SCOPE, AND METHODOLOGY 

A. OBJECTIVE 
The objective o f th l s audit was to determine whether the City evaluated and set fees 

in accordance wi th its Financial and Budgetary Policies and GFOA recommendat ions. 

B. SCOPE 

The audit focused on the process the City used dur ing the 2 0 B th rough 2017 budget 

cycles to evaluate and set fees, including the submission and review of fee proposals. 

The audit d id not assess the City's processes for col lecting fee revenue, nor the City's 

process for sett ing taxes or fines. 

C. METHODOLOGY 

To understand the City's process for evaluating fees, we interviewed OBM and DOF 
management , as well as individuals f rom DOL, CDPH, the Chicago Fire Department , 
the Depar tment of Buildings, the Chicago Depar tment of Transportation, the 
Depar tment of Water Management , and the Office o f t h e City Clerk (Clerk's Office). 
We also reviewed the proposals and full-cost analyses of the boot fee and residential 
refuse collection (RRG) fee. City Council voted in October 2015 to enact these fees, and 
they wen t into effect on January 1, 2016. 

To determine whether the City's full-cost analyses accurately accounted for all direct 
and indirect costs, we reviewed two o f t h e three analyses conducted dur ing the 2013 
th rough 2017 budget cycles and interviewed staff f rom OBM, DOF, and the 
Depar tment of Streets and Sanitation (DSS). Whenever possible, we calculated the 
actual cost of service using the City's expenditure data.'̂ -'"' We also interviewed 
personnel f rom Maximus, the City contractor responsible for creating the Cost 
Allocation Plan (CAP), to better understand how the City uses, or should use, the CAP 
to calculate indirect costs. 

To determine whether the City periodically reviewed fees, we first a t tempted to 
obtain an inventory of all fees. The City, however, does not maintain, and thus could 
not provide, an inventory Upon our request, OBM created a partial list of fees. We also 
interviewed OBM management and reviewed fee proposal documenta t ion 
submi t ted by depar tments dur ing the 2013 th rough 2017 budget cycles. Through that 
process, we identif ied addit ional fees. To determine the number of fee proposals 

-'- As part o fa separaie, unrelated engager'nent, OIG assessed t l ie lol lability of the query used to extract 

actual expendi ture data f rom the City's f inancial system We dete i m ined the query and result ing data 

were suff iciently reliable for fur ther analysis 
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enacted into ordinance dur ing this t ime period, we compared the fee proposal 
documenta t ion to annual Revenue and Management Ordinances. Ultimately, 
however, we were not able to identify all City fees. 

To determine whether the City's process for evaluating and sett ing fees adhered to 
GFOA recommendat ions, we interviewed OBM management , as well as individuals 
f rom the GFOA commi t tee responsible for draf t ing GFOA's recommendat ions for 
Establishing Government Charges and Fees. We also interviewed representatives and 
reviewed documenta t ion f rom several peer jurisdictions, including New York City, Los 
Angeles, Houston, and San Diego. 

D. STANDARDS 

We conducted this audit in accordance wi th generally accepted Govemment 
Audi t ing Standards issued b y t h e Comptrol ler General o f t h e United States.Those 
standards require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our f indings and conclusions based on our 
audit objectives. We believe tha t the evidence obta ined provides a reasonable basis 
for our f indings and conclusions based on our audit objectives. 

E. AUTHORITY AND ROLE 

The authori ty to perform this audit is established in the City of Chicago Municipal 
Code § 2-56-030 which states that OIG has the power and duty to review the 
programs of City government in order to identify any inefficiencies, waste, and 
potential for misconduct, and to promote economy, efficiency, effectiveness, and 
integrity in the administrat ion of City programs and operations. 

The role of OIG is to review City operations and make recommendat ions for 

improvement . 

City management is responsible for establishing and mainta in ing processes to ensure 

that City programs operate economically, efficiently, effectively, and w i th integrity. 
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IV. FINDINGS AND RECOMMENDATIONS 
'The City does;not.evaluat:e--arT^d se.t user fees in'accordance'-

. with its FinaQcial;and_Bu,dgetary,policie%ornGlT^O"A" ..^ 

recom*n^i"3a^i'ohs:''" • • •f'--'• .& 

The City does not evaluate and set user fees in accordance wi th its Financial and 
Budgetary Policies or national best practices embod ied in GFOA recommendat ions, 
wh ich may result in revenue shortfalls, un in tended taxpayer subsidization of private 
beneficiaries, overcharging, lack of transparency, and public perception that fees are 
set arbitrarily. In addit ion, the lack of regular full-cost analyses may prevent 
depar tments f rom identi fy ing future operational efficiencies, because depar tment 
leadership and City Council have no basis for knowing the actual cost of providing 
services to the public. 

The City's 2017 Financial and Budgetary Policies^^ related to user fees consist of one 
sentence: "User fees will be regularly evaluated and set at levels designed to support 
the full cost o f t h e service."^' However, OBM stated that the City does not regularly 
evaluate all fees, nor does it intend to set all fees to support the full cost of service 
because doing so would confl ict w i th the City's other policy goals. For example, the 
City purposefully charges less than the full cost of service for daycare licensing and 
inspections in order to encourage daycare providers to comply w i th City 
requirements and provide services safely. As described in Figure 8, OIG found that the 
City's process for evaluating and sett ing fees adheres to only one of six GFOA 
recommendations.-'^ 

Clly o fChicago, Office of Budget and Management , "2017 Budget Overview," 2017, 40, accessed 

February 22, 2018, 

h l l ps / /wwv ' / c i t vo fch icagoorq /con ten l /dam/c i t v /dep ls /obm/supp info/2017%20Budqet/20l7BudqetOvcr 

viewFinal f^df The City's Financial and Budgetary Policies, wh ich we provide in full in Appendix B, are 

wr i t ten and reviewed by OBM, DOF, and the Chief Financial Officer In the 2018 Budget Overview, the Cily 

sl ightly changed the word ing of the policy, it now reads "User fees are regularly evaluated and set at 

levels designed lo support the cost of the service" 

-''' As a point of compar ison to l l ie City's one-sentence policy, w e provide in Appendix C San Diego's six-

pago policy, wh ich incorporates recommendat ions f rom GFOA, the National Advisory Counci l on State 

and Local Budget ing , and the Federal Governmen l Office of Managemen t and Budget 

The major i ty of these GFOA recoiTimendat ions aro also inclLided in the Uni ted Stales Government 

Accountabi l i ty Office and Office of Managemen t and Budget 's guidel ines for lees, wh i ch we describe in 

the Background section 

PACE 16 



OIG FILE#16-03'79 
AUDIT OF THE CITY'S PROCESS FOR EVALUATING AND SETTING USER FEES JUNE 21. 2018 

FIGURE 8: GFOA R E C O M M E N D A T I O N S FOR ESTABLISHING GOVERNMENT 

CHARGES A N D FEES 

GFOA R e c o m m e n d a t i o n 
Inc luded in t he City's 

process? 

1 .^Gonside3a pp 11caD.le; 1 awsl3:r)d::statjtig^^;j:*t;;'^''''fjf: -^Ksi^fiYesv^ 
2. A d o p t fo rma l fee pol icies No 

p.:^(*aleulate:-tbe:full.Gost of • • No ; . 
4. Review and upda te fees regular ly No 

t5. Uti l ize l ong - t e rm forecast ing to anticipat:e:? ^.j^ll 

f u t u r e costs •.,:k;*:̂ V~ *-
6. Provide in fo rmat ion on fees to t h e pub l ic and 

create oppor tun i t i es for publ ic feedback 
No 

Source OIG comparison of City's process to GFOA recommendations See Appendix A for the full text of 
GFOA's recommendations for "Establishing Government Charges and Fees." 

As described in the Background section, DOL is involved in the City's process for 
evaluating fee proposals. DOL is responsible for draf t ing ordinance language for 
potential changes, in addi t ion to ensuring that fee proposals comply w i th applicable 
laws and regulations and do not exceed the City's legal authority. Therefore, we 
determined that the City follows GFOA's first recommendat ion. As discussed below, 
however, the City did not fol low any o f t h e other five GFOA recommendat ions. 

A. THE CITY'S FEE POLICY DOES NOT INCORPORATE GFOA'S 
RECOMMENDED ELEMENTS. 

While the City's Financial and Budgetary Policies includes one sentence regarding 
user fees, OBM informed OIC that it does not have a formal user fee policy. Rather, it 
follows a standard fee review practice that takes numerous factors into account, 
including service delivery costs, policy and regulatory decisions, and the logistics of 
how fees will be levied and collected. GFOA recommends that a user fee policy 
include five specific elements: We determined that the one sentence o f t h e City's 
Financial and Budgetary Policies that relates to user fees includes only one o f t h e 
elements, and that, in any event, the policy language does not describe the City's 
actual practice. Figure 9 compares the City's user fee policy, noted above, to the 
GFOA-recommended fee policy elements. 
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FIGURE9: G F O A - R E C O M M E N D E D ELEMENTS OF A FEE POLICY 

R e c o m m e n d e d e lements of a fee pol icy 
Inc luded in t h e 

City's pol icy? 

• J p ^ ^ ^ ^ ^ l ^ i g f e G t Q ^ ^ p c ^ s i d ^ when:^B|iGing.ig0Gds and .• 

sl ices • ; i ^ : ; ^ } i - ...... No 
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jldentifyithe cireurrastancesjunder wniGjS the City would 
""set a fe^^.;below'.the'Cost •S^^ervjce ' ' '.' 

Require a d o c u m e n t e d rat ionale for subsid iz ing fees No 

|Addjiess|fiov\^fees;am3i,G^^^ and:--,. • 

cp.l.legted^ • •, ^-^w^s frmmm ' . • .im^-::^^m 
"No" 

Source OIG compar ison of City policy to.GFOA recommenda t ions 

OBM's inadequate policies resulted in the formulat ion of inconsistent rationales 
suppor t ing decisions about fee adjustments. Further, the lack of clear criteria and 
documenta t ion of these rationales may create the appearance of biased, unfair, or 
arbitrary decis ion-making. For example, dur ing the 2017 budget cycle the Gity 
increased the Vacations o f t h e Public Way application fee f rom $50 to $1,025.-'=' 
A l though OBM had previously to ld OIG that cost recovery alone was an insufficient 
basis for increasirig a fee, OBM said that the pr imary rationale for this increase was 
that the City last adjusted the application fee in 2003, and it was clearly far below the 
cost of service. However, OBM did not conduct a full-cost analysis to de termine the 
actual cost. And, in contrast, OBM rejected CDPH proposals to raise environmental 
and food inspection fees, even t hough the Depar tment stated that the fees had not 
been updated since the mid-1990s and were below the cost of service. According to 
CDPH, OBM stated that it was "not the r ight t ime" to adjust the fees, tak ing into 
consideration the other fee and tax increases imposed by the City that year. 

OBM managemen t acknowledged that there are many services for wh ich the City 
does not seek to recover the full cost of service. OBM stated that the City has never 
adhered to its user fee policy, and that the policy should be changed to reflect the 
City's actual practices. 

•-' I'he City's Street and Alley Vacat ion Program allows commerc ia l and residential ent i t ies to apply for 

ownorsf i ip of l i t l lo used or urniTiproved streets and alleys f rom the City After review and approval, the 

City may vacate the s l reel or alley, conferr ing ownersh ip to the appl icant The appl icant 's property must 

border the proper ly proposed to be vacated, and must be appropr iately 7oned for commerc ia l or 

residcril ial use 
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B. THE CITY CONDUCTED FULL-COST ANALYSES FOR ONLY 3, 
OR 3.3%, OF 91 FEE PROPOSALS SUBMITTED IN THE PREVIOUS 5 
BUDGET CYCLES. 

The City conducted full-cost analyses to support only 3, or 3.3%, of the 91 unique fee 
proposals submitted during the 2013 through 2017 budget cycles.^" Figure 10 
summarizes the number of fee proposals submitted by departments, the number of 
proposals that received full-cost analyses, and the number of proposals passed into 
ordinance by City Council during the 2013 through 2017 budget cycles.-̂ ' 

FIGURE 10: FEE PROPOSALS WITH FULL-COST ANALYSES SURMISED 
DURING 2013 THROUGH 2017 BUDGET CYCLES 

I Proposal amending existing fees • Proposal creating new fees 

30 

19 

m\- ''<"•'• 

2 1 
4 

Fee Proposals Submitted 

Source OIG review of fee proposals 

Fee Proposals with 
Supporting 

Full-Cost Analyses 

Fee Proposals Enacted into 
Ordinance by City Council 

'Without an accurate full-cost analysis, the City may unintentionally set a fee 
substantially above or below the actual cost of service. If fees are set too low, there 
may be excessive demand for the service that can create backlogs and lead to 
customer dissatisfaction. In addition, low fees may result in the subsidization of 
private beneficiaries by the public via taxes or other fees. Fees that are set too high, on 

I he 91 un ique fee proposals inck ided 61 proposals to mod i fy exislincj fees and 30 proposals to create 

r-iow foes 

The numbers in Figure 10 may not reflect all fee proposals submi t t ed to OBM OBM d id not provide OIG 

w i th suff icient documen ta t i on to idenl i fy every fee proposed dur ing the 2013 t h rough 2017 budge t 

cycles In addi t ion, the chart represents un ique fee proposals If a depa r tmen t subm i t t ed the same 

proposal in mul t ip le successive cycles, OIG counted the proposal only once 

PACE 19 



OIG FILE #16-0379 
AUDIT OF THE CITY'S PROCESS FOR EVALUATING AND SETTING USER FEES JUNE 21, 2018 

the Other hand, may deter potential users, or may result in individuals or industries 
unintent ional ly paying more than the cost o f t h e service, thus subsidizing other 
public benefits or City operations. Moreover, GFOA states that full-cost analyses 
should incorporate all direct and indirect costs and that the "associated costs of 
collection" should also be considered. OIG reviewed two o f t h e three full-cost analyses 
conducted and found errors, wh ich we discuss in Finding 2 of this report. 

OBM stated that rather than per forming full-cost analyses for all fee-based services in 
order to inform which fees should be raised, OBM first decides which fees should be 
raised and then performs the analyses. OBM acknowledged that its process is likely 
the inverse of best practices, but stated that, due to l imited resources, it prioritizes 
fees that City Council wil l likely approve and enac t 

C. THE CITY DOES NOT REGULARLY REVIEW AND UPDATE ALL 
FEES. 

During the 2013 th rough 2017 budget cycles, the Gity did not regularly review all user 
fees. In fact, the Gity is unable even to state w i th certainty how many fees exist, 
because it lacks a comprehensive list. As a result o f t h l s audit, OBM created a list of 301 
fees, and OIG identif ied an addit ional 20 fees referenced in proposals, for a sum of 321 
identif ied fees.^^ However, it is likely that the actual number of City fees is much larger. 
For comparison, the City of Houston has approximately 1,600 fees.^^ According to 
documenta t ion provided by OBM, dur ing the 5 budget cycles between 2013 and 2017, 
the City reviewed only 172, (or 53.6%), o f t h e 321 identif ied fees.'''' Moreover, for most 
fees, OBM said that it conducted only a prel iminary review to determine if changes to 
an existing fee would align wi th City policy or depar tmenta l missions.-''-'' The City rarely 

OBM provided OIG w i th spreadsheets l isting ident i f ied fees. In sonie cases, a single l ine descr ibed a fee 

With mul t ip le rales, whi le in other cases wha t appeared to be a single fee w i t h mul t ip le rates was broken 

up in lo one line per rate. For example, OBM listed the "Plutinber's and Apprent ice Plumber 's License" as 

one fee w i t h three rates (the apprent ice p lumber 's license is $15, the p lumber 's license is $30, and the 

p lumbers examinat ion fee is $149), bu t listed the "General Contractor 's License" as five fees, each w i l h a 

di f ferent rate, based on the m a x i m u m project size al lowed For purposes of this audit, OIG d id not modi fy 

the manner ii-i wh i ch OBM presented the list of fees, we counted each row in lhe spreadsheets as 

account ing for one fee 

City of Houston, "City Fee Schedule," accessed February 22, 2018, 

h t t p / / c o h w e b houston lx gov/FIN. .FeeSchedule/defaull asrjx 

- Tl ie documen ta t i on provided by OBM did not include af f i rmal ive evidence of review for all 172 fees 

However, where OBM's list indicated tha t a fee was changed dur ing the period 2012-2017, OIG made the 

conservative assumpt ion that OBM had reviewed the fee in some manner prior to the change We did 

no l verify the fee change dates provided by OBM, however, and fees w i t h auior-nalic annual increases, • 

such as wa ler rates, may have changed w i thou t leceiving any addi t ional review Fur thermore, o f t h e 321 

ider-itified fees, OBM did not know wher-i 122, or 38 0%, were last changed, and ident i f ied that A8, or 241% 

of the 199 remain ing fees had no l changed since a l least 2008 

As discussed in the Background section of this leport, one example of a fee al igning w i t h a 

depar tmenta l mission wou ld be animal adopt ion fees Rather than generat ing addi t ional revenue by 
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conducted addit ional analyses, such as full-cost analyses, despite the fact that the 
City's 2017 Financial and Budgetary Policies state that "the City should evaluate each 
depar tment 's direct costs, as well as any indirect costs" every year.̂ *^ 

OBM stated that the City's irregular review results in many fee levels remain ing well 
beiow the cost of service, and that, as t ime passes w i thou t incremental adjustments, 
such fees eventually require large increases that are diff icult to justi fy to fee payers. 
Maintaining fees well below the cost of service may also have the unintent ional result 
of non-users subsidizing the services, in addi t ion to causing the City to forgo revenue. 
GFOA notes that regular fee reviews allow governments to assess service demands, 
consider cost reduct ion alternatives, and make comparisons to private compet i t ion. 

OBM stated that it priorit ized its consideration of other forms of revenue over fees, 
because fees brought in less revenue. In addit ion, OBM stated that it lacked sufficient 
resources to review all City fees on a regular basis, especially i f t he review included a 
full-cost analysis. To conserve resources, OBM stated that it first de termined wh ich 
fees should be modif ied or created, and then performed the suppor t ing analyses. 
However, these analyses rarely included full-cost analyses. OBM rejects most fee 
proposals after a prel iminary review, w i thou t conduct ing full-cost analyses or other in-
dep th evaluations.-" For example, OIG identif ied 12 proposals rejected by OBM at this 
stage relating to fees that had not been updated in at least 15 years and were likely at 
levels far below the cost of service. 

Despite its stated lack of resources, OBM is reluctant to train other depar tments to 
conduct full-cost analyses and has not provided instructions or templates to assist 
depar tments w i th such analysis. OBM stated that depar tments should focus on their 
core operational missions rather than conduct ing detai led fee analyses.™ In contrast, 
many peer jur isdict ions require depar tments to evaluate fees periodically, as well as 
to perform detailed full-cost analyses in support of proposals to modi fy existing fees 
or create new fees. Figure 11 shows five peer jur isdict ions that rely upon depar tments 

increasing the fees, the City may choose l o subsidize adopt ion as a means of fu r ther ing An ima l Care and 

Control 's mission of protect ing publ ic safely and p romo t ing the humane care of animals 

•••• Under the heading "Balanced and Cori iprehensive Budgei i r ig , " the City's 2017 Financial and Budgetary 

Policies states "As part of the annual budge t process, the City should evaluate each depar tment ' s direct 

costs, as well as any indirect costs tha i arc necessary to conduct that depar tment 's funct ion Accurately 

assessing these costs across Cily g o v e r n m e n l wil l provide a useful measure of the full cost of Gily 

services" See Appendix B for the City's full 2017 Financial and Budgetary Policies 

For example, OBM rejected several D W M proposals after a prel iminary review because Lhe City had 

recently increased uti l i ty taxes 

-•- OBM relied on depar tmen ts lo propose new or modi f ied fees, a l though depar tmen ts were not 

required lo subnait fee proposals or regularly review all fees It appears, however, lhat in some cases 

depa r tmen is were unable to provide suppor t ing documen ta t i on di.iring the l imi ted t i m e period of the 

budge t cycle, result ing in some fee proposals being decl ined or saved for a later date 
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to conduct full-cost analyses, three of which also provide instructions or templates to 
assist departments. 

FIGURE 11: OTHER CITIES' DELEGATION OF FULL-COST ANALYSIS 
Depa r tmen ts c o n d u c t 

fu l l -cost analyses^'^ 

Detai led ins t ruc t ions or t emp la tes 

prov ided t o d e p a r t m e n t s 

i N e w Y6rk=#ityv;'N>ig; ... • .- . v. • •'•''̂ ' 

San Diego, CA 

'WW^m-(^ ••: 
Port land, OR 

;j;Hous;ton,,Tg< 0- :• •:]>?: i ^ i ' v ' . - .. i^. • -'-K-' " ^-r^ • .i^' ': • '''^!^i'^^^^:l-^--"^-^'['^^ 
t!!^9^^-^lK'f''-:''^'-^\':-/t--.'r-''^^^^^ .^^^^ ^ :'••' ' ' ,.y.. 

Source OIG interviews w i t h peer jur isdict ion representat ives 

D. THE CITY DOES NOT ENGAGE IN LONG-TERM FORECASTING 
WHEN EVALUATING FEES. 

None o f t h e 91 unique fee proposals subnnitted dur ing the 2013 th rough 2017 
budget cycles considered long-term costs, such as capital expenses and 
related debt service costs, or expected future changes in operational costs. 
OBM stated that it considered this GFOA recomnnendation as primarily 
applicable to fees that recover the costs of capital planning, a description that 
fits few City fees. However, accurate forecasting could help the City avoid 
situations where fee rates fall significantly below intended cost recovery levels, 
thereby necessitating sudden and sharp increases. In addit ion, forecasting 
could prevent revenue shortfalls by anticipating future changes to service 
costs, including those associated w i th labor. 

E. THE CITY PROVIDES LIMITED OPPORTUNITIES FOR PUBLIC 
FEEDBACK AND DOES LITTLE TO PROMOTE PUBLIC AWARENESS 
REGARDING FEES. 

The City provides limited opportunities for public engagement regarding fees. OBM 
stated that the City primarily provides information to the public, and solicits feedback 
regarding fees, through City Council budget hearings. However, the City Council 
process does not provide detailed information regarding fees in a timeframe 
sufficient for informed public feedback. OBM explained that individual aldermen have 
the opportunity to request briefings from OBM and may then hold public meetings 
to inform their constituents and receive feedback on fees. 

' New York City, Houston, and Los Angeles require departrr-iental cost analyses lo be reviewed by a th i rd 

party, suchi as lhe budge t or f inance office 
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New and modif ied fees are typically enacted th rough the omnibus legislation o f t h e 
Revenue and Management Ordinances after passage o f t h e Annual Appropr iat ion 
Ordinance. During the 2017 budget cycle, the Office o f t h e City Clerk posted the 
hearing notice for the Revenue Ordinance three days in advance o f t h e hearing. The 
agenda, which we provide in Appendix D, did not include any details regarding the 
fees included in the Revenue Ordinance Moreover, as ment ioned previously, the City 
does not maintain a list of all fees and, therefore, does not promote awareness of fees 
by providing such a list to the public. Houston''^' and San Diego'"'' are examples of 
municipal i t ies that make fee lists publicly available. Some municipal i t ies require 
public notif ication of fees prior to establ ishment or modif icat ion. New York City 
requires agencies to post "in a prominent location on such agency's website" 
informat ion regarding the establ ishment or modif icat ion of fees "at least seven days 
prior to the date set for [the related] hearing."'''- San Diego's Council Policy requires, 
"When fees are revised, data indicat ing the proposed fee, the est imated cost required 
for providing the service, and the est imated amoun t of revenue shall be available to 
the public prior to the City Council meeting[.]" 

OBM stated that the City's secondary source for feedback on fees is meet ings w i th 
key stakeholders, including business organizations. For example, when evaluating 
business license fees, OBM and the Depar tment of Business Affairs and Consumer 
Protection reportedly sought input f rom small business owners and related 
associations, including the Small Business Advocacy Council and the Business 
Owners and Managers Association of Chicago. Similarly, OBM solicited feedback f rom 
bui ld ing developers when evaluating the possibility of raising bui ld ing permi t fees. 
This combinat ion of reliance on City Council hearings as the pr imary source of public 
input whi le meet ing separately w i th other stakeholders may result in decisions that 
prioritize, or at least appear to prioritize, the perspective of interest groups over that of 
tine general public. In particular, the lack of transparency may exacerbate the 
perception that local government caters to special interests. 

RECOMMENDATIONS 

1. OBM should develop a fee policy and accompanying practices that adhere to 
GFOA recommendat ions. Specifically, OBM should develop a fee policy that 
identifies the factors, including policy considerations, included in the 
evaluation of a fee. The policy should provide guidance on what types of fees 
are candidates for being set at more or less than the full cost of their related 

City of Houston, "City Fee Scfiedule," accessed February 26, 2018, 

h l lp . / /cohweb houston lx qov/FIN._FeeScl-iedule/ 

City of San Diego, "City of San Diego Fiscal Year 2017 tJser Fee Schedule," accessed February 26, 2018, 

hltps/A..vwvv-sandieqo qov/siies/defaulr/f i les/ryl7feeschodule_5 pdf 

City of New Yoi k, "City Adn-i inislrai ive Procedure Act," accessed March 2, 2018, 

httf.:)/"/'rules c i tvofnewyork us/content/c i tv-adrninis l ral ive-procedure-acl-cai^a 
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services, and should require an explanation o f t h e rationale for subsidizing 

services when a fee is set below full cost. 

2. To aid the City in accompl ishing the t imely review of its fees, OBM should 
create a complete list of all City fees and establish a schedule for periodic 
review. OBM should also identify the parties w i th in OBM and the various 
depar tments who will be responsible for ensuring that fee proposals .and 
support ing documenta t ion are submi t ted on schedule. 

3. OBM should further ensure that fee proposals are supported by full-cost 
analyses. To overcome its stated resource l imitations, OBM should fol low the 
lead of peer cities by asking depar tments to perform these analyses for OBM's 
review and validation. To assist depar tments in this task, OBM should develop 
full-cost analysis templates and instructions that provide guidance, including 
how to account for indirect costs. OBM should identify those depar tments that 
may need addit ional support and provide t h e m wi th t raining. 

4. To account for cost of service adjustments and price increases, OBM should 

consider incorporat ing long- term forecasting in its process for evaluating and 

sett ing fees. 

5. In imp lement ing the aforement ioned recommendat ions for full-cost analyses, 
OBM may wish to begin w i th a pilot program wi th an individual or a small 
subset of departments. If OBM launches such a program, it should documen t 
the results o f t h e pilot, identify lessons learned, and design any changes 
needed to imp lement the practices City-wide. When selecting a depar tment or 
subset of departments, OBM should consider, 

• the number of fees levied b y t h e department(s); 

• the capacity of depar tment staff to perform financial analyses; 

• the complexi ty of cost account ing in the department(s); and 

• the expected level of fee subsidization. 

6. OBM should provide more informat ion regarding fees to the public and 
present more opportuni t ies for public feedback regarding fees. Based on the. 
GFOA recommendat ions, and a review of other jurisdictions, we recommend 
that OBM, 

• publish and maintain a complete list of fees on its website; 

• develop and imp lement procedures to solicit public feedback regarding the 
establ ishment of new fees or the modif icat ion of existing fees; and 
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• consider providing both the est imated cost required for providing the 
service and the est imated amoun t of revenue for each proposed new fee 
and fee modif icat ion. ' 

MANAGEMENT RESPONSE^^ 

7. "The OBM is drafting a policy that establishes a review process ofthe City's user 
fees and charges based on current practice and using guidance from 
resources developed by the Government Finance Officers Association ("GFOA"). 
We intend to work with our budget analysts, departments, and members of 
our revenue and management ordinance working group''''' throughout the 
2019 budget process to codify the policy and establish a review schedule to be 
implemented beginning with the 2020 budget. The framework ofthe policy 
will be based on existing practice with input from departments to ensure we 
develop an easy-to-follow format that provides for a suitable review schedule, 
and will clarify that fee adjustments are based on various policy and service 
goal considerations, not solely based on full cost recovery. 

2. "OBM first intends to provide a more uniform definition as to what is classified 
as a user fee and subsequently ask departments during the 2019 budget 
process to conduct a thorough review of our current list of user fees to ensure it 
includes all existing fees and the current fee structures. 

"The review schedule we intend to establish will be a multi-year process and 
will be structured by order of magnitude. We will provide for more frequent 

- reviews of citywide fees and fees with significant revenues and establish 

periodic reviews for more nominal or specialized fees. This review schedule will 
be implemented beginning with the 2020 budget. 

3. "As it relates to determining factors to increase or reduce a fee, we plan to 
continue utilizing the factors discussed [in the response] and follow our 
existing practice of performing a preliminary review to determine which fees 
should be modified or created before conducting an in-depth evaluation. This 
allows OBM to efficiently utilize our limited resources without burdening other 
City departments with full-cost analyses - which are not part of their core 
operational functions - on fees that will not be adjusted in a given year. As part 
of this preliminary review, OBM will develop and provide a template for the 
data OBM needs from departments to perform a preliminary review. Ifthe 

OBM provided a response in the fo rm of a letter, wh ich is inc luded as Appendix E to this report OIG 

excerpted the port ions directly responsive to the OIG recommenda t ions and quo ted ihe rn in the 

Management Response section for each f ind ing After receiving the response, OIG sought clarif ication 

OBM provided clarifying edits wh ich have been incorporated into the Managemen t Response section 

••' "Members of the revenue a n d n i anagemen t work ing g roup inc lude OBM depu ty budge t directors and 

assistant budget directors, Depar tment of Law employees, Mayor's Office staff, and senior m a n a g e m e n t 

f rom tf ie Depa r tmen t of Finance " 
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preliminary analysis determines that a fee adjustment warrants further review, 
the OBM budget analysts and the revenue and management working group 
will work with the impacted departments to perform a more in-depth cost 
analysis. As part of this analysis, cost recovery will be a factor, but consistent 
with GFOA guidance, it will not be the sole reason for increasing a fee. 

4. "Our process for evaluating and determining user fees is not a linear process, as 
described in the audit and discussed with your staff. This process involves the 
input of many parties who evaluate the following items: 

• [•••] 

• Current and future revenue from a user fee and how it will be collected; 

"As part of our existing practice, which we intend to formalize, we do assess 
current and future revenue from a user fee as well as future costs associated 
with the service. Additionally, given the fact that our proposed review schedule 
will incorporate more regular reviews of revenue and costs, especially for fees 
that with significant revenue, the analysis of future long-term forecasting is 
redundant and unnecessary. 

5. "OBM does not intend to implement a pilot, because, as we discussed 
throughout our letter, we will begin with the 2019 budget process of first 
developing a uniform definition of user fees and then ask departments to verify 
that our current list of user fees comports with what qualifies as a user fee and 
update the list accordingly. Following the completion of a verified user fee list, 
OBM will establish a review schedule to begin implementation during the 2020 
budget. Additionally, It is not the core function of operating departments to 
conduct full-cost analyses. 

6. "The OBM recognizes that public participation makes government more 
accountable and responsive to its residents and can positively impact the 
public's understanding of governmental performance. This office heavily relies 
on the City's departments and its elected officials, all of whom interact 
regularly with residents and various stakeholders to convey the interests of 
those groups. The current structure allows for public engagement in 
coordination with members of City Council, through public hearings, Town Hall 
meetings, as well as other stakeholder meetings." 
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^ T h e i G i t y - j n ^ L j T a t e l y c o r ^ d . u c t ^ ^ i ^ ^ | t ; a : 9 

f resuIt ing^ 1 n^a po ten t i a 1 overestiWat'rGjijo.f .net.:annuaIfe 

Fl'NDING^'2f^;l l i p s i p ; n | a i | | f use ^ cost 

|d .g ,^ ;bb"o t ing ;o |p^^ j0^ 

OIG reviewed the City's full-cost analyses for the residential refuse collection (RRG) fee 
and the boot fee, two o f t h e three analyses performed dur ing the 2013 th rough 2017 
budget cycles. Neither analysis accurately accounted for all direct and indirect costs, 
thus potentially overest imating RRG net costs by $45.2 mil l ion, and underest imat ing 
vehicle boot ing net costs by $1.0 million."^^ 

A. OBM POTENTIALLY OVERESTIMATED THE NET ANNUAL 
COST OF RESIDENTIAL REFUSE COLLECTION BY $45.2 MILLION, 
OR 18.5%. 

During the 2016 budget cycle, OBM proposed creating a new fee to partially offset the 
cost of RRG. OBM conducted a full-cost analysis in support o f t h e proposal and 
est imated that providing RRG service costs the City $244.4 mil l ion annually, or $33 per 
mon th per dwel l ing unit served by DSS. However, City Council u l t imately approved a 
fee of $9.50 per mon th per dwel l ing unit, well below the City's est imated full cost of 
the service.'''" The City stated, in a related "Frequently Asked Questions" document , 
that "the fee will cover approximately one-quarter o f t h e City's garbage collection 
costs."''''^ Prior to the RRG fee, the Gity provided refuse collection free-of-charge for 
residences w i th fewer than five dwel l ing units. 

OIG reviewed portions of OBM's full-cost analysis and determined that OBM 
potential ly overestimated RRC costs by $45.2 mil l ion, or 18.5%. OBM could not provide 
sufficient documenta t ion or explanation for OIG to evaluate all parts o f t h e analysis. 
Recognizing that such documenta t ion or explanation may have resulted in portions 
being underest imated, we can only project a potential net overest imation. OBM 
stated that a) it did not maintain detai led records of its methodology and b) the last 
ennployees involved in the analysis left City emp loyment dur ing the audit. Figure 12 
illustrates the ways OBM overest imated RRC costs. 

Lxarr-iples of direct and indirect costs are provided above in Figure 4 

A 50% discount is provided to senior citizens elicjible for the Cook County Assessor's Senior Freeze 

Program For more in format ion regarding tha t p rogram see 

ht tps ,''/ww'/v' cook.counlylreasurer com/seniorc i t izenassessmentrreezeexempt ion aspx 

City o fChicago, Depar tment of Finance, "Garbage Fee FAQ," accessed February 22, 2018, 

h t t p s / / w w w ci tvofchicago orci/citv./en/depls..'fin,/surDD_info./'qai bacie-fee-faq h tm l 
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FIGURE 12: COMPONENTS OF RRC COST OVERESTIMATION 
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Source: OIG analysis of OBM's 2015 RRC full-cost analysis 

OBM overestimated both personnel and non-personnel costs by relying on budgeted 
costs instead of actual costs. While budgeted cost data is readily available to 
departments, it of ten does not reflect the true cost of service and can differ 
significantly f rom actual costs. OBM acknowledged the shor tcomings of budgeted 
costs and explained that a number of factors went into the decision to use them, 
including the ready availability of data, the level of detail included, and the fact that 
budgeted costs const i tute the most current informat ion available. OBM also assumed 
that that DSS Bureau of Sanitation staff dedicated 100% of their work ing hours to 
RRC. However, Bureau of Sanitation management stated that employees spent closer 
to 85% of work ing hours on RRG. 

OBM made an ar i thmetical error that resulted in an overestimation of DSS 
administrat ive support costs. It a t tempted to allocate administrat ive support f rom 
other DSS sections based on the ratio of budgeted RRG costs to the total DSS budget. 
However, OBM used the Bureau of Sanitation budget rather than the RRC budget in 
the numerator, thereby overstating the proport ion of DSS administrat ive support 
costs that should be allocated to RRC. 

OBM overestimated Citywide indirect RRC costs by $9.4 mil l ion by applying the same 
incorrect cost ratio and inisusing the City's full cost allocation plan (CAP). A CAP is a 
tool for est imat ing the full cost of service by allocating costs across City depar tments 
to determine the amoun t of Citywide overhead costs at t r ibutable to a specific 
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depar tment or section. A l though OBM was familiar w i th the GAP, it lacked the level of 
expertise necessary to accurately apply it to the RRG full-cost analysis. The GAP is 
highly complex, and w i thout specialized knowledge necessary to determine indirect 
costs, it is easy to make mistakes. 

Furthermore, the City's GAP is not designed to be used for full-cost analyses. At the 
City's request, the vendor designed the CAP to achieve the primary purpose of 
allocating indirect costs to Enterprise Funds. As a result, some costs are not captured 
in the CAP. For instance, whi le the CAP allocates bui ld ing depreciat ion expenses to 
City departments, it includes only six City-owned buildings. In addit ion, there are 
certain sections o f t h e CAP tha t capture all relevant costs, but do not fully allocate 
t h e m to departments. For example; the 2015 GAP captures the City's $134.8 mil l ion in 
fleet operations costs, but does not allocate $71.2 mil l ion, or 52.8%, to user 
departments. Because it does not allocate all City costs, the GAP as currently 
designed cannot be used as an accurate tool for calculat ing the full cost of service. 

B. THE CITY UNDERESTIMATED THE NET ANNUAL COST OF 
VEHICLE BOOTING BY $1.0 MILLION, OR 18.3%. 

During the 2014 budget cycle, DOF conducted a full-cost analysis o f t h e City's vehicle 
boot fee and proposed a $48 increase, f rom $60 to $108.''̂ * Two years later, fo l lowing 
the 2016 budget cycle. City Council raised the fee to $100. OIC reviewed DOF's 2014 
analysis and determined that it miscalculated the annual cost of boot ing operations. 
Figure 13 illustrates the ways DOF both under- and overestimated boot ing costs, 
result ing in a net underest imat ion of $1.0 mil l ion, or 18.3%. 

A boot IS an immobi l izat ion device at tached lo a vehicle lha t has accumula ted three or more unpaid 

parking, red light, and/or au toma ted speed en forcement t ickets in final de te rmina t ion status, or two if 

both are over one year old To remove the boot and regain use of their vehicle, an individual must pay the 

boot fee, in addi t ion to any unpaid tickets, plus tow ing and storage costs Whe iher ihe boot fee should 

be considered a fee or a fine is debatable I he City elected to treat i l as a fee, relat ing the charged 

a m o u n t to the cost of service 
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FIGURE 13: SOURCES OF UNDERESTIMATION OF BOOTING COSTS 
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Source OIG analysis of DOF's original full-cost analysis and City cost data 

Similar to OBM's RRC analysis, DOF relied on budgeted costs instead of actual costs. 
DOF acknowledged that the 2012 actual cost data were available at the t ime o f t h e 
analysis, but stated it was easier to use 2013 budgeted costs. 

As discussed previously, the City's GAP is an imperfect tool for conduct ing full-cost 
analyses for Gity services or departments. We opted to use it to calculate indirect 
boot ing costs because it is the only tool currently available for such calculation. DOF 
management , however, was unaware that the GAP was available for consideration 
when calculating indirect costs and, therefore, arbitrarily est imated indirect costs, 
result ing in an underest imate of $941,178. Whi le OBM is responsible for vet t ing the 
accuracy of depar tmenta l fee proposals, OBM either did not identify, or chose not to 
include, the omi t ted direct and indirect costs we out l ine above. 

R E C O M M E N D A T I O N S 

7. OBM should ensure that future full-cost analyses accurately account for all 
direct and indirect costs, as recommended by GFOA To avoid the specific 
errors found in the boot and RRC fee analyses, OBM should use, and direct 
depar tments to use, actual cost data whenever possible. Use of budgeted costs 
should be l imited to situations where actual cost data is unavailable, such as 
first-t ime purchases of new equ ipment . Further, depar tments should make a 
reasonable effort to est imate the t ime allocated to a program or service. Many 
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City employees devote less than 100% of their t ime to a single program or 
activity. Whi le it may be overly cumbersome to track employee t ime on a 
project-by-project basis, managers should be able to make reasonable 
estimates o f t h e amoun t of t ime employees spend on specific programs or 
services. 

8. OBM should also consider developing an alternative CAP, or revising the 
current CAP, to support fu ture full-cost analyses. The purpose o f t h e new or 
updated CAP would be to allocate all City costs across depar tments and 
thereby facilitate accurate full-cost analyses. As part of this endeavor, OBM 
should seek to simplify the GAP in order to aid City depar tments ' 
understanding and facil itate the CAP's use for full-cost analyses. 

Alternatively, OBM could work w i th DOF and/or its vendor to develop indirect 
cost rates for each depar tment based on the GAP. If indirect costs vary 
significantly wi th in departments, separate rates could be calculated for 
depar tmenta l sub-elements, such as bureaus. The development of indirect 
cost rates would el iminate the need for individual depar tments to gain the 
necessary expertise to use the CAP. 

MANAGEMENT RESPONSE 

7. "While we agree In part as it relates to performing an analysis of cost associated 

with performing services, OBM balances accuracy to the penny and the 

amount of work required to achieve that balance. 

"Specifically, OBM stated in our letter that "[a]s it relates to determining factors 
to increase or reduce a fee, we plan to continue utilizing the factors discussed 
above and follow our existing practice of performing a preliminary review to 

• determine which fees should be modified or created before conducting an in-
depth evaluation. This allows OBM to efficiently utilize our limited resources 
without burdening other City departments with full-cost analyses - which are 
not part of their core operational functions - on fees that will not be adjusted in 
a given year. As part of this preliminary review, OBM will develop and provide a 
uniform template for the data OBM needs from departments to perform a 
preliminary review. OBM intends to seek actual cost data associated with a 
given service that will also include a reasonable estimation ofthe time devoted 
to a given service or operation by employees Ifthe preliminary analysis 
determines that a fee adjustment warrants further review, the OBM budget 
analysts and the revenue and management working group will work with the 
impacted departments to perform a more in-depth cost analysis. As part ofthls 
analysis, cost recovery will be a factor, but consistent with GFOA guidance, it 
will not be the sole reason for increasing a fee. 
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8. "Any alternative cost allocation plan ["GAP"] implemented for the City will be 
just as complex as our current CAP and would also require mirroring the same 
assumptions used in the existing CAP, so the validity of one plan over another 
IS not called into question. The City of Chicago's budget is $8.6 billion and funds 
operations in over thirty different departments. The current GAP is a complex 
set of calculations that produces over 600 pages of tables used to determine 
proper allocation of general service costs (such as facility costs, 311 services, etc.) 
that should be reimbursed from other funds and city departments to the 
corporate fund or directly to certain departments. We believe our current 
methodology for determining indirect costs applies logic to utilizing the City's 
CAP and pulls from significant experience with department budgets and costs 
of services. The indirect rate and cost allocation methodology are reviewed and 
calculated annually with external public cost allocation experts by applying 
actual historical data and utilizing best practices, and OBM continues to work 
with our vendor to review this process and ensure our CAP is providing an 
accurate calculation." 

PAGE 32 



OIG FILE #16-03'/9 
AUDIT OF "f HE CITY'S PROCESS FOR EVALUATING AND SETTING USER FEES JUNE 21, 2018 

V. APPENDIX A: GFOA RECOMMENDATIONS FOR 
ESTABLISHING GOVERNMENT CHARGES AND FEES 
The fol lowing is the full text of GFOA's recommendat ions for "Establishing 

Government Charges and Fees.'"''-^ 

Government Finance Officers Association 

B E S T P R A C T I C E 
Establishing Government GInarges 
and Fees 

DACKGROUND: 

Stale and local governments use charges and fees to help fund sen^ices When certain services 
provided especially benefit a particular group, then governments should consider charges and fees 
on the direct recipients of those that receive benefits from such services However, many 
governments provide subsidies to various users for policy reasons, including the ability of residents 
or businesses to pay Well-designed charges and fees not only reduce the need for additional 
revenue sources, but promote service efficiency 

Setting user charges and fees can be difficult Items to consider when developing charges and fees 

should include 

1 What are applicable laws ond statutes regarding charges and fees^ 
2 Are formal policies in place articulating pncing factors or rationale for any subsidies? 
3 What IS the full cost of providing tho ocn/ice (both direct and indirect)? 
4 Are rates periodically reviewed and updated'' 
5 Are long-term forecasts and plans consistent with the decision-making in the rate setting 

process? 
6 How will the public be involved in the fee-setting process, and how will the public be informed 

of the result? 

RECOMMENDATION: 

The Government Finance Officers Association (GFOA) supports the use of charges and fees as a 
method of financing govemmental goods and serv'ices. Concerning the charge and fee setting 
process, GFOA rnakes the following recommendations that governments should 

1 Consider appkcaUe laws and Gtotutcs bcfoto the impfemenlation of opocific fec-o ond charges 

2 Adopt formal policies regarding charges ana fees The policy should 

* Identify the factors (affordability, pncing histoiy, 
inflation, service delivery alternatives, and available 
efficioncies) lo be taken irito account when pricing 
goods and services 

• State wfielhyr tlie jurisdiction intends to recover the 
full uost of providing good? and services Set fortli 
under v-/fic(l circumstances the jurisdiction niiyhl sei 
a ch.irge or fee at rnoie or less th.m lOG percent of 
full cost If the full co:M of a good or servrc>? is not 

Gover nn ien t f-inance Officers Association, "Establishing Covernf i ien t Charges and Fees," February 
?.0'\A: occQssQdi rebruary'7?, 7:̂ 018. hao/7vvwvv qfoa orq/eslabhshinq-qovernrnenr-chaigcs-ancJ-fees 
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recovered then an explanation ot the governrr.ent's 

r:jtirjn('jln fnr this cpviatior shoukJ txi [>rnvideil 

• Outline the considerations that might influence 

governmental pricing decisions .Such po icy 

concerns might include ll-e need to regulate 

denrand. the desire :o subsidize a ce1a n product, 

competition with private businesses, economic 

development, elasticity ol demand for tho pari cular 

service, and visibility of Ihc service to Ihc 

corr.munit/ 

• The specifics of how tho "'cos and charges will bo 

levied and collected should be a conside-ation 

when developing policy 

3 Calculate lhe full cosi of providing a service in ordei to provide a basis foi setting the charge a-

fee. 

• Full cost incorporates direct and incirect costs 

(including operations and maintenance), over1-,ead, 

and charges for the use of capital facilities 

Examples of cverliead costs include payroll 

processing, accounting services, computer usage, 

and other central administrative services 

• One useful tool for calculating service costs is 

Activity Based Costing (ADC) ABC assigns costs 

to the activities required to deliver a ser.-ice and 

can be more accurate than traditional costing 

mpthocts 

• The associated costs of collection need :o be 

addressed 

4 Rev/eiv and update charges and fees periodically based on factors such as the impact of 

inflation, oilier cost incieases adequacy ol ccsl leccveiy. use of seri/ices. and the compelitiveiiess-

of current rates 

• By updating fees on a penodic basis, this may help 

smooth charges and fees over several years rather 

than having uneven impacts Penodic reviev/ ot the 

service demand and comoetition is also 

i<ic:ommon<i(.'.;J to orisuie that tho appiopi ;ito quality 

and pnce point of tho semce continues to moot 

act ta ' demand Tne review should be perfonned in 

conjunction with a look at altematives for cost 

redaction 

• BenctimarKing individual fees and charges '.Mth 

those cl-argod by comparable cr ricig'ifco'uig 

junsdiciions can guide a governing body when 

setting rates, it can also difforGnti-ritR seivice levels 

to reveal service or pricing options 

5 Utilize long-term foiecastirg in ensuring that chaiges arid fees anticipate future costs in pioviding 

the sfi-r.'ice 

• If tne charges will recover ccsts as'5ocia1ed v«ilh 

other long-term plans, such as a i:iulti-year capital 
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plan, a longer-term service fee plan should be 
consistent, recognizing the plan may be amended 
to reflect changing conditions in the future 

6 Provide infa-mation on charges and fees to the public 

• There should be opportunities for citizen feedback, 
particularly when new rates are introduced or when 
existing rates are changed This includes the 
government's policy regarding full cost recovery, 
sutisidies, and information abiout the amounts of 
charges and fees (current and proposed), both 
before and after adoption, and the anticipated 
impact of the new fee on providing the service in 
future years 

References: 

Best Practice Measunng the Cost of Govemment Service (2002) 
Besf Practice Managed Competition as a Service Delivery Option (20C6) 
Besf Practice Alternative Service Delivery Examining the Benefits of Shared Services 
(2007) 
Bes( Practice Long-Term Financial Planning (2008) 
Bes( Practice Public Participation in Planning, Budgeting, and Performance Management 
(2009) 

2 0 ; i ) LaSalle a r e c t - S u i t e 2700 I Chicago IL 60601-1210 i Ptioce (312) 977-9700 - Fax (312) 977-'1806 
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VI. APPENDIX B: CITY FINANCIAL AND BUDGETARY 
POLICIES 
The City's 2017 Financial and Budgetary Policies are reproduced below.^'^ The fee 
policy follows the thi rd bullet on the second page. 

0 1 7 B u I) G v. T O V i: R V I v. w 
F I N A N C I A L A N D BUDGETARY POLICIES 

T l N A N C l A l A N D B L O G r - T A l t Y P(J|JCI1-.S 

' I h o C i i y A f i n . i n c i ; i l p o l i c i t s p i o v u i c ^ f r . i r n fWf>rk f"or i>vt'r.i.ll 

fiMTJil r T i - i n . i j y r i i f h i .icro.ss al l l i ^ v f U o f C-iry j ^ o w r n n i r T i i , 

(.miliiic- siaiiil;ir<is \ a i i . ' o i i s i j i c m a n d t i anspa rc i l t b u d i ; c i a r y 

{.•r.K l iccs , .XTiiJ )irf.>vidt- ;t r oad i r i i i p i'or . i s s i i r l i i j^ r e n n 

l in . ' i iK ia! • . tnh i l i iv Ihrst.- iisc.il p o l i t i c s .^rc i n t e n d e d i o «"v.urc 

d ie Ci t ) ' ' s int f . ' - ' . i i iv . m t l l i e . d i h . cnco iu ; i j ' , t c n u i i . i b l c 

•iJlocal i o n o l (o,<;th a n d rc-.sonn^r.s, a n d a l l o w s n l l k i t -ni 

flcxibiliiy- lo t<Misidcr n e w h « : i l a n d b u d f . r i j r v str . i icj^irs 

' l l i c C i t \ ' cons i s [ondv t-valuaies t l i c w pol ic ies to t l c U T i i i i n i ' 

i i d i c y s h o u l d be modih"."d l o .u(;oninic>datc i 'hanf,inj?. 

LiR uinst.incc.s . H K I i.'orK]i[i<.)n<.. 

Funti Stabilization 

H i c C i i . y w i l l n u i t u ^ i i n snf iu : ieni . I i u i i l b a l a m e to mnipJ i ic 

c u r r c n i a n i l h i m r t - r i^ks , omei j'.eiK. ics, o r i i i i a n i u . i p a u - d 

rcvpnnc, .>hortfail.t. i>uc l o i m p r o v e d ( i n a r K i a l anvl bi.id{7.ci 

pr.'iLMices. tht- C i i v ha.-> e.^ub^i^h(^d . i i u l i n . i i i i t . u n s d i i e c 

sotirrt'.s As tmresir i t . te<l biid(-,eiarv i n n t l b^dancc, also r e f r r r t ' d 

lo l.U)i.l{^et S i . i b i l i / . i t i o n H i m d o r h i n d balance: 

Ai5<'t Lease a n d <.~ont.e 

fr«.Mii rhe l(>fii*.-lt 'rni U'; 

•.ssion Reserves: i l cvc iu i e s 

o l ' d ie CliiiM^;*.) S k v w a v 

an<l lhe i.once.s.'.iiin aj;.ret'mt*nr Tor rhe niert-retl 

p a r k i n j ; -ysteii) t i n n p n s e \\\<r. C i ty ' s Asser 1 case . i n d 

'111 c-.";;;i<! n Re.*-e,r\'e;i. 

• t . ' )pef .a i i i j ' . 1 /nn i id i iv I ' l n i d : I h t (!aiy (reai.ti.1 

i h i - f u n d i n i 'O lO a n d c.u'h veac a p o r t i o n t>l the 

unass i j \n td f n n i l balance w i l l be ai-stjxnt'd nt i t . I h i s 

h j n d w d l pic 'vi^l t ' rcoet n i n n j : 5I11M i - i e i r n tundin^i* 

solni ioiLs )oi C i i y o p e i . i i i o n N diat are tiint.Jc:<.] I r o n i 

a <.le(.lic.ne(l revenue • ionrfe (e.{> .̂ C-hif.;ij\o Publ ic 

L i b r a r y pro^x-r t ) ' t.-u; revenue) , . i l l o w i n R ( l ie C i t y to 

inai^aj'e lic)irt<jit\ ' i.s.-iues a ' -soiiatcd w i t h r ini inj?, o f 

rcvirnue i.o)leeti<:'ii. 

• L'n.L.si<;nod b u n d Ralante: .Siuphi.'^ jc'-ovirces 

Kk ri t ihc 'd t l jHui:-,h lhe an nua l In i anc i . i l aud i t piot, e.M: 

niake up i l u - inK».';';i,",nei.l l u n d ha la tu e I K i w i v-c t, t he 

C i t y ' s UMa.*-sit',ned i i m d b a j j u v e ha,*; j^n-nvu j n i n i a l l y 

•itiKT '.'.OIS due in pa r i to the t inpnivin ;* , ecc-noin)*, 

e i i h a i u r n i e n i s Mi revenue .-iw-tem^, inc IULIIn.^' , debt 

c o i l n i i o n a i u l Inv i -Mrnen i Mraie-Mes, .nu l oji;*'>hi{', 

>.ivtnf.'.s a n d el t icicneies 

A-, p a n l i j M'. I ' l id '^ t - i M a b i l i / . u j i '11 pi -Iicv, die i v w i K ail here 

I ' - theC! ' t . , ' "A U A c i t i n i i udan .Ml t ha i f.(.)V( i rmn.pi is n i . i i n i a i n 

ai l liiJie.Ni I il. tvd bud'- .ei . i i \ t ui id b. i lai i i e i l J i h i it v.enei a! I u n d 

o t no Icsi l l i J i i t w o m o i i i h b ot opcr . i t i i i j . ' , c \ pe r ibc i i ' u r l l i c r , 

rhe C-ity docs not appropria te , in(.u-e t i t an o n e peree iu ol" t l i e 

value o l lhe a u t i u a l t o r p o r . i i e budv.et f n n n lhe p r i o r yen",-: 

a u d i t e d unassijv^n^d f u n d b; i la j ice i n the c u r r e n r y e a r s btidp.er. 

Balanced and Comprehensive Budgeting 

• l h e C-!ty w i l l ba^e its an ru i a l bnd;',et n n a l e l i ab le 

a-sscisnienl o f the avaiLi l ' le re.sourccs I o r that year 

a i u l a i n t a i i i n ^ ' J u l ui idrr .^t^nidiny, o l i t ie <. i i y > 

service p r i o r i i i e i , a n d w i l l adopr a,balanee<J budf^ct 

i n accordance w i t h the I l l i n o i s M i m i c i p a l C o d e ( < 0 

I L C S ^ / 8 - ^ : - 6 ) . 

• Members the public will l-»e provided wiih an 

opportunitv to submit eonmienis on the annual 

bui!^',ei throujjjh Cit\'C^ouiicil heariiiiv*; torninuniiy 

tt.M'uni^, \Mitlcn i.M elecinmie ^ubini$*;i>.ins, or LJiher 

n[ipropriate meain, and at any public hearitif.-s 

rei.piireil by the Illinois Municipal C^loiie (6*i W.CS 

• Ab p a n o t the a i n u i a l bud^',eI process, i l i e <.Vny s h o n k l 

evaluate each i. ' lt .partment'i: t l i r e r t LOSIS, a i w e l l ,is 

anv i n d i r e t , i co.sis d ia t are, necrsbary to c o [ i d i u , t tha t 

depa r t rnen t ,s h n i c t i o n . A c c u r a t e l y a>se^blni; ttie^e 

costs aen.>,si C- i iv •j.overntnenr w i l l p rov ide a nselul 

i i iea^nrc o l 1 he l u l l C O M o l ( , i t v sei v l t t s. 

^•-uterpri^e run..!.-- s h o u l d l.><; i .h,u; 'ed the l u l l 

serviees p r o v i d e d by f x l i e r Caiy tund.'>. 

Lon{', t e r m de l ' t w j j l n<ji be 

ope ra r in j ' , e x p i n d i i uri"v. 

!j>ed to th ia t ivv «;nrvi tH' . 

Financial Report and Lo^ng Term Financial 
Planning 

: ^ 0 1 1 - / . the O i i i t c <. 

b y j u l v ' ^ 1 i>t eai It %ear 

lU'.si^ v-h iLh 

P i i r s i i . i i i i to Ivxetudvc: Cottier N ' 

l^uilj^et a m i Mana i ' . emeni w i l l issn 

lon[:_-ierni bijd{' ,et aiiLl l i n a t u i a l a 

a h i M o i ic. i l e>:peii,se , i i i d 1 

t e rm t n i i u i c i a l l('T(t.:aM 

i l l 1 

. v n i i e ueuv i analv'. 

Grants Management 

A n i i c i p a t e d j ' . r .ui is w i l l be a p p i o p r i a i e d a i i n n a l t v as par 

d ie Ac>propr ia i :on C'r( ' . inance passed b \ ' the < . ! i v ( o n : 

BeJ'.ue a p p h i f j ; ' . l'i.ir 01 aeteptin,'-. anv j * r a i i t . rhe <~i[\ ' 

f v a i u a i e ^•.•h•.ther i h r : ' , i a iu !^ con.-iiMeiii w i t h die (.' 

^ni^^'ioll and p i i o i i i i i . - v ,Uid a.^.ws i h r vo-a-,. i i - j ' . ' J r i b i h i it > 

a n d risks. .u.̂ < It. i . u t d v . j i h the ; ; i a i i i 

3'.) 

City of Chicago, Office of Budget and Management , "2017 Budge t Overview," 2017, 40, accessed 
February 22, 2018, 
l')ttrxs.//vvvvwcityofclncaao orci/content/'darn/citv/deQts/obni/sLjr:MX.info/'2017%20Budcit-'^ 
vievvFinal pdf 
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2 0 17 B U D G E T O V E R V I E W 

F I N A N C I A L A N D B U D C E I A R Y POIJCIKS (CONIINUHD) 

Capital Investmejits and Maiiitenance 

lhe Ciiy WJU strive to consistenrly maintain cnpitid assets 
and prioritize capital projects in a manner that minimizes 
I 111 lire iTiajtuenaiu:e and replacement costs, and meets 
Chicti^(.)'s intrastructiirc needs. 

Diverse Revenue System and Evaltiatioti of Costs 

• Ihc Ciiy* will maintain a diversified and stable 
icvcrniiP sysittni that is responsive lo the chiuij^inj;, 
economy and designed to protect the City from 
short-term flucttiations in any individual rcvcntic 
source. 

• lhe Caty will not use icvt:nue from volatile sources 
in an amount that exceeds normal p,rowth rates lor 
onprjinp, operating; costs. 

• User fees will be rcjz,ularly evaluated and set at levels 
desi{.̂ ncd to support the lull cost ol the service. 

• 'Jhe City will critically evaltiate tax and fee 
reductions and waivers to determine their value and 
impact on City services and finances 

• Where appropriate, die CDSI ol City services will 
he hcnchmai kcd against similar providers of 
such services so thai the Citv is able to accurately 
evaluate opporitinitics to imprcjve elTiciency .uul 
reduce costs associated with service delivery. 

Declaring n JIF Surplus 

Pursiiatit irt Kxcciitive C r̂dcrr No. ?̂01.?-3, the City declares 
a stirfihis trom 1 lb disiricis in an amount that is at least 
/5 percent of the available cash balance in the HF, subject 
L(i the restrictions set tonh in the Executive Order, alter 
accotiiiiing for ciirreiii and Itiinie jMoject conimiinienis and 
coniiiiL;ciicies, revenue vol.iiiliiie.s, lax collection losses, aiul 
rax liabilities 
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VIL APPENDIX C: CITY OF SAN DIEGO, CALIFORNIA 
USER FEE POLICY 
The fol lowing is the City of San Diego's User Fee Policy, which incorporates 
recommendat ions f rom the GFOA, the National Advisory Council on State and Local 
Budget ing, and the United States Office of Management and Budget.-'' 

CITY OF SAN DIEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 

SUBJECT: USER FEE POUCY 
POLICY NO.: 100-05 
EFFECnVE DATE: March 10,2009 

BACKGROUND: 

The following presents a comprehensive User Fee Policy for the City of San Diego that includes 
guidelines for establishing and maintaining a comprehensive user fee schedule. The user fee policy 
establishes the method for setting up fees and the extent to which they cover the cost of the service 
provided, as recommended by the Govemment Finance OfRcers Association (GFOA), National 
Advisory Council on State and Local Budgeting (NACSLB), and Federal Govemment Office of 
Management and Budget (Circular AST). 

The City charges a range of fees for services provided to residents and businesses. These fees arc 
imposed as a result of a public need, such as recreational services, rental uses, and other types of 
services. 

According to the standards established by GFOA and NACSLB and their best practice guidelines, 
governments should calculate the full cost of the different services they provide. For instance, GFOA 
recommends a fomial fee policy that should identify factors to be considered when pricing services. 

Many cities have implemented user fee policies to comply with the regulations set by their jurisdictions. 
Best practices indicate that several components are essential in developing a User Fee Policy that are 
described below and included in the User Fee Policy: 

1. Provide specific requirements for frequency of fee review. 

2. Identify how fees are set and what factors are considered. 

3. Develop a cost recovery rationale which will allow revenue enhancement through full cost 
accounting, thereby improving govemment efficiency, and which will maintain equity 
considerations in regard to provision of govemment services. 

4. State the govemment agency's intent to set fees to recover the full cost of service. Determining 
cast recovery rates nectssitates an accurate calculation of the cost of providing govemment services, 
both direct and indirect, regardless of whether all services are deemed to be fully cost recoverable. 
Direct costs consist of costs that are incurred directly by providing the service, such as staff time 
spent on service-related activities in addition to salary and benefit expenses. Indirect costs consist of 
departmental overhead such as operating expenses and intemal administrative costs as well as 
citywide overhead costs. Failure to include indirect costs results in inadvertent subsidization of 
govemment services that benefit individuals rather than the overall public. 

Page 1 of 6 

'•' City of San Diego, City Council. "User Fee Policy," March 2009. acce.ssed March 2, 2018, 

l'itt|js//vvvvwsru'K.liec!0 fiCiv/sitoh;/aefai.ilt/files/lcqr:icy/f[7vpdf/i.iserfeepohcv pdf 
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CITY OF SAN DIEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 
5. PiX)vide rationale in cases where a govemment ageiicy sets a fee lower than the full cost ofa 
service. The concept behind a user fee is that the fee charged for a service should equal the cost of 
providing that service. Examples of programs and services with low to moderate cost recovery levels 
include recreational activities for youth and seniors, other community services, and library fees. 

6. Set a frequency for undertaking cost of service studies. In-depth user fee studies should be 
undertaken every two to five years, with annual adjustments based on certain economic inflators or 
changes in budget allocations. While some cities determine annual fee changes by evaluating the 
impact of inflation, others also evaluate the impact of changes in budget allocations for each 
department to determine whether the cost of providing specific services has changed. In addition, 
while an annual review is necessary to determine whether fees should be iipdated according to the 
policy, a comprehensive annual user fee study may not be cost-effective because of its labor and 
time-intensive nature, particularly due to the large number of fees that must be reviewed. Therefore, 
a schedule of increases based on Consumer Price Index (CPI) or other annually adjusted inflator 
should be included in the policy. 

7. Allow stakeholder input and make the policy available to the public. GFOA recommends that 
stakeholders be given an opportunity to provide input diiring the User Fee Policy formulation 
process. This User Fee Policy includes: a) provisions for allowing the public to be part of the 
discussion ofthe proposed fees; and b) the requirement to make a schedule of all fees available and 
ensure its easy access for the public. 

PURPOSE: 

Identify the fiill cost of services for activities that charge user fees in order to develop target cost 
recovery rates. 

Bring existing fee levels in-line with service costs to ensure that all reasonable costs incurred in 
providing these services are being recovered. 

POUCY: 

Definitions: 

"User Fee" is a fee charged by a govemment agency to recipients of its services. User fees generally 
apply to activities that provide special benefits to members of the public, and the amount of the fee is 
usually related to the cost of the service provided. Examples of user fees are pool fees, park room rental 
fees, fire inspection fees, and others. 

"Cost Recovery" is recouping a portion of or all costs associated with a particular service provided by 
the govemment agency to the public. The user fees detennine the percentage of a service that is 
recovered. Cost recovery has two important rationales: (a) revenue enhancement through full cost 
accounting, thereby improving govemment efficiency; and (b) maintaining equity considerations in 
regard to the provision of public services. 

CP-100-05 

Page 2 of 6 
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CITY OF SAN DIEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 
"Direct Costs" are the costs incurred directly by providing a specified service. These costs are associated 
with staff time spent performing service related duties and include employee salary and benefits. In 
general, direct costs are any costs that can be traced directly to the production of a given service or 
product. 

"Indirect Costs" are the costs not directly accountable or associated with the production of a service, 
such as a fixed cost Indirect costs include departmental overhead (operating expenses and intemal 
administrative costs), as well as citywide overhead, including all those costs that support City programs 
and services. 

Annual Review Process: 

Regular annual changes to user fees in the General Fund shall be first reviewed by the Budget and 
Finance Committee and proposed to the City Council during the annual budget process. All approved 
changes shall be published in the City's user fee rate book and on the City's website, both of which shall 
be maintained by the Office of the City Clerk. 

Changes to user fees in enterprise fiind departments (Water, Wastewater, Aiqjoits, Golf Course, 
Recycling, and Refiise Disposal fiinds) shall be proposed to the City Council as recommended by each 

' responsible enterprise fiind department. 

Requirements: 

A. Levels of Cost Recovery 

Category I - Full Recovery f l 00 Percenti 
User fees that are determined to have a 100 percent cost recovery goal shall be updated annually 
based on the costs incurred for providing services using actual data from the prior fiscal year. All 
user fees are assumed to be at 100 percent cost recovery unless they meet the criteria for Categories 
nandm. 

Category I I - Partial Recovery (Below 100 Percent) 
User fees that are below the 100 percent cost recovery goal shall be adjusted annually by a 
standardized escalator based on the most recent Consumer Price Index. Alternatively, these fees may 
be changed at any point in time upon recommendation by the responsible department, approval by 
the Chief Operating Officer and final approval by the City Council. 

Fees are generally less than 100 percent cost recovery in cases where: (a) the collection of fees is not 
cost-effective; (b) the collection of fees would not comply with regulatory requirements; (c) the 
purpose of the fee is not to generate revenue but rather provide benefits to the recipients (e.g. 
recreational activities). 

CP-100-05 
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CITY OF SAN DIEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 
Category m - Fees (Fines and Penalties') 
User fees that fall into this category are in most cases penalties, fmes or deterrents to the public 
(library fines, penalties for uncollected money or public safety response for disturbances). User fees 
in Category HI shall be reviewed annually relative to the reasonableness of the fee and the fiscal 
effect as it relates to deterrence. 

In summary, the following economic and policy considerations shall be considered when setting cost 
recovery levels as follows: 

• Public use of govemment services shall be considered (potential to use fees as a means of 
encouraging or discouraging activities, for instance, library book fines). 

• Constitutional or other types of limitations on charging more or less than the actual cost of 
providing the service. 

• Subsidization (not fiill cost recovery) of activities for groups who cannot afford access to 
services if fees are set at fiill cost recovery (e.g. pool fees). In these cases, the City shall 
subsidize a portion of the cost of the service. 

• The fee amount and its affect on the demand of the service shall be considered. Increasing a 
fee amount might not always raise revenues, but instead may have the opposite impact. A 
fee set above what the public is generally willing to pay will lessen the demand for the 
service, and, as a result, a sensitivity analysis of consumer demand shall be considered 
when setting fees. 

• The nature of the facilities or services shall be considered when setting fees (e.g. fees for 
facilities may warrant full cost recovery while fees for youth recreation programs may 
warrant less than full cost recovery). 

• The nature and extent of the benefit to the fee-payers. The recipients that benefit from the 
service provided shall be identified. The fee review shall consider whether the service is 
beneficial to the public as a whole or the individual fee-payer. 

• Fee amounts shall be proportional to the costs associated with providing the service or 
program. The full cost should consist of both direct and indirect costs and should be 
included within the fee amount. Indirect costs shall be captured through overhead rates for 
each department. 

B. Cost Recovery Calculation 

City departments with user fees shall determine cost recovery rates based on direct and indirect costs for 
all fees in order to accurately calculate the cost of providing services regardless of whether all services 
are deemed to be fiilly cost recoverable. Indirect costs shall include allocated central support services 
costs (IT, risk management, fleet assignment and usage fees, etc.). 

Fees shall be annually adjusted to maintain the cost recovery level. Departments with user fees shall be 
responsible for developing cost recovery rates for their respective user fees in accordance with the cost 
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CITY OF SAN DBEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 
recovery levels described in this policy. User fees that do not meet the criteria for Categories II and HI 
shall be developed to achieve full cost recovery (Category I). 'Where appropriate, departments may 
initiate a multi-phase approach to achieve a targeted cost recovery rate. 

Different methods of adjustment are acceptable such as using a Consumer Price Index (CPI), State and 
Local Implicit Price Deflator, Municipal Cost Index, or other inflators. It is recommended that, i f 
applicable, a CPI inflator be used for setting or revising the City's user fees. 

C. Frequency of User Fees Cost Studies 

User fees shall be updated annually as a part ofthe budget process based on CPI inflation estimates or 
other annually adjusted iirflators until the next comprehensive user fee study is imdertaken. 

A comprehensive user fee study and a review of this proposed User Fee Policy shall be conducted every 
three years. The user fee study should include the extent and scope of study as well as the level of 
participation of responsible departments. Any major changes to fees shall be implemented prior to the 
adoption of the annual budget for the following fiscal year. 

The following factors shall be taken into account during a comprehensive user fee study: 

• Whether service costs are covered by revenues received. 

• 'Whether fees cover costs and generate excess revenue that supplement other services. 

• A comparison of fee levels for similar services provided in other jurisdictions. 

• An analysis of all relevant costs involved including direct and indirect costs. 

Any proposals for new or revised fees shall be first approved by the Chief Operating Officer. The fee 
proposals then shall be reviewed by the Budget and Finance Committee with subsequent approval by the 
City Council. Any such proposals shall include the purpose of the fee (if new); justification for 
implementation or revision; the fee amoiuit and annual revenue; annual cost; the methodology and level 
of cost recovery; the nature and extent of the benefit to the fee-payers; and other relevant information. 

The City's Administrative Regulations related to user fee charges shall be revised by including all the 
requirements of this User Fee Policy and shall include procedures for implementing new fees or revising 
existing fees. 

D. Public Input and Availability of Fee Information 

'When fees are revised, data indicating the proposed fee, the estimated cost required for providing the 
service, and the estimated amount of revenue shall be available to the public prior to the City Council 
meetings through the docketing of the report for the Council agenda. The City Clerk shall post an 
updated schedule of all fees on the City's intemet site on July l " of each year. The City Clerk shall also 
make available to the public a fee rate book that shall be located in the Office of the City Clerk. 
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CITY OF SAN DIEGO, CALIFORNIA 

COUNCIL POLICY 

CURRENT 
This policy shall replace Council Policy 100-05 ('Tees - Public Notification") adopted by the City 
Council in April 1979. 

CONCLUSION: 

The purpose of this policy is to provide general guidelines and to incorporate best practices in 
establishing user fees to ensure that the City adequately recovers costs for services it provides to the 
public. The User Fee Policy identifies factors that need to be considered in setting fees, the level of cost 
recovery, and the frequency of comprehensive user fee studies. The key factor of the User Fee Policy is 
to review and iipdate fees on an ongoing basis to ensure that they keep pace with changes in the cost-of-
living as well as changes in methods or levels of service delivery. 

HISTORY: 

Fees - Public Notification" 
Adopted by Resolution R-223244 04/09/1979 
Retitled to "User Fee Policy" 
Amended by Resolution R-304723 03/20/2009 
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VIII. APPENDIX D: REVENUE ORDINANCE HEARING 
AGENDA 
The 2017 Revenue Ordinance Hearing Agenda f rom the Office o f t h e City Clerk is 
reproduced below.-''--' 

..\nENl>A 

RECEIVEU 

10:00 A.M. OFFICE OF THE 
CITV ̂ :<)u^cll,alAMn^:p|TY a ERK 

ClTV COUNCIL 

l \ A propo.sed oidiuuncc concerning Ihc nuthorlty lo amend Chnplet 4-64 of lhe Miiniciniil 
C:gdcof C'hiejiuo. 

Direct hilroduction 

oFi'-icK Ol' mji>t;i:-r AND MANACKMF.IVI-

2. A comniunicalioii recommending a proposed ordinance conceming the aullwrily to 
approve'the supplenicnini levy of real cslate (axes fiir the City of Chicago for the year 
20)7. 

O2016-7989 

Amouni of Tax Levy: $ | ,357,834,1)00 

A conimiinieation recomincoding a proposed ordinonce authorizing amendment.'; to 
vaiious scetiiins Of the MiMiLi:.illojXPii^C£M!315ii, which relate lo revenue derived from 
certain taxes, fines, and fees. . " 

02016-7981 

nFI IC IZOI' l l i r . CITV COMITHOMiKH 

A communication recommending a pioposed ordinance concerning tlie nulhority 
to approve lhe ahaicmcnl of 2010 property taxes for the payment of Cily ofChicago 

' General Obligation Bonds, Library Senes 2U08D. 

02016-7958 

A communicalion recommending a proposed ordinance concerning the authority 
to approve the nbalemeiU of 2016 property taxes for the pii>TOent of Cily of Chicago 
General Obligaiion Bond.s ([-mcrgcncy Telephtme System), Reftinding Series 1999, 

-O2016-7960 

A eommunic-ilion recommending a proposed ordinance concerning the authorily 
to approve the abatement of 2016 property taxes for the payment of Cily ofChicago 
(.Icneral Obhgalioil I)on<ls (Emergency Telephone System), Sciies 2004. 

O2016-79.';9 

City o fChicago, Office of the City Clerk, "Agenda." November 4, 2016, accessed February 22, 2018, 

l i l t o l /mec i ia lecwsinr com/ch»c/ineetinqs/D38D0l'-D6-EAr/-4931-A98E-

94889B8E4CC9/acidfin.._20l6n0408122.5pdf 
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A con-m-iiniiciUion recomii-iending ;i propo.sed OKliniince wnccnii i ig l l i i ; iiiitlinnty 
to approve (he iibnlcineoi ol'2016 ,)i-cipt;i-|y la.\cs for Ihc payment of City ofChicago 
Oe.neml OMig.itioii Bonds, (City Colleges ofChicago Capital hiiprovcment Project), 
Series 1099. 

02010-7957 

MI.SCF.M.ANKOIJS 

Four (4) orders aiithorr.iiiig the paymeni ofhospital and medical expenses of Police 
OtTicer,s and Fire Fighters injured in the line of duty. 
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IX. APPENDIX E: OBM'S RESPONSE LETTER 

O F F I C E OF BUDGET AND MANAGK.MKNT 

CITY, OF CHICACIO 

May 25, 2018 

Joseph M. Ferguson 
Inspector General, Office of the Inspector General 
740 N. Sedgwick St., Suite 200 
Chicago, IL 60654 

Sent Via E-Mail 

Dear Mr. Ferguson: 

In September 2016, the Office of the Inspector General ("OIG") notified the Office of Budget and 

Management ("OBM") of your Office's intent to review the City's and OBM's process for "establishing 

and evaluating user fees and charges." I want to thank you and your staff for your review ofthe City's 

processes related to user fees and charges and appreciate the overall direction your Office suggested for 

future reviews of user fees and to enhance our existing protocol. 

This letter is in response to your findings outlined in the audit of 'The City's Process for Evaluating and 

Setting User Fees." Since many of the findings presented by the OIG are interconnected, we believe they 

should be addressed simultaneously, recognizing that a discussion about any specific recommendation 

in isolation from the entire process may result in an incomplete response. 

The City's current process for establishing and evaluating user fees is performed as part of the annual 

budget process. This allows OBM, the Mayor's Office, all other City departments, and the Chicago City 

Council to review any user tee changes in relation to proposed modifications to taxes, fines, and other 

fees as well as proposed operational savings, reforms, and investments in services. Our process for 

evaluating and determining user fees in not a linear process, as described in the audit and discussed 

with your staff. This process involves the input of many parties who evaluate the following items: 

• All applicable laws, rules and regulations; 

• A history of user fee or charge adjustments; 

• Current and future revenue from a user fee and how it will be collected; 

• The co.st as.sociated with performing the service funded in full or in part by the user fee; 
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• Potential service reforms or efficiencies that can be implemented to reduce the cost of a service 

without increasing the fee or charge; 

• Benchmarking fees and charges with those of comparable or neighboring jurisdictions; 

• Constituencies (residents and businesses) impacted by any adjustment, and various factors such 

as affordability, inflation, demand for services, market fluctuations, etc.; 

• Policy goals achieved or forfeited by any adjustment; and 

• Public concern or support for an adjustment. 

When OBM is reviewing and analyzing any fee change, there are multiple layers of evaluation, including; 

OBM, Department of Law, Department of Finance, and Mayor's Office staff. This review and analysis 

ultimately culhninates with the review and approval by the Aldermen of Chicago's City Council. Any fee 

change goes through multiple iterations before a charge is finalized to ensure the final adjustments 

reflect the City's overall policy and budget goals. We believe this process provides the checks and 

balances necessary to ensure any user fee adjustments comport with the City's overall budget and 

policy goals and do not disproportionately Impact certain residents or businesses. While we believe our 

current process provides necessary checks and balances, we do agree with the OIG regarding codifying 

our process for analyzing and determining user fees and formalizing a review schedule. 

The OBM is drafting a policy that establishes a review process of the City's user fees and charges based 

on current practice and using guidance from resources developed by the Government Finance Officers 

Association ("GFOA"). We intend to work with our budget analysts, departments, and members of our 

revenue and management ordinance working group' throughout the 2019 budget process to codify the 

policy and establish a review schedule to be implemented beginning with the 2020 budget. The 

framework of the policy will be based on existing practice with input from departments to ensure we 

develop an easy-to-follow format fhat provides for a suitable review schedule and will clarify that fee 

adjustments are based on various policy and service goal considerations, nol solely based on full cost 

recovery. This is consistent with GFOA guidance provided in "Full Cost Accounting for Government 

Service," which states that "cost should not be the sole factor used to determine how a government will 

provide services." 

Please note that OBM has a current list of more than 300 user fees, which differs slightly from the OIG's 

list as we excluded certain charges that we classify as fines, such as storage fees for impounded vehicles. 

Further, OBM's user fee list does not list every fee individually; rather, our list groups many fees 

together by category with fee ranges. For example, in our user fee list, we couple the electrical 

contractor's license fee with the supervising electrician's license fee as both are electrician licenses and 

both license fees should be analyzed and adjusted simultaneously. 

As a point of clarification, the OIG often pointed to the City of Houston and its fee structure and fee list 

as a comparison to the City of Chicago. It should be noted that Houston's list is larger than our list 

- fvtembers of the revenue and mnn.igement vjorking group include OBM deputy budget directors and assistant 
budget directors. Department of Lav; employees, Mayor's Office staff, and senior management from the 
Department of Finance. 
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because Houston lists fees individually and includes fees for services that the City does not provide, such 

as more than 400 fees related to Parks and Recreation. 

In response to the OIG's recommendation that the City develop a "complete list of all City fees" and 

implement a schedule for reviewing all user fees and charges, OBM fii-st intends to provide a more 

uniform definition as to what is classified as a user fee and subsequently ask departments during the 

2019 budget process to conduct a thorough review of our current list of user fees lo ensure it includes 

all existing fees and the current fee structures. 

The review schedule we intend to establish will be a multi-year process and will be structured by order 

of magnitude. We will provide for more frequent reviews of citywide fees and fees with significant 

revenues and establish periodic reviews for more nominal or specialized fees. This review schedule will 

be implemented beginning with the 2020 budget. 

As it relates to determining factors to increase or reduce a fee, we plan to continue utilizing the factors 

discussed above and follow our existing practice of performing a preliminary review to determine which 

fees should be modified or created before conducting an in-depth evaluation. This allows OBM to 

efficiently utilize our limited resources without burdening other City departments with full-cost analyses 

- which are not part of their core operational functions - on fees that will not be adjusted in a given 

year. As part of this preliminary review, OBM will develop and provide a uniform template for the data 

OBM needs from departments to perform a preliminary review. If the preliminary analysis determines 

that a fee adjustment warrants further review, the OBM budget analysts and the revenue and 

management working group will work with the impacted departments to perform a more in-depth cost 

analysis. As part of this analysis, cost recovery will be a factor, but consistent with GFOA guidance, it will 

not be the sole reason for increasing a fee. 

The OBM recognizes that public participation makes government more accountable and responsive to 

its residents and can positively impact the public's understanding of governmental performance. This 

office heavily relies on the City's departments and its elected officials, all of whom interact regularly 

with residents and various stakeholders to convey the interests of those groups. The current structure 

allows for public engagement in coordination with members of City Council, through public hearings. 

Town Hall meetings, as well as other stakeholder meetings. 

The final portion of the OIG recommendation discussed Cost Allocation Plans ("CAP") and the City's 

methodology for determining the full cost of certain services. As noted in the OIG's report, the primary 

purpose of the CAP is to allocate indirect costs' to the City's Enterprise Funds, Emergency 

Communications Fund and Vehicle Tax Fund as part of the annual budget process. Regarding residential 

refuse collections, the CAP is the best tool available for OBM to determine the net annual cost. 

Similarly, the OIG used the same CAP to review the annual cost of vehicle booting in the determination 

that the City underestimated costs. On page 25 of the audit, the OIG states, "the City's CAP is an 

The Government Fmance Officers Association defines indirect costs to include shared administrative expenses 
where a department or agency incurs costs for support that it provides to other departments/agencies je.g legal, 
finance, human resources, facilities, maintenance, technology), http://www.gfo3.ora/indirect-cosl-allocation 
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imperfect tool for conducting full-cost analyses for City services or departments. We opted to use it to 

calculate indirect booting costs because it is the only tool currently available for such calculation." 

There are methodological choices in how the OIG believes the indirect costs should be determined and 

how indirect costs should be calculated. The OIG recommends OBM simplify the CAP when performing 

full-cost analyses as it relates to user fees and charges. Any alternative cost allocation plan 

implemented for the City will be just as complex as our current CAP and would also require mirroring 

the same assumptions used in the existing CAP, so the validity of one plan over another is not called into 

question. The City of Chicago's budget is S8.6 billion and funds operations in over thirty different 

departments. The current CAP is a complex set of calculations that produces over 600-pages of tables 

used to determine proper allocation of general service costs (such as facility costs, 311 services, etc.) 

that should be reimbursed from other funds and city departrrients to.the corporate fund or directly to 

certain departments. We believe our current methodology for determining indirect costs applies logic 

to utilizing the City's CAP and pulls from significant experience with department budgets and costs of 

services. The indirect rate and cost allocation methodology are reviewed and calculated annually with 

external public cost allocation experts by applying actual historical data and utilizing best practices, and 

OBM continues to work with our vendor to review this process and ensure our CAP is providing an 

accurate calculation. 

User fees and charges are important to the City's overall mission of providing high quality services to 

residents, but they are not our sole funding source for operations and services. We rely on a broad 

variety of revenue sources to ensure we are not over-reliant on one source of funding, with no one ' 

source accounting for more than nineteen percent of the City's overall revenues. We appreciate the 

OIG's recommendations and are moving forward with developing a user fee policy that reflects our 

existing practice and the role user fees serve in the City's overall budget process and policy goals. 

Sincerely, 

4 • 
Saman/ha S. Fields 

Budget Director 

e c i e i y , \ 
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MISSION 

The City of Chicago Office of Inspector General (OIG) is an independent, nonpart isan 
oversight agency whose mission is to pronnote economy, efficiency, effectiveness, and 
integrity in the administrat ion of programs and operations of City government . OIG 
achieves this mission th rough, 

• administrat ive and criminal investigations by its Investigations Section; 

• performance audits of City programs and operations by its Audi t and 
Program Review Section; 

• inspections, evaluations and reviews of City police and police accountabi l i ty 

programs, operations, and policies by its Public Safety Section; and 

• compl iance audit and moni tor ing of City hir ing and emp loymen t activities 

by its Hiring Oversight Unit. 

From these activities, OIG issues reports of f indings and disciplinary and other 
recommendat ions to assure that City officials, employees, and vendors are held 
accountable for violations of laws and policies; to improve the efficiency, cost-
effectiveness government operations and further to prevent, detect, identify, expose 
and el iminate waste, inefficiency, misconduct, fraud, corrupt ion, and abuse of public 
authori ty and resources. 

AUTHORITY 

OIG's authori ty to produce reports of its f indings and recommendat ions is established 

in the City of Chicago Municipal Code §§ 2-S6-030(d), -035(c), -110, -230, and 240. 

Cover images courtesy of City of Chicago Department of Fleet and Facility Management and 

Creative Commons 


