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MEMORANDUM
Date: 12/04/2000
To: Beverly Stein, Multnomah County Chair
Diane Linn, Commissioner, District 1
Serena Cruz, Commissioner, District 2
Lisa Naito, Commissioner, District 3
Sharron Kelley, Commissioner, District 4
From: Suzanne Flynn, Multnomah County Auditor
Subject: Audit of Internal Services Billing

The attached report covers our audit of Internal Services Billing and includes the
billing systems for Data Processing and Telecommunications; Facilities and Property
Management; and Fleet, Electronics and Mail Distribution. This audit was in our
FY99-00 Audit Schedule.

Currently, Internal Service Reimbursements are used to recover costs of business
services that the County provides internally and other costs that must be allocated
Countywide but are not directly related to a service. In the initial stages our
assumption was that the systems in place did not provide adequate information to
determine the cost of services. We did not find this to be true. As a result, this audit
makes several recommendations that we believe are a first step towards increasing
the County’s ability to control the costs and quality of internal services.

We have discussed our findings and recommendations with the Internal service,
Finance and Budget managers, and the County Chair. Included in the audit are
responses from the County Chair and the Finance and Budget Managers. Because of
the shift in audit direction, our Office will direct audit follow-up to the Chair’s Office.
Pursuant to our new practice we will follow-up in 6 — 12 months and issue a report at
that time.

We appreciate the cooperation extended to us by the management and staff of the
internal service programs.
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Summary

Multnomah County Auditor’s Office

Internal servicesare businessesthat agovernment or corporation have chosen
to operaterather than purchasefrom outside the organization. A servicethat
isdelivered by the organization itself can be more responsiveto user needs
and moreefficient. InFY 2000-2001 Multnomah County’sinternal services
that we examined were budgeted for $56 million.

The purpose of our audit wasto assesstheeffectivenessof theinterna service
billing systemsfor Data Processing and Telecommunications; Facilitiesand
Property Management; and Fleet, Electronicsand Mail Distribution.

All of theinternal servicedivisionswereviewed have costing systemsthat
produce adequateinformationto allow them to defineand determinethe cost
of services. However wefound usersweregenerally dissatisfied and confused
with the current billing systems. Usersbelievethat some servicesare not
comparableto outside servicesand question the costs.

We believethe problemisthedesign of theinternal servicebilling systems.
Currently billingsare primarily to recover costs, and therefore providefew
incentivesor mechanismsto control costsor quality. Servicesarenot clearly
defined and some billed costs may not be directly related to the services
provided. Asaresult, many servicescannot becompared toindustry standards
and executive decisions madefor the good of the County cannot betracked.

The County needsto adopt abusinessmodel for internal servicebillingsand
to develop policiesthat can be applied consistently to all internal services.
Thispolicy needsto acknowledge thetwo objectivesof internal services, to
meet user needs and to meet countywide needs. The policiesneed to make
clear who has authority over the particular asset involved, requireinterna
servicesto set performance standards and be held accountable, separate
accounting for decisions made at an executivelevel from those made at an
operational level, andto set standardsfor contingency reserves.

Internd servicesshould dearly definetheir servicesusngcommercia equivaent
or industry standards. Servicesshould be separated into clearly identifiable
componentsand theinternal servicemanagersshould clarify expectationsand
responsihilities. Oncethisiscompleted the County should routinely measure
the serviceson quality and cost based on the standards and agreementswith
customers.
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Background

Internal services in
Multnomah County

Multnomah County Auditor’s Office

Internal services are an integral part of doing business for large
organizationsin both the private and public sectors. In large corporations
internal service units generate about 45% of employment, and about 11%
for Multnomah County. All internal services represent 27%, $557 million,
of the County’s 2000-2001 budget not including state and federal funds
to contractors and capital. Not only do internal services represent a
significant usage of public resources, but they also impact direct services
provided to the citizens.

Generally internal servicesincludeany activity not delivered directly toa
company’s customers. Such services might include legal, accounting,
human resources, data processing, facilities, fleet, and training. These
servicesareusually centralized to provide cost savings, create uniformity,
and providetechnical expertise.

In the corporate world, centralized internal service costs may or may not
become part of the direct cost of products and services. For agovernment
entity, theinterna service costsa so may or may not beincluded asan expense
in the department or program level budgets. When internal servicesare
included with the operating expenses of aprogram or businessunit these
interna servicecostsarehilled totheusersof those servicesusingaspecific
rationae. Billing methods used by agovernment or abusinessaresimilar.

Wheninternal servicescostsincrease, the effect isdifferent for government.
For abusiness, the profitswill decrease; for agovernment with funding
constraints, rising internal service costsmay result in areduction of other
program resources. Despitethedifferencein effect, solutionsfor rising costs
or inefficienciesarethesame.

Internal services examined inthisaudit were budgeted for $56 million for
FY 2000-2001. Included inthisamount are data processing, PC Flat fee
(replacement fund), telephone, facility management, fleet management,
electronics, mail distribution, and debt service. Thebudget by servicetypeis
shown below.
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Internal service billings
FY2000-2001

Multnomah County Auditor’s Office

Exhibit 1

Debt Service
19%

Data Processing
14%

Telephone

7%

Property Mgmt
43%

Electronics
1%

Mail/
Distribution
2%

Fleet
7%

PC Flat Fee

6%

Internal servicebillingshave grown 33% from FY 94-95to FY 98-99 nearly
the samerate asmost other cost categories. Theincreaseininternal service
billingsvaried fromahigh for Facilitiesand Property Management of 47%
growth to adecrease of 7% for Data Processing. Some of the Facilitiesand
Property increasesare dueto increased squarefootage, implementation of the
asset preservation program and increased construction in the County.
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Scope and
methodology
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Thepurposeof thisaudit wasto determineif internal servicebillingswerefair
and reasonable. The scopeincluded DataProcessing and Telephones; Facilities
and Property Management; and Fleet, Electronicsand Mail Distribution.
Wedid not look at risk management or indirect cost billings.

Weinterviewed finance or budget managersin most County departments.
Wetdked withtheinterna servicedivison managers, their finance managers
and other staff. We a o utilized information from the Fleet Audit that wasin
process at the sametime. Welooked at best practicesfor internal services
and for cost accounting.

As part of the audit we did a cost study for Data Processing, Fleet, and
Facilitiesand Property Management. The cost study included areview of
the costing methodol ogy used for accumulating costsfor the purposeof billing
departments. For Facilities and Property M anagement we al so accessed
datafrom their labor input and their accounting systemsto analyze costsfor
the nine-month period from July 1, 1999 through March 31, 2000.

Thisaudit wasincluded in our FY 99-00 audit schedule and was conducted
in accordance with the General Standards Section of Government Auditing
Sandards. A follow-up review will becompletedin 6-12 months.
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Audit Results

Policy for internal
services needs to be
established

County internal services

Current practices
do not encourage
good decisions

Multnomah County Auditor’s Office

The County needstoimprovepoliciesfor internal services. Eachinternal
servicewas created at different timeswithout establishing consistent criteria
Most internal servicesare accounted for in separate funds, except electronic
services which is in the Fleet Management Fund. The names of the
organizational location and accounting fund are often not the same.
Organizationally, someareidentified asaseparatedivision, whileothersare
part of alarger divison. Inthecaseof Facilities& Property Management
Divison, several distinct internal servicesare operating asone.

Exhibit 3

Service Type Organizational Location Accounting Fund

Information Services

Data processing Division Data Processing Fund

PC Replacement &
software
“Flat Fee”

Information Services

Division Capital Asset Acquisition Fund

Information Services

Telecommunications - Telephone Fund
Division

Property
management &
capital improvements

Facilities & Property

L Facilities Management Fund
Management Division 8

Fleet, Records, Electronics,

fl\f\eottor Pool” and Distribution Services Fleet Management Fund
Division (F.R.E.D.S)

Mail distribution F.R.E.D.S Mail Distribution Fund

Electronics F.R.E.D.S Fleet Management Fund

Source: Auditor’s Office Analysis

The County hasnot devel oped criteriafor deciding when aninterna service
businessunit or fund isneeded. Commonly, internal servicesare developed
tomeet the objectivesof efficiency, uniformity and to allow internal expertise.
Thecurrent philosophy inthe County appearsto be cost recovery rather than
buying and selling services. Thisdirection hasled to conflict and mistrust,
resulting ininefficienciesfor the County asawhole. Although most of the
internal servicesare availablefrom commercial sources, internal services
billingsare not perceived by usersas payment for servicesreceived.

Thecurrent syssem doesnot givethe County theability to measuretheefficiency
or effectivenessof these services. Someusersof internal servicesperceive
themselvesas captive customerswho seem to havelittleinformationto make
decisions. Departmentsfind examplesof smilar services offered outside of
the County at alower price and question thevalue of theinternal service.
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Define expectations
and measure results

Multnomah County Auditor’s Office

Further, internal service divisions consider the department usersastheir
customersand striveto providethe servicesrequested by the user. Sometimes
the services offered exceed what would be offered from an outside source
withafocuson customer servicerather than efficiency.

But, some business decisions that need to be made for the County as a
wholemay not dwayssatisfy individua departments. Without proper balance
between departments and countywideinterests, overall efficienciesmay not
bepossible. Wefound several examplesof alack of balance.

* Onedivision negotiated itsown contract for cell phonesgpart fromthe
County not realizing that the County’ srate with the contractor was
based on thenumber of users. Whilethedivisonredized somesmall
savings, therest of the County userswere charged ahigher ratefrom
the contractor because of the decreasein usage. Currently, theinternal
service managers have no authority to prevent such actions.

*Similar incidents have occurred within dataprocessing. Unlikethe
other internal services, dataprocessingisnot fully centralized. We
estimated that departments outside of the Data Processing Fund
provide 54% of the data processing servicesin the County. Some of
the costs for data processing performed by departments may be
duplicative of centralized data processing and cost the county
taxpayers in inefficiencies. Rather than use expertise from the
Information Services Division, less experienced departmental
employees may make poor purchasing or design decisions. To
determinethe extent of duplication or inefficiency would requirean
audit, but thisshould be reviewed by the County.

* Our recent audit of Fleet operationsisanother example. Fleet Services
philosophy wasthat the Division managed the supply of vehicleswhile
County departments managed thedemand. Asaresult, departments
individually determined thefleet s ze, decided upon fleet alternatives,
and assigned take-home vehicles. We estimated that many of the
County’s vehicles were not needed. According to our audit
efficienciesthat could havebeen gained fromaCountywide perspective
werelost.

Toachievethisbaancetheinterna service managersneed to begiven authority
to guide and enforce County standards and good business practices. The
Department representatives on varioususer committeesal so need to consider
what isinthe County’ sbest interestswhich sometimesmay conflict withindividua
department wishes.

We found that some of the confusion with internal servicebillingswasthe
result of vaguely defined services. Theusersarenot dwayssurewhat services
they arepaying for, and the service providersdo not dwayshaveclear criteria
as to what services are being provided. Or, where the service has been
defined, it may not be communicated or understood by users.
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Separate operating
costs from executive
initiative costs
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Eachinterna servicedivision needsto identify itsparticular businessactivity.
Facilitiesand Property Management has several businesses, among thema
construction company with both new construction and remodeling; property
management and leasing; and janitorial service and moving services. Fleet
providesdaily rental cars, long-term car leases, and auto repairs. Within
each of these businesses, separate services can beidentified.

National studieshave shown that internal service departmentswith better
definition regarding the service to be performed, had agreater customer
satisfaction. The County’s Data Processing Division hasbeenworking closely
withthe Information Technology Council and Operating Council to defineand
articulatetheir services. The Facilitiesand Property Management manager
has also suggested they may move to written agreements for property
management. Written service agreements are only oneway of clarifying
expectations. Although they do not haveindividua service agreements, mail
distribution hasaclear statement of servicesand charges so usersare not
confused asto expectations.

Oneway to clarify expectationsand measure resultsisby using standards
for quality and costs. These should be compared with those used by
commercia sources. For example, in Facilitiesand Property Management,
under the current system, rent includesthe actual operating costs, aswell as
debt, reserves and overhead. These costs can vary from year to year
depending on the condition of the building; and from building to building
based on whether the building has debt or reserves attached. Thebusiness
model for billing office and other space would beto chargefor space by a
few genera categoriesof buildingsat comparable market values.

The County internal service providersmay actualy haveamarket advantage
because they do not have to make a profit or pay taxes. If the County
cannot sall these services on acompetitive basisthe reason needsto be clear
so efficient decisions can be made. Providing abusiness serviceinternally
may not always meet competitive outside pricing. But the County should
not shy away from comparison and should clarify why differencesexist.

Quadlity candsobemeasured by comparisontoindustry sandardsand surveying
departments’ satisfactionwiththequality and cost of services. Some of these
measurements could beintegrated into key resultsaswell asbeing reported to
department usersand others. Further, when costsareaccuratdly and consistently
cd culated, decis on-makersand citizenscan determinethetruecost of providing
County servicesand achieving outcomes.

In alarge business as with a government there are some management
responsibilities on the executive corporatelevel and others onthe operating
divisonlevel. For the County many of theexecutivelevel decisonsresulting
in costsare billed at the operating level aspart of internal services. Asa
result the costs are allocated as overhead. In someinstancesthese can be
large and distort the actual operating costsfor thosedivisions.
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Debt service
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In our cost study for Facilitiesand Property Management wefound that the
planning function for the County isbilled asoverhead to all renters. The
sameistruefor construction management, where overheadishilled torenters
rather than construction projects.

These and other non-operating overhead costsare easily identified. If the
County decidesto continueto fund these unrel ated non-operating costs based
on squarefootage or other space allocation methods, they should be clearly
identified and appear asaseparate lineitem from Facilitiesand Property
Management billings. Thisidentification of costs separatesthe control and
responsibility for executive decisions from operating decisions and
responsibilities.

Similarly, research and devel opment for new technol ogy represent costs
unrelated to the specific service provided. Again onthe corporate level
these costs would benefit the business asawhol e, not smply one operating
divison. The County hashandled these costsincons stently and funded some
projects from the County’s General Fund and included others in data
processing overhead.

These and other non-operating overhead costs should beidentified and a
funding method selected. Includingthemasoverheadininternd servicebillings
createsinequitiesand confusion for users.

Debt service costsare another non-operating cost billed at theoperating divison
level. Thesecostsarenot handled consistently for all internal servicefunds.
Debt for Telecommunicationsand DataProcessngisincludedininternd service
fundsaong with therelated asset and depreciation. Thisiscorrect trestment
sincethe assetsare used in those operations.

Debt related to the County’s buildings is not recorded in the Facilities
Management Fund, nor aretherelated assets. However thisdebt ischarged
tothe departmentsaspart of building rent, collected by Facilitiesand Property
Management. Theexact amount isthen passed along to the Capital Lease
Retirement Fund asanother interna servicereimbursement. Facilitiesproposed
“Smplified FacilitiesClient Billing” would segregatethese so theinternd service
reimbursement could easily be accounted for directly inthe Capital Lease
Retirement Fund even though they are shown on onebilling. Thissegregation
would providedigtinction and responsbility between fixed costsand operating
costs.

Thedlocation of debt for buildingsneedsadditiond review. Thepresent method
isto chargethetenantsfor debt directly related to thefacility. Thismethodis
based on“funding sources’ rather than“value’ or cogt. Withtheimplementation
of the new accounting Standard GA SB34 from the Government Accounting
and Standards Board the County may want to reconsider how debt isall ocated
intoamorefair valuebasi srather than funding basis.
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Reserves for
replacement

Contingency
reserves
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Reserve funding ishow agovernment legally saves (reserves) money for
major capital purchases and carriesit into the next year. There arefour

major capital reservefundingsbeing billed asinternal services. Each of these
ishandled differently.

All departments contribute to areplacement fund for personal computers
and softwarethrough the PC Flat Fee. Departments have reported that this
workswell for them. The accounting for the PC Flat Feeisin aseparate
fund and shown asalineitemfor internal servicebillings.

Two other reservetype costsarethe Capital Surchargefor mgor maintenance
charges,; and the Asset Preservationincluded aspart of building rental costs.
Some building tenantsare confused asto the purpose and use of these charges
and fedl they should have control over the use of these reservesin amanner
similar to theway the PC Flat Fee works.

On the surface these charges may appear to bethe same asthe PC Flat Fee.
However, they are quite different. Whilethe departments control PC use,
building-usedecisionsarenot solely at the departments’ discretion. Because
these costsareincluded as part of building rent, tenants (departments) are
confused asto their ability to control costs or decision-making authority.
Thisconfusion might beavoided if those reserveswent directly to the Asset
Preservation and Capital Improvement Fundsrather than collected asrent
by Facilitiesand Property M anagement and then passed through to thesefunds.

Thefourthtype of reserve, handled differently than the abovethree, isfleet
replacement. Thereserve accounting for fleetisamixture of the Flat Feeand
asset preservation methods. Prior to our audit, Fleet Servicesconsidered the
carsinfleet asbelonging to the departments, versusleased or rented. However,
thereplacement reserveresidesinthe Fleet Fund. Departmentsreceiveone
chargemonthly for both fleet servicesand replacement. Feet servicesshould
regularly identify reservesfor vehiclereplacement.

Creating these reserves by the County exhibits good business sense. The
current billing method for them, however, creates confusion. Wherethe
property iscontrolled by the department, the segregation of reservesinto a
separatefund withindividual accounting asisdonefor the PC Flat Feemakes
sense.

Good management requires areasonabl e reservethat allowsfor operating
contingenciesand for capital replacement. Reserveswill increaseif theinterna
servicedivisonsmake profitsfromtheir salesof services. Although County
internal servicesshould operate like businesses, they should not make profits
at the expense of other departments.

Based upon our anaysis, both the Fleet Fund and Data Processing Fund may
havelarger fund balancesthan needed for capital and contingency reservesby
30%t040%. Themail Distribution and FacilitiesManagement Fundsclearly
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December, 2000
Page 9



Multnomah County Auditor’s Office

need toincreasetheir fund bal ance reservesto meet operating contingencies.
For thisanalysi swe used acontingency of 5%-10% pluscapital expenditures.

Policy for contingency reservesneedsto be established. If thefund balance
isto represent capital replacement reservesit should be designated as such.
Thepolicy should also have provisions of how to reduce excessreservesfor
both operationsand capital. Contingency reservescould beused for capital
if needed, could bereverted to the General Fund, could be used to decrease
priceincreasesor reduce prices, or could be refunded to purchasers.
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1. Toincreaseunderstanding of interna servicebillingsand usethebilling
system moreeffectively, the county should establish countywidepolicies
forinterna servicesthat:

Clarifiestheinternal servicemanager’ sresponsbility and
authority to balance the two objectives of meeting user
needs and countywide needs

Identifiesbilling for therecei pt of aninternal serviceat the
operating level separatefrom coststhat aretheresult of an
executiveleve decision

Requiresinternd servicesreporting and measurement to
monitor efficiency

Setstheleve of contigency reservesthat should be
maintained and the action that should betaken intheevent
of excessreserves

2. Todarify serviceexpectationsand alow measurement of results, interna
service managersshould clearly defineservices. Thisshould be
accomplished by:

Separating servicesintoidentifiable componentsor options

. Usngcommercid equivaentsand industry standards

Establishing written service descriptionswhen needed

. Measuring theresultsfor both quality and cost based on

industry standards and servicedescriptions

3. Tomoreaccurately anadyzetheimpact of executiveleve decisonsand
alow clarity in service definition, the County should account for debt
and replacement reserve chargesona consistent basis
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the Audit
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MEMORANDUM
To: Suzanne Flynn

From: Beverly Stein
Date: November 30, 2000
Re: Internal Services Reimbursement Audit

Thank you for your thoughtful overview of the purposes and uses of internal service
billings. You raise interesting issues, some of which have implications beyond the
accounting mechanisms you studied.

The audit suggests careful review of the way each internal service fund bills for its
services. That review will require different analyses and may produce different
outcomes depending on which fund is being considered.

As my first step, | have asked Finance Director Dave Boyer to prepare a policy
statement to include in the Board’s Financial Policies. The policy will list a num-
ber of factors that should be addressed in setting up any internal service fund:

- the reason for the fund

- the objective in having such a fund (as opposed to buying the service or
goods from a non-County vendor)

- the person responsible for managing the fund

- the size of its contingency and how that contingency should be paid for

- whether a capital replacement reserve is included in the fund and how it
should be paid for

-  how each fund will deal with any resources exceeding fund requirements.

Of course, this policy will not apply to all support functions. Many of them are
provided at General Fund expense and to some extent are covered by indirect cost
allocation formulas negotiated with the Federal government.

As your audit indicates, billing systems can confuse and dissatisfy users of internal
services. I will ask the Operating Council Finance Committee to review the billing
processes of each of the funds and report their findings to me. Where the
Operating Council finds existing billing mechanisms unsatisfactory, I will ask the
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managers of the specific funds to simplify and clarify the way they bill for their
services. This may mean providing a single rate for a service rather than breaking
down each service into its component pieces. The labor and expertise involved in
maintaining overly detailed billing systems may not be worth the effort.

Improving billing systems may not result in customer satisfaction with internal
service fees. The billing systems should be simple, clear, and allow the cost of a
program (including its reliance on internal services) to be compared with other
programs. However, even an ideal billing system will not satisfy a manager who
prefers to receive support more cheaply so that he or she can apply more re-
sources to direct service. I welcome your confirmation that the role of an internal
service manager must include stewardship in the County’s best interest, as well
as responding to individual users. Along with refining billing systems where
appropriate, other actions are required to make the best use of our investment in
central support programs, including thoughtful consideration of what services
should be provided centrally and which are more effectively carried out within
departments. I believe this effort will have greater impact than an exclusive focus
on improving the ways we spread costs.

I also believe that the cost of internal services should be measured against
industry standards or alternative service delivery mechanisms. That
comparison should be done at the fund level and on a regular basis. I will ask the
directors of Support Services and Environmental Services to propose a work plan
to make this analysis a routinely scheduled event.

The primary requirement of an internal service billing system is to assure that
the cost of providing services is borne by the current and/or potential users of
the services. An internal service fund must recover its costs. The rationale
underlying a billing system must be that the costs of services are spread equitably
across all appropriate programs. This includes billing departments for services
determined to be strategic investments whether or not they appear to directly
benefit from those investments. An example of the latter is the central data
center at ISD which is most cost effective for the County when all departments
take advantage of the resource.

The County cannot appear to disadvantage one or more of the County’s funding
streams by allocating internal service costs inequitably. Such a perception would
jeopardize the continuation of outside funding. At the same time, the County
cannot afford to allow its General Fund to assume a disproportionate share of the
cost of internal services. This would jeopardize programs the Board chooses to
provide with local resources.

Another key use for internal service billing systems is to provide incentives to
departments to utilize services which are determined at a County- wide level
to be strategic uses of resources. A good example is the Decision Support for
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Justice. This data warehouse is not being billed to departments based on usage
because the County wants to encourage use of the system to improve decisions,
not discourage departments from using the data in a short-sighted attempt to
lower their costs.

Resolving the tensions created by these conflicting factors will require careful,
program by program analysis. [ will ensure that a complete fund by fund,
response to the recommendations on billings is put together. This response
will be scheduled so that the 2002-03 budget process reflects the changes that
response suggests.

Thank you for your work on behalf of the County taxpayers and County employees.

C. Board of County Commissioners
Cecilia Johnson
Maria Rojo
Dave Warren
Dave Boyer
Tom Guiney
Lisa Yeo
Delma Farrell
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MEMORANDUM
TO: Board of County Commissioners

FROM: Dave Boyer, Finance Director
Dave Warren, Budget manager

DATE: November 28, 2000

SUBJECT: Internal Service Billing Audit
The following is our response to the Internal Service Billing Audit.

1. To increase understanding of internal service billings and use the billing system more

effectively, the county should establish countywide policies for internal services that:

a. Clarifies the internal service manager’s responsibility and authority to balance the two
objectives of meeting user needs and countywide needs

b. Identifies billing for the receipt of an internal service at the operating level separate from
costs that are the result of an executive level decision.

c. Requires internal services reporting and measurement to monitor efficiency

d. Setsthe level of contingency reserves that should be maintained and the action that
should be taken in the event of excess reserves

RESPONSE:

We agree that the Board should establish policy guidelines for internal service funds. We will
prepare a policy statement for the Board’s consideration. The policy statement will require
that the resolution establishing each internal service fund address:

the purpose of the fund,
the role of its manager,
the size of its contingency account and how it should be recovered by the billing system,
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the need for a capital replacement reserve and how it should be recovered by the billing
system,
and how any resources in excess of fund requirements will be handled.

Executive level decisions can be actions that are amenable to separate funding allocations. On
the other hand, they may result in costs that are legitimately recovered using an internal billing
system. For example, paying custodial contractors a “living wage” results in a service cost that
is higher than many non-County operations pay. That cost, we believe, should be allocated to all
receivers of custodial services. Separating the cost of the executive level decision in the billing
system from the market rate would serve no useful purpose. Analysis of the impact of that
decision should be performed as part of comparing the cost of providing custodial services as
a whole with market rates so that the Board can determine whether the tradeoff in expense is
balanced by a public good. Paying for that decision with General Fund revenue is not the only
legitimate way of covering the cost.

2. To clarify service expectations and allow measurement of results, internal service
managers should clearly define services. This should be accomplished by::
a. Separating services into identifiable components or options
b. Using commercial equivalents and industry standards
c. Establishing written service descriptions when needed
d. Measuring the results for both quality and cost based on industry standards and
service descriptions

RESPONSE:

We believe that most of these recommendations could help clarify the billing systems of the
internal service funds. Many of them are currently in use in different funds. They should be
examined for applicability to each fund.

The one exception is recommendation 2. d. We believe that the internal service funds should
be held accountable for the quality of their services and their costs. One way to measure their
guality and cost is to measure them against comparable operations. This may include mea-
surement against industry standards, where such exist. But we do not believe that looking at
the results of the billing systems facilitates this comparison. We believe that the services
themselves should be examined, looking at the operations providing the services.

In sum, the expenditures of a fund (the actual cost of providing the service) should be the
basis of comparison to industry standards and external comparables, rather than the revenue
side (per unit costs billed to departments). The billing mechanisms may legitimately include
indirect overhead, and other costs not related directly to providing the service, which external
comparables may not incur or may spread in a different way.

3. To more accurately analyze the impact of executive level decisions and allow clarity
in service definition, the County should account for debt and replacement reserve
charges on a consistent basis.
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RESPONSE:

We agree and will propose to the Board that charges for debt and capital replacement
reserves be explicitly addressed for each internal service fund.
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