
 

 Finance Committee
 Agenda Report Meeting Date: February 26, 2013

TO: Finance Committee

FROM: Building & Development Services Director (879-6901)

RE: Overview of the Private Development Fund

REPORT IN BRIEF:  

During the ongoing discussions regarding the City's fiscal condition, the Private Development Fund has
become the focus of some inquiries, both from the public and Council, particularly about the negative
fund balance.  Staff is providing this overview with the goal of creating clarity about the past, present,
and future issues and challenges related to this fund.

The intent of this report is to provide clear documentation, to the extent possible, of the many decisions
that led us to where we are today.  Of particular importance is an understanding that, regardless of the
mix of causes and contributing factors, this is a General Fund debt that is stored in the Private
Development Fund, not a Private Development Fund debt that the General Fund is obligated to pay.
For the most part, it is not due to overspending on development operations, but rather to a long-term
misunderstanding of the development fee structure and what types of activities the fees are intended
to fund.

The following material is very complex and may be difficult to follow.  The precise relationship of Private
Development Fund operations to funding and allocations has only become clear after three years of
intense study from an operations rather than an accounting point of view.  It required full analysis of
historical revenue and expense data, funded versus unfunded activities in the departments, the
Citywide Indirect Cost Allocation Plan, and the User Fee Study.  

Recommendation:
The Building and Development Services Director recommends that the Finance Committee
review the information contained in the agenda report and forward to Council, along with any
comments, for full Council review.

FISCAL IMPACT:    

Staff costs related to ongoing analysis and monitoring are being charged to the Private Development
Fund.

BACKGROUND: 

Since the operational analysis was undertaken in early 2010, the Finance Director has worked closely
with the Building and Development Services Director, the Capital Project Services Director, and the
Planning Services Director to take appropriate steps to correct the annual structural imbalance in the
Private Development Fund.  

Revenues and expenses are now monitored bi-weekly in an effort to get ahead of negative trends, cost
centers have been assigned to various activities to provide more reliable future data, all real-time billing
operations and revenues have been moved to the Subdivision Fund, a new General Fund operating
budget was created for unfunded Planning operations, and 2  floor staff have been cross-trainednd

across departments to ensure they are working where there is both need and funding.  
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Only operating costs can be controlled by these actions.  Fee levels, subsidies, allocations, and
General Fund transfers require consideration and decisions by policy makers.

DISCUSSION:

Departments Budgeted in the Private Development Fund
The Private Development Fund currently contains budgets for four separate departments, only three
of which actually conduct development operations. Building, Development Engineering, and Planning
have full operating budgets. Funds Administration, which is designed to capture incidental staff costs
incurred by departments with no regular operations in the fund, has only Salaries and Benefits
budgeted.  For example, when the Fire Prevention Officer or Urban Forest Manager does an inspection
for a Building or Planning permit, the time is charged to Private Development Funds Administration.

Revenue Structure, Department Operations, and General Fund Obligation
The revenue structure is developed through a highly technical User Fee Study, which examines the
cost of all Building, Planning, and Development Engineering activities and categorizes them based on
whether or not they are recoverable through application and/or permit fees.  It also considers indirect
Citywide costs and distributes those across all activities.

Funding for Building and Engineering has been correct, for the most part, and any negative impact their
operations have had on the Private Development Fund can be attributed to either elasticity of demand
or insufficient fee levels.  Funding for Planning, however, has been a challenge since the Private
Development Fund was created.

Flat Fee Projects
Permit and application fees are intended to cover only the portion of operating costs related to those
specific activities.  For Planning, project types for which the City charges flat fees are fairly
straightforward and usually are decided at staff, Zoning Administrator, or Architectural Review and
Historic Preservation Board level.  Some examples of these projects are Use Permits, Architectural
Review, Boundary Line Modifications, and Home Occupation Permits.  Operating costs unrelated to
these project types are not included in the fee structure and require an alternate funding source.

Real-time Billing Projects
Most larger or more complex development projects are processed on a time and materials (real-time
billing) basis rather than a flat fee. Some examples of these projects are Subdivision and Parcel Maps,
General Plan Amendments, Specific Plans, and Development Agreements.  

Until recently, some of these project types were processed in the Private Development Fund, which
presented a challenge when attempting to identify and budget for true City costs and revenues, as
opposed to those costs to be passed along to project applicants for reimbursement.  In FY 2008-09,
all real-time billing project types were moved to the Subdivision Fund.  This was a change that assisted
in sorting out the remaining challenges in the Private Development Fund.

Prior to this change, although staff charges for Subdivision Fund project work were charged there,
Planning did not have a full operating budget.  As a consequence, some expenses associated with
these activities, including allocations, defaulted to the Private Development Fund.  

A Subdivision Fund operating budget for Planning was established in FY 2008-09, with the support of
the Finance Director, in conjunction with the transfer of all real-time billing project types.
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Unfunded Operations
Costs for the balance of Planning activities, which are unrelated to developer projects, are
unrecoverable by the revenue structure in either the Private Development or Subdivision Fund and
must therefore be funded by some other mechanism.  Some recent examples of these are the Citywide
Tree Ordinance, the Citywide MOU with the Mechoopda Tribe, the Historic Preservation Ordinance,
and the Habitat Conservation Plan.  Costs for customer service to the general public, as well as staff
participation in various Citywide committees and task forces (such as Economic Development and
Sustainability), are also unrecoverable. 

This funding obligation was recognized when the Private Development Fund was first created in FY
1991-92, and a separate General Fund operating budget was maintained for Planning.  In FY 1993-94,
the unfunded activities were moved into the Private Development Fund, and a General Fund transfer
was established to cover the associated costs.  From this point forward, there began to be increasing
challenges related to balancing the revenues and expenditures, since Planning fees are received in
advance of the services, which may last months and cross fiscal years, and there was no longer a clear
delineation between recoverable and unrecoverable costs.
Another consequence of the decision to eliminate Planning's General Fund operating budget in favor
of a General Fund transfer was that all of its allocations, other than insurance, began to default to its
only remaining operating budget in the Private Development Fund.  This is discussed in further detail
below.

At some point, the amount of the transfer began to fluctuate according to the health of the General
Fund rather than the cost of unfunded services, and it began to be referred to anecdotally as a subsidy
for developers or a payment on the debt, neither of which it was designed to be.

A General Fund operating budget for Planning was re-established in FY 2010-11, with the support of
the Finance Director.

Other Factors Negatively Impacting the Private Development Fund Balance
As you review the following list of contributing causes of the deficit, please keep in mind that any
unrecoverable cost in the Private Development Fund equates to a dollar-for-dollar obligation from
another funding source. 

Council Decision to Provide Some Fee-related Services at Little or No Cost (Subsidized Activities)
Examples of these services include Development Review Committee and Appeals.  Because these
activity costs were not historically tracked, no actual dollar amount can be assigned to this portion of
the General Fund's obligation to the Private Development Fund.  As a result of the recent analysis and
workout plan, cost centers have been assigned to all Planning activities for future data needs.

Council Decision to Adopt Less Than the Recommended Fees in the 2001 Maximus User Fee Study
In addition to continuing the policy of subsidizing some fee-related services, the Finance Committee
recommended, and the Council adopted, fees less than what were recommended in the 2001 User Fee
Study.  This resulted in a loss of operating revenue to the Private Development Fund, as well as
funding for a portion of indirect/administrative costs (discussed below), for four fiscal years.

Variables in User Fee Study Projections and Assumptions
The User Fee Study, in the big picture sense, looks at costs of fee-related services divided by the
number of applications or permits and assigns a full-cost fee for each, based on the average number
of staff hours required to complete the process.  This necessitates the use of projections and
assumptions for application/permit volume, average number of staff hours required to process a
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particular type of project, and staffing levels and costs, among other variables.  While the Study results
are as accurate as possible, any difference between projections and actuals will necessarily result in
a change to revenues and/or expenses. The most recent User Fee Study Update, completed last year,
was put on hold largely due to the substantial changes in existing conditions between the time when
projections were made and the Study was completed.

Refund of Building Permit Fees to Developers 
In 2002, a number of developers asserted that the building and plan check fees being charged by the
City were higher than legally permissible and threatened legal action.  As a result of the claim, the
matter was settled with refunds being made to five different developers.  The total amount of all the
refunds was approximately $530,000.  

Indirect Cost Allocation
This is a fixed, fund-level cost, based on each department’s share of Citywide administrative costs.
The formula is developed from a complex matrix, using bases such as payroll, number of paychecks,
number of contracts, number of agenda items, etc.  There are several issues with this allocation in the
Private Development Fund.  

• Nearly all of the Planning Department allocation has been charged to the Private Development
Fund for years, despite Planning's significant staff activity in the Subdivision Fund and its work on
long-range and other unfunded projects that would have been more appropriately charged to the
General Fund.  This incorrect distribution of support costs is a result of there having been no
Planning Department operating budget in any fund other than Private Development. The
distribution is being reviewed and will be adjusted when the current update to the Citywide Indirect
Cost Allocation Plan is approved and implemented. 

• The 2001 User Fee Study was modified by the Finance Committee to remove Citywide
administrative/indirect costs supporting Planning and Engineering operations. Indirect costs that
support Building operations, included in the fees, totaled $138,983; however, the indirect cost
allocation to the Private Development Fund was increased to $378,874 in FY 2002-03.  This cost
exceeded approved fees by $240,000 per year for a total of $960,000 over the next four fiscal
years. This is in addition to the portion of the costs attributable to unfunded Planning activities. 

• The 2005 User Fee Study Update added back the 2001 Citywide indirect costs supporting Planning
and Engineering, plus a 6% increase, for a total cost allocation of $350,400. The User Fee Study
was approved by the Council with the recommended fees.  At City Manager direction, the FY 2005-
06 allocation to the Private Development Fund was increased from $378,847 to $678,381, in order
to reflect the increased cost of administrative support services that had occurred since the last
formal update of the Citywide Indirect Cost Allocation Plan. Over the next five fiscal years, it
steadily increased, to keep pace with the cost of administrative/indirect services, until it reached
$862,019 in FY 2010-11. These increases were not included in the User Fee Study Update and
resulted in an estimated $2,600,000 in unfunded costs over the six-year period. This is in addition
to the portion of the costs attributable to unfunded Planning activities.  The amount of this allocation
was reduced by the Finance Director in FY 11-12 to reflect the results of a recent review of the
Citywide Indirect Cost Allocation Plan. The distribution is being reviewed and will be adjusted when
the current update to the Plan is approved and implemented. 

• Because the indirect cost allocation is calculated based on support department costs rather than
development activity, the Planning portion of the allocation now exceeds its entire Private
Development Fund operating budget; in fact, it exceeds its entire projected revenues.  



RE: Overview of Private Development Fund

Meeting Date: February 26, 2013

Page 5

Internal Service Fund Allocations
These department-level allocations pay for the cost of Building Maintenance, Vehicle Maintenance and
Repair, Information Systems, and Insurance.  As with the Indirect Cost Allocation, all of the Planning
Department’s allocations, other than Insurance, were charged to the Private Development Fund for
many years.  Also similar to the Indirect Cost Allocation, these allocations are based on costs of other
departments and do not fluctuate based on Private Development activity.  The distribution of these
allocations was adjusted by the Finance Director in FY 2010-11 to reflect additional operating budgets.

Funds Administration
As mentioned previously, Funds Administration exists to capture incidental staff costs incurred by City
departments with no regular operations in the benefitting fund.  What has been City practice for many
years has been to also budget allocated staff costs in Funds Administration.  This results in a double
expense for the benefitting funds - once via the indirect cost allocation and again via direct charges to
Funds Administration.  The Private Development Fund revenue structure does not cover this double
cost for allocated staff. 

Other Unfunded Operations
In the past, the Private Development Fund has also provided funding for Code Enforcement, which was
partially addressed in the User Fee Studies, and Housing and Neighborhood Services, which was not.
Neither of these departments is currently budgeted in the Private Development Fund.

Neighborhood Plans
The Chapman-Mulberry Neighborhood Plan was entirely funded by the Private Development Fund.
Both the Avenues Neighborhood Plan and the Southwest Chico Neighborhood Plan were partially
funded there, as well.  The Private Development Fund revenue structure does not cover these types
of long-range planning projects.

General Plan Update
Although the General Plan Update is addressed in the User Fee Studies, and a portion of the costs
should be borne by the Private Development Fund, the 2030 General Plan Update is a significant factor
in the current fund deficit for more than one reason.
  
• The 2001 User Fee Study identified it as a $1,000,000 project, to be undertaken every 10 years,

and clearly identified revenues to support 50% of the cost, or $50,000 per year.  In FY 2002-03,
the annual transfer from the Private Development Fund to the General Plan Reserve Fund was set
at $100,000 per year, causing a $50,000 recurring unfunded expenditure for four fiscal years.

• The 2005 User Fee Study increased the projected cost of the 10-year General Plan Update to
$2,000,000 and identified revenues to support 50% of the cost, or $100,000 per year.  The Private
Development Fund contribution remained at $100,000 and was fully funded by fees beginning in
FY 2006-07.  The General Fund contribution was set at $25,000, rather than the $100,000 needed
to match the Private Development Fund contribution.  This continued until FY 2006-07, at which
time it was increased to $125,000.

• The General Plan Reserve Fund, primarily funded by the Private Development Fund, was depleted
by $158,265 between FY 2002-03 and FY 2006-07, due to its use as a funding source for the
Growth Area Feasibility Study.  This was a long-range project, which was not identified or funded
by the 2001 User Fee Study.

• The actual cost of the 2030 General Plan Update was $2,566,956.  In addition to the transfers into
the General Plan Reserve Fund, the Private Development Fund provided nearly $297,000 in direct
funding for the project.
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• In addition to the update, the General Plan Implementation project has cost the General Plan
Reserve Fund approximately $55,000 and the Private Development Fund approximately $65,000.
These costs are in excess of what was provided for in the User Fee Studies and have therefore
contributed to the General Fund obligation.

 
Municipal Service Review
This 2006 project, required by law, evaluated existing and future Citywide service conditions and
encompassed infrastructure needs, storm drainage, traffic, police and fire services, parks and
recreation, solid waste, and administrative services, among others.  Although it provided Citywide
benefit, 65% of the project costs were paid by the Private Development Fund ($113,000 of $172,000),
for which no fees were collected. 

Northwest Chico Specific Plan 
The entire $830,000 cost for this plan was charged to the Private Development Fund.  The costs were
to be reimbursed by future developer fees for projects within the Plan area.  The Plan was approved
by Council on December 6, 2005.  Plan fees paid as of December 31, 2012 total $207,153.

Interest on the Debt
Once the Private Development Fund balance went negative, interest charges began accumulating on
the General Fund debt.  Since FY 2004-05, approximately $624,000 in interest has accrued. 
 
Inconsistent Transfers from General Fund
Because one of the restrictions on the Private Development Fund is that new fees cannot be used to
pay old debt, any negative ending balance becomes a General Fund obligation, regardless of why it
occurred.  On the other hand, the Private Development Fund is permitted to have a negative balance
at fiscal year end, and it has historically been allowed to end in a negative position to allow use of
General Fund dollars for higher priority obligations.  

In some years, the General Fund transfer was a flat amount built into the adopted budget, and in others
it was built in and then either decreased or eliminated altogether.  In the current fiscal year it is zero.
Historically, it has not been adjusted to reflect the actual fiscal year-end obligation.

Next Steps
Through the second floor funding analysis and workout plan, staff has addressed the operational
issues within the Private Development Fund to the extent possible.  What remains to be done is
completion and Council adoption of the new Citywide Indirect Cost Allocation Plan (currently
underway); revision and Council approval of the User Fee Study Update, which will incorporate the new
allocation figures; and revision and Council adoption of the City Fee Schedule to reflect the updated
fees.

ENVIRONMENTAL REVIEW:  DNA

PUBLIC CONTACT:  None

Reviewed by:

____________________________________
Fritz McKinley
Building & Development Services Director

Approved by:

___________________________________
Brian S. Nakamura
City Manager
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