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DATE :
November 10, 2008
TO: 

Mayor Tom Potter



Commissioner Sam Adams


Commissioner Nick Fish


Commissioner Randy Leonard

Commissioner Dan Saltzman



City Auditor Gary Blackmer

FROM:  
Casey Short, Financial Planning Manager
SUBJECT:
Overhead Ordinance 

Financial Planning is proposing a change in the way bureau overhead charges are calculated, in an ordinance before Council on November 19 (first reading):  Amend Accounting Procedure and Financial Management Policy and Procedures for services performed for private persons or governmental agencies and for interdepartmental services (Ordinance; amend Code Sections 5.48.030, 5.48.060 and 5.48.070; amend FIN 2.06).
Background
City bureaus have developed different methodologies for establishing overhead (indirect) rates.  Problems arise when customers, both internal and external, receive billings based on differing methodologies.  A citywide bureau overhead committee has designed a single standardized overhead methodology for application by all bureaus.  
This ordinance does four things:

1. Directs that a consistent methodology for calculating bureau overhead rates is established in the Office of Management and Finance (OMF);

2. Shifts authority for establishing bureau overhead rates from the Commissioner-in-Charge to the Chief Administrative Officer (CAO);

3. Enables OMF to implement the provisions of the new policy, establishing bureau overhead rates for FY 2009-10;

4. Provides that bureau overhead rates recover 100% of indirect costs unless waived by the CAO or by the Council through ordinance or policy.
Discussion
Current Code provisions require the Commissioner-in-Charge to approve bureau overhead rates.  There is no provision for consistency in the calculation of these rates, with the result that the overhead rates bureaus charge to private parties, other governments, and other bureaus may include inappropriate charges or exclude allowed charges.  A work team with participation from OMF, Water, Environmental Services, Transportation, and Parks has recommended that overhead charges should be consistently determined, based on the federal government’s guidelines for determining such rates.  This ordinance directs the CAO to be responsible for annually establishing these rates, which will be done with the consultation and recommendation of City bureaus, consistent with the methodology recommended.
The methodology for establishing bureau overhead rates is based on the guidelines provided in OMB Circular A-87, which establishes allowable charges for overhead recovery from federal grants.  If the ordinance is adopted, each bureau will have only one rate (some now have as many as five), the rate will be based on percentage of Personal Services costs rather than total costs, and rates will include only those indirect costs that support the service being provided.  The policy authorized in the ordinance will take effect with bureau overhead charges for FY 2009-10, and the revised rates will be included in bureaus’ budget calculations.  

There will be some revenue impact to bureaus, though the estimated amounts are largely not yet determined.  The change from total costs to Personal Services costs as the basis for calculating overhead rates makes comparison difficult.  Some bureaus will realize less overhead revenue (notably the Water Bureau, which projects a reduction of $437,000 by reducing its rate from 117% of Personal Services costs to 100%), while some bureaus with low overhead revenues are expected to have a positive budget impact because they will pay less in overhead charges.  However, any negative financial impact is expected to be mitigated somewhat by the provision in the ordinance that discounts or exceptions to the prescribed rates can only be approved by the Chief Administrative Officer or by the Council.
Recommendation

Financial Planning recommends Council approval of the ordinance.






An Equal Opportunity Employer

