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[bookmark: _Toc196904770]Introduction
Zions Public Finance, Inc. (ZPFI) was asked to evaluate the current business license fees for Erda City (“City”) and recommend a revised fee structure that reflects the City’s costs associated with providing these services to the community. This includes a disproportionate cost analysis to determine if any business types have a greater impact on City services. This study establishes the maximum supportable fees, both base and disproportionate, that the City could elect to charge businesses. The City Council can adopt fees lower than this amount.

[bookmark: _Toc196904771]Current Fee Structure
Current fees are pulled directly from the City’s Fee Schedule. Based on discussions with the City, the existing fee structure (i.e., fee categories shown in the table below) will be maintained in this analysis. Actual fees (costs), along with any disproportionate fees, will be updated as part of this study.

Table 1: Current Business License Fee Structure
	License Type
	Current Fees

	Cottage Industry
	$0.00

	Home Occupation
	$30 + $5 per employee

	Home Based Business
	$30 + $5 per employee

	Commercial
	$50 + $5 per employee

	Other
	$30 + $5 per employee


Source: Erda City

[bookmark: _Toc196904772]Methodology
ZPFI’s approach to calculating costs was based on the following tasks and steps:

· Step 1: Review Department Budgets; Gather Initial Data Regarding Employees per Department and Labor Costs
· Step 2: Prepare Spreadsheet Template
· Step 3: Coordinate with City Staff on Direct Costs
· Step 4: Allocate Indirect and Overhead Costs
· Step 5: Calculate Total Cost Per Hour
· Step 6: Calculate Costs per Service
· Step 7: Geocode Police Calls for Service to Businesses
· Step 8: Calculate Ratio of Business Calls for Service to Residential Calls for Service
· Step 9: Calculate Disproportionate Fee 

Step 1: Review Department Budgets; Gather Initial Data Regarding Employees per Department and Labor Costs 
ZPFI first reviewed the budgets for business licensing fees. This step identified overall labor costs, as well as the number of employees and employee positions in each department.

Step 2: Preparation of Spreadsheet Template
ZPFI created a financial model that allowed for City staff to enter the amount of time spent on each fee-related service, by employee position.
Step 3: Coordination with Departments on Direct Costs
From the information gathered from the various departments, ZPFI prepared a detailed spreadsheet that allowed for input regarding the actual time spent by various positions in providing each service. ZPFI then followed up to clarify data and resolve any potentially conflicting information. 

Step 4: Allocation of Indirect and Overhead Costs
1. Indirect - Business License employee time not directly spent on fee-related services, but in activities such as meetings, training, etc.
2. Overhead - Certain City departments have overhead costs that need to be apportioned among all departments and fees.

Business License Indirect Cost Allocation. Costs are allocated for employee time spent on activities that are not directly business license fee-related, such as training, meetings, etc. For example, an employee who provides fee-related services may also attend department meetings or training workshops. A portion of these indirect costs can be allocated to the unit costs associated with providing services for which fees are charged. 

City Overhead Cost Allocation. There are also overhead costs associated with other City departments such as human resources, IT, attorney etc. These costs have also been allocated and added to the direct unit costs. The overhead costs that are allocated to all City departments are shown in the following table.

Table 2: Total Overhead Costs
	Overhead Category
	Cost

	City Recorder
	$15,500

	City Council
	$344,600

	Treasurer
	$85,000

	Total
	$445,100


Source: Erda City FY2025 Budget

Total overhead costs for the City were divided between each full-time equivalent (FTE) employee to calculate an overhead cost per minute. As shown in the following table, the overhead cost per FTE is $71,216 per FTE or $34.24 per hour.

Table 3: Overhead Costs per Hour
	Description
	Amount

	Total Overhead Costs to Allocate
	$445,100

	Total City Employees
	2.5

	Employees in Overhead Departments
	                                                                                                                   0 

	Employees for Cost Spread
	                                                                                                                  2.5

	Cost per Employee per Year
	$71,216

	Cost per Employee per Hour
	$34.24

	Cost per Employee per Minute
	$0.57





Step 5: Calculation of Total Cost per Hour
The indirect and overhead costs per hour are added to the direct cost per hour to identify the total costs per hour. These calculations will be detailed in the Cost-of-Service Analysis.

Step 6: Calculate Costs per Service
This step calculates the total cost per service by multiplying the time spent by the fully loaded cost per hour. These calculations will be detailed in the Cost-of-Service Analysis.

Step 7: Geocode Police Calls for Service to Businesses
ZPFI collected police calls for service from the City for 2024 and analyzed both the calls to residential units and business locations. Calls for businesses were geocoded to business addresses to determine the calls for service to each business during 2024.

Step 8: Calculate Ratio of Business Calls for Service to Residential Calls for Service
During this step, ZPFI calculated the base ratio of calls for service to residential locations and calculated the call ratios for each business type. These were compared to the residential base ratio to determine any disproportionate impacts by a certain business type.

Step 9: Calculate Disproportionate Fee
This step calculates any disproportionate fees by multiplying disproportionate business ratios by the base police cost per call.

[bookmark: _Toc196904773]Cost-of-Service Analysis
Direct costs are incurred by those individuals who directly manage fee-related services. While the “average” time spent for similar services can vary depending on a variety of factors, this report is based on an “average” time spent per individual service, as shown in the table below.

Table 4: Minutes Spent by Position per Business License – New Application
	License Type
	City Recorder
	City Planner
	Building Official

	Cottage Industry
	75
	90
	30

	Home Occupation
	60
	60
	30

	Home Based Business
	60
	120
	0

	Commercial
	60
	210
	60

	Other
	75
	60
	0



The City also processes business license renewals, which on average take less time to process. Those time estimates are shown on the following table.

Table 5: MINUTES SPENT BY POSITION PER BUSINESS LICENSE – Renewal
	License Type
	City Recorder
	City Planner
	Building Official

	Cottage Industry
	30
	15
	5

	Home Occupation
	30
	15
	5

	Home Based Business
	30
	15
	5

	Commercial
	30
	15
	5

	Other
	30
	15
	5



The following table shows the total units of service provided during the past year, by service type.

Table 6: Total Licenses Completed
	License Type
	Units Completed

	Cottage Industry
	10

	Home Occupation
	50

	Home Based Business
	5

	Commercial
	10

	Other
	100



[bookmark: _Hlk112936028]Based on information provided by the City, employees spend between approximately 3 percent and 5 percent of their time in trainings or meetings and an allocation of that time can be attributed to business licensing.

It is also permissible to include the cost of conducting this cost-of-service analysis in the overall cost of the fees. Cost estimates assume the life of the study is 5 years and therefore the total cost of the study is divided by five and then divided by the total direct minutes identified for the various fee types. 

The study also includes the general overhead costs and the materials costs to determine the total cost for each employee involved with the fee-related services.

Table 7: Total Costs per Hour & Minute
	
	City Recorder
	City Planner
	Building Official

	Wages + Benefits (Health/Retirement) per Hour
	$55.89
	$41.65
	$65.68

	Indirect Costs per Hour - Overhead
	$5.81
	$5.81
	$5.81

	Indirect Costs per Hour - Training
	$1.68
	$2.08
	$3.28

	Supplies Cost per Hour
	$0.40
	$0.40
	$0.40

	Study Costs
	$1.77
	$1.77
	$1.77

	Total Cost per Hour
	$50.13 
	$149.88 
	$107.88 

	Total Cost per Minute
	$0.84 
	$2.50 
	$1.80 



The cost per minute for each employee is then multiplied by the time spent per service, by each employee, as shown previously in Tables 4 and 5. Total costs per unit are shown in Table 8. The base license fee is proposed not to include a per employee fee but simply account for the time spent to process the license.

Table 8: Total Cost per Unit
	License Type
	Total Units Completed 2024
	Current Fee
	New Application Cost Based on Study
	Renewal Cost Based on Study

	Cottage Industry
	10
	$0.00
	$341.41 
	$71.52 

	Home Occupation
	50
	$30 + $5 per employee
	$253.94 
	$71.52 

	Home Based Business
	5
	$30 + $5 per employee
	$349.88 
	$71.52 

	Commercial
	10
	$50 + $5 per employee
	$682.56 
	$71.52 

	Other
	100
	$30 + $5 per employee
	$212.53 
	$71.52 



As the City considers license fees for home-based businesses, it is important to note certain restrictions in Utah Code. The State of Utah prohibits municipalities from charging a fee to a resident of the municipality to operate a home-based business, “unless the combined offsite impact of the home-based business and the primary residential use materially exceeds the offsite impact of the primary residential use alone.”[footnoteRef:1] However, a municipality may charge an administrative fee for a license to an exempt home-based business owner if they request a license.[footnoteRef:2] [1:  Utah Code 10-1-203 (8)(a)]  [2:  Utah Code 10-1-203 (9)] 


[bookmark: _Toc196904774]Disproportionate Analysis
In addition to the costs of service to process licenses, there is a recognition that certain business types may have a disproportionate impact on the City. This is calculated using police calls for service to each business throughout the City. 

Total Calls for Service
In 2024, a total of 1,480 non-traffic related calls were received in the City. These calls are then geocoded in a GIS database to determine which of these calls were associated with businesses in the City. A total of 595 calls were reported at business locations and 885 calls for service were made to single-family residential locations. This results in a base single-family residential call for service ratio of 0.92 calls per housing unit.

Cost per Call
Police services in the City are provided by the Tooele County Sheriff’s Office. To calculate a cost per call, the budget for police services is divided out to the total calls for service. This includes only the percentage of time that is spent by the Sheriff’s Office actively responding to calls, which is estimated at 15%.[footnoteRef:3] Thus, there is a cost per call of $14.42. [3:  Estimate provided by Tooele County Sheriff’s Office.] 


Disproportionate Costs
The disproportionate cost is determined by removing extreme outliers from licensing categories to not skew the data. After this, the ratio of average calls per business is calculated. The base residential ratio is subtracted to identify any categories that have greater, or lower, calls than the average residential unit. Businesses with a final call ratio that is 0.00 or below demonstrate that their impact is not greater than the average residential unit and therefore would not be assessed a disproportionate fee.





Table 10: Commerical Call Ratios
	License Type
	Total Business w/o Outliers
	Calls per Business Ratio
	Final Call Ratio

	Agricultural
	3
	10.00
	9.08

	Construction
	24
	0.79
	(0.12)

	Daycare
	6
	1.83
	0.92

	Manufacturing/Distribution
	4
	4.75
	3.83

	Professional Services
	46
	0.78
	(0.13)

	Residential Treatment Center
	9
	44.11
	43.19

	Retail
	38
	1.58
	0.66

	Storage
	2
	5.50
	4.58

	Trucking
	7
	1.71
	0.80



To calculate the final disproportionate cost, each category is multiplied by the cost per call.

Table 11: Calculated Disproportionate Fee
	License Type
	Calculated Disproportionate Fee

	Agricultural
	$130.99 

	Construction
	$0.00 

	Daycare
	$13.23 

	Manufacturing/Distribution
	$55.28 

	Professional Services
	$0.00 

	Residential Treatment Center
	$622.85 

	Retail
	$9.56 

	Storage
	$66.10 

	Trucking
	$11.51 



Businesses that showed negative ratios when the base ratio was subtracted demonstrate that there is not a disproportionate impact and therefore their fee is $0.00.

[bookmark: _Toc196904775]Total Fee Calculation
The final business license fee is calculated by adding in the base license cost, with any disproportionate fees based on the type of business. These figures show the actual cost of services to the City. The City’s legislative body may determine to adopt fees lower than the calculated amounts but may not exceed the calculated amounts. Additionally, all businesses in each category must be charged the same fee for similar businesses.
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