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|. Executive Summary

Objectives and Approach

This review was initiated in response to a budget note in the Mayor’s Adopted Budget for FY 2017-18
identifying weaknesses in the funding methodology for Office of Management & Finance (OMF) central
support services. The budget note called for OMF to work with the City Budget Office (CBO) and
customer bureaus to develop options and make recommendations to ensure that support services are
able to meet the demands of City bureaus.

Framework LLC examined existing central support services funding mechanisms and assisted OMF staff,
customer bureaus, CBO representatives, and other stakeholders to define desired outcomes and to
identify and evaluate strategies to improve OMF support services funding. OMF leadership scoped the
project to include key customer needs, employee recruiting, and contract support. We considered
revenue sources, budget processes, cost recovery methods and accounting strategies related to the
funding of two central support services providers: the Bureau of Human Resources (BHR) and
Procurement Services.

Funding Challenges and Impacts

BHR and Procurement Services are challenged by the City’s growing demand for support services. As the
City of Portland’s population continues to grow, demands for City services, operations, and
infrastructure will increase. The City is undertaking major capital projects to address backlogs in
infrastructure maintenance and improvement that will generate significant workloads for BHR and
Procurement Services. Central support services budgets do not compete well for General Funds against
requests from bureaus who serve City residents. Without changes to the City’s funding approach
Procurement Services and BHR may not be equipped to meet customer demand, and customers are
concerned.

Our review revealed the following:

1. The City’s budget process for central support services does not anticipate growth or adapt well to
changes in customer demand:

A OMF’s Current Level Appropriation Level (CAL) Target, or base General Fund budget, is
calculated using the bureau’s previous budget adjusted for inflation. It does not take into
consideration projected demand for services related to citywide growth in budgets or FTE
positions, large capital projects, or new policy initiatives.

A Because the General Fund Overhead Model (GFOH) uses CAL targets to calculate the internal
services costs that will be allocated to City funds, it builds “business as usual” into customer
bureau budgets.

A OMF’s add decision packages have not been competitive against requests for funding from
public services bureaus such as Police and Fire, and its reduction packages have been accepted
at a higher rate than those of other General Fund bureaus.
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A Required reduction option decision packages for General Fund bureaus during a time of record
setting revenues and significant bureau growth complicate prioritization, planning and decision-
making during the budget development process, and create an environment difficult for central
support services to obtain additional funding.

A BHR and Procurement Services do not plan and budget for budget reductions, variability in
demand, or unexpected needs. Unlike enterprise bureaus or internal services funds, BHR and
Procurement Services are unable to create contingency accounts, and may use carry over funds
only under specific circumstances with Council approval.

A Interagency Agreements (lAs) can address specific customer needs but are valid for only one-
year, making it difficult for BHR to attract and retain qualified staff to deliver services.

2. The budget process is missing meaningful comparisons of central support services needs and
priorities with those of other General Fund bureaus:

A OMF has not been able to quantify the impacts of funding or staffing changes on service levels
or performance. Lack of data has likely impacted the success of its decision packages.

A Central service providers and customer bureaus usually do not anticipate or plan for central
support services that will be required as part of large capital construction programs or
information technology projects.

3. Base services, service levels, and costs are not transparent to customers.

A There are no descriptions of the basic services and performance levels that customers should
expect to receive as part of their General Fund overhead assessment. Costs or prices of services
are not calculated unless customers have executed an Interagency Agreement with OMF.
Customers do not have a common understanding about what levels of services and
performance they can expect.

A Customers don’t see or understand the costs of services allocated through overhead. The GFOH
assessment is not charged to General Fund bureaus; rather, it is used to reduce General Fund
resources. For many General Fund customers costs are invisible.

4. Current funding methods have created inconsistencies in service levels and payments for services.

A There is no established level of service that is available to all customers from year to year.
Service quantities and performance objectives vary, depending on available funding and related
staffing levels.

A Some Bureaus have been able to execute Interagency Agreements to obtain extra services or
dedicated staff resources, or have resources to provide or procure services themselves. Others
have not. Without a clear definition or description of base services, there is a risk that
Interagency Agreements could inadvertently duplicate services and charges that are included in
the GFOH assessment.

A Procurement Services costs related to large construction projects are allocated to all bureaus
even though a few enterprise bureaus consume most of the services. The GFOH model fully
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allocates Procurement Services’ costs related to construction contracts to all bureaus, even in
cases where enterprise bureaus are the largest consumers of services and have the ability and
authority to pay for them.

5. BHR and Procurement Services are not equipped to meet growing customer demand.

A OMF budgets and staffing levels have remained constant over time, while City budgets, staffing
levels, and related workloads have increased.

A Customer demand for services is projected to increase, given large capital projects and City
initiatives that have already been approved or planned. Enterprise bureaus or bureaus with
approved capital projects will continue to demand services even if General Funds for central
support service are reduced.

A Customers report they do not always receive the levels of service they need, and have identified
issues with timeliness, unavailability of desired services, inadequate resources to purchase
needed services, and disparities in service levels between agencies. Customers and stakeholders
would like to see improvements in both recruitment and contracting services.

Recommended Strategies to Improve Funding Methods

Central support services face unique funding challenges that warrant creative funding strategies. Based
on our work with OMF staff, CBO representatives, customer bureaus and other stakeholders we
identified four strategies that could be used to improve funding for BHR and Procurement Services.
These were selected from all those suggested and evaluated during working sessions. They are designed
to work concurrently to achieve desired outcomes, and include:

1. Define base service levels. Describe the basic services and expected performance that will be funded
by General Fund Overhead charges and available to City customers. Include direct services such as
recruitment, and contract development. Also describe other important services that OMF provides,
such as benefits administration, policy development, labor management, and regulation.
Stakeholders agreed this work would provide much-needed visibility to services and performance,
support central services budget requests to “right-size”, strengthen planning and budgeting, and is
critical to the success of other strategies.

2. Allow General Fund carryover. Authorize BHR and Procurement Services to carryover unspent
General Fund balances for use as a contingency fund in the next fiscal year. Work with customers to
define appropriate uses for the funds, which could include software or systems purchases, process
improvements, or seed money for upcoming projects and new staff. Stakeholders were generally
supportive of this strategy but cautioned that carryforward should be limited to certain defined uses
and that expenditures should be prioritized with customer oversight. The CBO believes that other
General Fund bureaus might insist on similar treatment. This strategy has potential to increase funds
available to OMF in a given fiscal year.

3. Implement a growth factor Apply a factor to the CAL Target calculations for Procurement Services

and BHR to reflect citywide growth or contraction. Utilize the factor to produce additional funding in
times of expansion, and specific targeted cuts in time of contraction rather than the current
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mandated cut process. Develop specific adjustment factors for each provider based on citywide
data such as number of FTE positions, total Personal Services expenditures, and the number or value
of contracts, for example. Establish a maximum range of adjustment that could be made. All
budgets would remain subject to review and adjustment by Council. Most stakeholders were
supportive of a strategy to better account for growth; however, the CBO and some stakeholders did
not support use of this particular mechanical factor. This strategy would increase revenues available
to OMF in most fiscal years.

4. Create service “buy-up” options. Once base services are identified, allow customers to purchase

additional services or enhanced performance based on need. Use performance-based Interagency
Agreements (lAs) to confirm services, pricing. Over time, consider identifying specific services that
could be removed from the General Fund overhead allocation and priced individually. Stakeholders
agreed this strategy could help customers to manage costs. This strategy has the potential to
increase OMF revenues.

Benefits of Funding Strategies
Primary benefits for customers:
A Improved visibility of services and costs,
A Better information about performance (what to expect, what was achieved),

A Ability to manage more of the costs of services,
A Limited financial impact to other bureaus.
Primary benefits for OMF:
A New options to fund growing demand and address unexpected workloads,
A Revenue better matches city growth and demand for services,
A Ability to plan for and meet customer needs,
A Challenged to create and maintain Service Level Descriptions,
A Better information to support funding requests.

Benefits for CBO, Council and stakeholders:

A Better communication between customer bureaus and service providers, including discussions
about customer needs and OMF’s ability to deliver services,

A Opportunities to “right-size” BHR and Procurement Services based on service levels and
performance.
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[l. Introduction

A. ProjectOverview

This review was initiated in response to the following budget note directed to the Office of Management
& Finance (OMF) in the Mayor’s Adopted Budget for FY 2017-18:

Title: Develop Options for OMF Central Services Funding Models

OMF central service providers in the General Fund are currently funded with a combination
of resources including General Fund overhead, General Fund discretionary, and interagency
charges. This funding methodology does not always allow OMF to provide the level of
services demanded by City bureaus. In addition, many of the administrative cuts taken by
Council in recent years have hampered OMF’s ability to respond to growing service
demands. As a result, some additional services are funded through direct-billed interagency
agreements or decentralized staff assignments, which can result in inconsistencies in service
levels, policy oversight, and compliance.

Council directs OMF to work with CBO (City Budget Office) and customer bureaus to develop
options and make recommendations to ensure that support services are able to meet the
demands of City bureaus. The recommendations will be shared with Council with the FY 2017-
18 Fall BMP, so that any changes in funding methodology can be incorporated into the FY 2018-
19 budget process.

Framework LLC examined the funding methodologies currently used for central support services and
assisted City staff, bureau customers, CBO representatives and other stakeholders to define desired
outcomes and to develop strategies to improve OMF support services funding.

B. Subject Central Services Providers

Our review focused on two of OMF’s central support services providers:

A The Bureau of Human Resources (BHR) helps City bureaus recruit, develop, and retain a
competent and highly qualified workforce that is representative of the communities the City
serves. BHR’s responsibilities also include management of the Portland Police Bureau's
Personnel Division, management of the City's health insurance and deferred compensation
programs, developing and maintaining the City's Human Resources Administrative Rules,
providing administrative support to the Civil Service Board, and ensuring compliance with state
and federal laws. BHR also provides strategic leadership, management, and expertise to the City
Council, bureau management and Labor Management Benefit Committee.

BHR’s FY 2016-17 General Fund resources were $8,677,747 and included 79 Full Time Equivalent
(FTE) positions.!

! Adopted Budget, City of Portland, Oregon, Fiscal Year 2016-17, Volume One, Citywide Summaries and Bureau
Budgets. Does not include the Health Insurance Operating Fund.
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A Procurement Services is a division_ of OMF’s Bureau of Revenue and Financial Services (BRFS).
Procurement Services is responsible for procuring supplies, materials, equipment, and services
necessary for the proper operations of City bureaus in a manner that is compliant applicable
laws, regulations, and City policies. Procurement Services also provides leadership, policy
development, oversight, and management of the City's procurement and contracting processes,
and assists the City to implement strategies to increase the capacity of minority and women-
owned businesses and to diversity the workforce on City construction contracts.

Procurement Services’ FY 2016-17 Adopted budgeted expenditures were $5,692,024 and
included 40.17 FTE positions.2

C. O MF CentralSupportServicesunding Methodologes

We defined “funding methodology” broadly, to include revenue sources, budget processes, cost
recovery methods such as overhead cost allocation and charges for services/direct billing, and
accounting strategies. These are briefly described below.

Revenues

A significant proportion of OMF’s funding (47% for FY 2016-17) comes from interagency charges to

other bureaus.> OMF charges bureaus directly for providing technology, city fleet, facilities, printing and
distribution, and risk management services.

A much smaller percent of OMF’s funding (4% in FY 2016-17) comes from the City’s General Fund. The
Bureau receives both General Fund Discretionary funds (funds that Council may direct to programs and
services in any area) and General Fund Overhead funds (funds resulting from the assessment of
overhead costs to City bureaus). The General Fund supports the following OMF central services
functions:

A The Bureau of Human Resources (BHR)
A The Bureau of Revenue and Financial Services (BRFS), including
- Procurement Services
- Accounting
- @Grants Management
A The Chief Administrative Officer’s (CAO’s) Office
- Business Operations

BHR and Procurement Services depend on General Funds to provide services to bureau customers. Most
of BHR's operating revenue comes from General Funds (85% of operating revenues in FY 2016-17) and
Miscellaneous Revenues (11% in FY 2016-17.) A very small percentage of operating revenues (4% in FY
2016-2017) is from direct charges to customer bureaus using Interagency Agreements.* Procurement

2 Ibid, p. 644.
3 bid p. 575.

4 The largest single source of BHR’s overall revenue (86% in FY 2016-17) is from premiums or charges for employee
health insurance and for other employee benefit programs BHR administers.
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Services is funded almost exclusively through General Funds, but receives 3% of its revenues from
Interagency Agreements.

OMF is one of many recipients of General Fund Overhead funds. In FY 2016-17, BHR and Procurement
Services received 26.1 % of all General Fund Overhead funds. Other recipients included the CBO and the
Offices of Equity and Human Rights, Government Relations, City Attorney, City Auditor, and City Council
offices, the Office of Neighborhood Involvement, the Bureau of Planning & Sustainability, to name a few.

General Fund Overhead Allocation
FY 2016-17 Adopted Budget

$25,000,000
$21,141,468
$20,000,000
$15,000,000
$10,000,000
$4,681,376
$5,000,000 2,772,864
$0 -
BHR Procurement Services All Other Bureaus

Source: OMF

General Fund Budget Process

City General Fund budgets are developed by establishing a Current Level Appropriation Level (CAL)
Target, or base budget, that can be increased or reduced using bureau decision packages. OMF’s CAL
Target is calculated by the CBO and includes the previous year’s General Fund Adopted Budget plus
inflation and any Council-directed adjustments. OMF may submit decision packages to request
adjustments to its base budget that include:

>~

Adds or cuts to General Fund discretionary and overhead revenues,

>

A new source of revenue or increases in fees,

>\

Adds or cuts to permanent full-time or permanent part-time positions,

>

Adds of limited term positions (for visibility in budget document),

>

Realignment of resources among programs with significant impact on how or what services are
delivered.
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In recent years, all General Fund bureaus have been instructed to offer decisions packages that propose
5-10% reductions in overall spending. Traditionally, OMF has offered these reductions across the board
consistent with citywide guidance, rather than to specific bureaus, divisions or functions.

Overhead Cost Allocation

City overhead costs, including costs to operate OMF’s Bureau of Human Resources (BHR), Bureau of
Revenue and Financial Services (BRFS), and Chief Administrator’s Office (CAQ) are allocated to other City
bureaus and funds using the General Fund Overhead Model (GFOH). Costs are estimated using CAL

Targets, and are allocated using a combination of each fund’s actual expenditures (75%) and number of
FTE positions (25%). The model uses a three-year average of each fund’s metrics.

The CBO maintains the model, and updates it based on actual metrics from the prior fiscal year. The
updated model forms the basis for allocating the cost of GFOH services for the subsequent budget year.

Other Cost Recovery Methods

OMF executes bureau to bureau Interagency Agreements (IAs) in order to provide some services to

bureaus. For example, OMF maintains:

A Agreements between BRFS’s Accounting Division and the Bureau of Fire and Police and Disability
and Retirement (FPDR), Portland Bureau of Transportation (PBOT), Mount Hood Cable
Regulatory Commission (MHCRC), and the Bureau of Hydroelectric Power to provide accounting
and financial support.

A An agreement between Procurement Services and the Portland Housing Bureau (PHB) to
provide compliance services for housing construction and development projects.

A Agreements between BHR and Bureau of Development Services (BDS), and a planned
interagency agreements with the Portland Bureau of Transportation (PBOT) for recruitment
services. These agreements provide bureaus with exclusive access to FTE positions in BHR for a
certain period, up to one year.

A very small proportion (3%) of BHR and Procurement Services total revenues come from Interagency
Agreements.

Accounting Tools

OMF uses internal service funds to account for revenues from OMF’s sale of selected central services to

other City and/or governmental entities. Current funds include City Fleet, Facilities Services, Enterprise
Business Solutions, Risk Management, Printing and Distribution, and Technology Services. OMF has
authority to use internal service fund balances as needed, and balances may be carried over to the next
fiscal year. However, funds must recover all costs, maintain working capital reserves (have sufficient
reserves to operate from one billing cycle to the next), and maintain asset replacement reserves, if
applicable.
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D. Economic and Budget Environment

According to the CBO, the City of Portland’s population has grown significantly during the last decade. It
continues to attract young, highly-educated, and wealthier residents and visitors. As a result, the City is
experiencing unprecedented revenue growth, resulting in $18.6 million in additional resources in FY
2017-18 above what is necessary to continue existing programs. The Mayor’s Proposed Budget for FY
2017-18 included approximately $2.3 million in ongoing cuts and budgets $20.9 million in one-time
resources.’

Population growth has fueled demand for City services and spending on City operations and
infrastructure has increased. Demand for OMF’s central support services has also increased, as bureaus
hire staff, execute construction and professional services contracts, and make purchases. Ratepayer or
user-funded bureaus, such as the Water Bureau, Bureau of Environmental Services (BES), and Bureau of
Transportation (PBOT), continue to grow and demand support services even as cuts to General Fund
bureaus are made.

City policy requires that at least 50% of General Fund ending fund balance be spent on major
maintenance and replacement of City assets,® and the City plans to undertake major capital projects to
address backlogs in infrastructure maintenance and improvement. Projects that are expected to require
significant contributions from central support services providers include:

A The Parks Bureau Parks Replacement Bond. This bond, approved in November 2016, authorizes
up to $68 million in general obligation bonds for capital improvement projects.

A Portland Affordable Housing Bond. This bond, approved in 2016, will invest $258.4 million in
affordable housing. In the next 5-7 years, the City expects to build and/or renovate an
additional 1,300 units of affordable housing.

A Bureau of Transportation Street (PBOT) Fee Funds. The PBOT budget includes an investment of
over $50 million in capital improvement projects for FY 2017-18, up from just over $10 million in
spending in FY 2016-17.

A Bureau of Environmental Services (BES) capital projects. BES’s storm water services expansion
and other capital investments drive FY 2017-18 spending up to $71 million, up from $43 million
in FY 2015-16.

A “Build Portland”. This project would spend $50 million in major maintenance and infrastructure
across the City over the next 6-10 years, and $500 million over the next 20 years.

A Water Bureau water filtration facility. To meet federal requirements, the Water Bureau
anticipates building a new water filtration facility within the next 10-12 years, at an estimated
cost of $350 to $500 million.”

5 City of Portland General Fund Forecast UPDATE, FY 2017-18 through FY 2021-22, City Budget Office, April 2017.
City financial policies require that the City balance its budget over an entire five-year forecast, and any anticipated
budget cuts must be enacted in the first year of the forecast.

5 |bid.
7 Portland Water Bureau website, updated September 27, 2017.
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lll.Evaluation of CurrehFunding Methodologies

A. Funding Challenges
We examined funding methods for BHR and Procurement Services and found the following:

1. The City’s budget process for central support services does not anticipate growth or adapt well to
changes in customer demand.

Current Level Appropriation Level (CAL) Targets, the starting point for internal services budgets, rely
on historical budget and FTE position data and do not take into consideration projected demand for
services related to citywide growth, large capital projects, or new policy initiatives. CAL Targets are
calculated using a bureau’s previous year’s Adopted General Fund Budget adjusted for inflation,
Council-directed adjustments or priorities, Cost of Living (COLA) increases, and position step
increases. This calculation does not capture growth in the City budget or FTE positions, both drivers
of additional workload for central service providers. Because the General Fund Overhead Model
(GFOH) uses CAL targets to calculate the central support services costs that will be allocated to City
funds, this calculation builds “business as usual” into bureau budgets.

The graph below highlights the disparity between BHR and Procurement Services General Fund

overhead allocations and those of other City General Fund bureaus:

General Fund Overhead Allocation
Three Year Comparison (Adopted Budgets)

$25,000,000
$22,384,534
521,141,468
$20,000,000 $19,573,006
$15,000,000
$10,000,000
$4,681,376
54,731,336 $4,719,602
$5,000,000 $2,772,864
l l $2,836,500 $2,935,953
$0 . . . -
BHR Procurement Services All Other Bureaus

HFY2015-16 ®FY2016-17 ®FY2017-18 Source: OMF

To obtain funding for new services or increased levels of service related to projects or policy
initiatives, OMF must prepare and submit budget decision packages. Traditionally, OMF’s decision
packages have not been competitive for General Fund resources against packages offered by direct
public service bureaus such as Police or Fire. As part of the FY 2017-18 budget process the CBO
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surveyed bureau fiscal managers and asked them to rate a subset of OMF decision packages against
their own packages. They found that General Fund Bureaus tended to prioritize their own direct
services over OMF services.® Stakeholders and staff we spoke with during work sessions confirmed
that it is difficult to justify funding procurement services or human resources requests when
compared to requests for services directly impacting the community, such as those provided by
Police or Fire Bureaus.

In recent years the Mayor has directed General Fund bureaus to create decision packages
identifying 5-10% budget reductions. In theory, reduction packages are used to focus attention “on
the bureau’s core mission, and to limit add package requests to those which address only the
highest priority programs and services.”® In practice, add packages and reduction packages are
considered separately, without regard to how they might collectively impact programs or services.
Base expenditures included in CAL Targets are typically not subject to evaluation, and there is
limited ability to compare new requests to existing programs, services, or levels of expenditures.

OMF’s central support services decision packages compete directly with packages from other
general fund bureaus Traditionally, OMF’s reduction or “cut” packages have been accepted at a
higher rate than those of other General Fund bureaus. Fully 92% of OMF submitted budget
reductions were accepted as part of the Adopted Budget during the past five years, as compared
60% of all other General Fund bureaus’ reduction packages.°

Percentage of Reduction Packages Adopted by Council, FY12-FY18

Packages with $ reduction (cut) versus zero (cut not adopted)
100%

90%
%

80%
70%
60%
50%
40%
30%
20%
10%

0%

Source: OMF analysis of
CBO BRASS data.
Reductions were not
required in FY 2014-15.

8 City Budget Office review of the Office of Management & Finance FY 2017-18 Budget Request, March 6, 2017.
9 City of Portland FY 2017-18 Adopted Budget, Citywide Summaries and Bureau Budgets, Vol 1. Pg. 31.
10 City Budget Office BRASS budget database analysis of historic decision package data (provided by OMF.)
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BHR and Procurement Services have few options to manage budget reductions, variability in
demand or unexpected needs. They do not have resources available to internal service funds or
enterprise funds such as the ability to create contingency reserves or to carryover fund balances
from year to year without permission. They may request a General Fund carryover for open
purchase orders, a specific project that has not been completed, or positions that are approved but
not yet filled. In rare instances they may be allowed to carryover discretionary General Funds for
other purposes. Interagency Agreements (lAs) can be used to address specific customer needs but
are valid for only one fiscal year, making staff planning, hiring and retention difficult.

2. The budget process is missing meaningful comparisons of central support services needs and
priorities with those of other General Fund bureaus.

OMF decision packages lack information to support decision-making. OMF has not been able to
guantify the impacts of funding on workloads, staffing, service levels or performance on BHR and
Procurement Services, and has not always made a compelling case for change when compared with
the needs of other bureaus. Lack of data has likely impacted the success of its decision packages.

OMF and its customer bureaus do not anticipate or plan for central support services that will be
required as part of large capital construction programs or information technology projects.
Discussion about projects are limited to the current fiscal year’s budget, and may occur too late to
adjust BHR or Procurement Services staffing to meet demand. In part, this is due to an
organizational culture and budget process that encourages making decisions in “silos” rather than
collectively. City bureaus have not been encouraged to broadly consider needs for human resources
and procurement functions. Instead, these functions have been viewed as competitors for scarce
funding.

3. Base services, service levels, and costs are not transparent to customers.

BHR and Procurement Services have not described basic services and performance levels that
customers should expect to receive as part of their General Fund overhead assessment. Costs or
prices of services are not calculated unless customers have executed an Interagency Agreement
with OMF. Customers we spoke with do not have a common understanding about what levels of
services and performance they can expect.

General Fund bureau customers don’t see or understand the costs of services allocated through
overhead. While enterprise bureaus are billed for their portion of the GFOH assessment, General
Fund bureaus are not. Rather, the amount of the GFOH assessment is used to reduce available
General Fund resources. The GFOH assessment is invisible to General Fund bureaus.

4. Current funding methods have created inconsistencies in service levels and payments for services.

There is no established level of service that is available to BHR or Procurement Services customers
from year to year. Service quantities and performance objectives vary, depending on available
funding and related staffing levels in each fiscal year. Some bureaus have been able to execute
Interagency Agreements to obtain extra services or dedicated staff resources, or have resources to
provide or procure services themselves. Other bureaus have not.
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B.

1.

Without a clear definition or description of base services, there is a risk that Interagency
Agreements could inadvertently duplicate services and charges that are included in the GFOH
assessment. There is also an incentive for central support services to divert resources to customers
who can afford to execute Interagency Agreements, rather than improving basic services for all
customers.

The GFOH allocates Procurement Services’ costs related to large construction projects to all bureaus
even though a few enterprise bureaus use most of these services. The Water Bureau, Bureau of
Environmental Services (BES), and Bureau of Transportation (PBOT) and Parks Bureau accounted for
a significant portion of the value of awarded construction projects within the last five years. In most
cases, enterprise bureaus have the ability and authority to pay for services directly as part of project
budgets.

Percent of City Construction Contract Award Value,
by Bureau, FY 2016-17

All Other
1%

PBOT
3%

Parks
Water 5%

64%

Source: OMF
(DRAFT)

Impactson Procurement Services, BHR

BHR and Procurement Services are not equipped to meet growing demand from customer bureaus.

BHR and Procurement Services budgets and staffing levels have remained stable over time, while
City budgets, staffing levels, and related central support services workloads have increased. The
City’s budget grew 31.4% from FY 2013-14 to FY 2017-18. In comparison, BHR’s General Fund
budget increased by 6.6% and Procurement Services’ budget increased by 13.7% during the same
period.
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City Budget Trends
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Similarly, the number of FTE positions citywide increased by 15.4%, while BHR’s FTE positions
increased by 6.7% and Procurement Services by only 3%.

Trends in Authorized FTE Positions
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BHR was unable to provide specific information about its workload in time for this report, including
the number of requisitions, recruitment requests, or lists it received or managed over time.
However, we do know that two primary drivers of BHR’s overall workload — the City’s Personnel
Services budget and number of FTE positions — have increased over time. BHR budgets and FTE
positions have not matched these increases.

BHR believes it is not adequately staffed to meet increasing workload demands. According to the
Director of BHR, several bureaus, including the Bureau of Development Services (BDS), Parks
Bureau, and Bureau of Transportation (PBOT) paid for additional recruiters in 2016, allowing BHR to
keep up with an increased volume of work. BHR recruiters report working overtime to keep pace
with workload.™!

Procurement Services workload is driven in large part by the number, type and value of contracts
the City executes and manages. Contract volumes across all categories — construction, goods and
services, Professional, Technical and Expert (PTE) Services, and technical contracting — have
increased significantly during the last four years. Procurement Services staffing levels have remained
constant during the same period.

Procurement Division Contract Volume by Fiscal Year
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Customer bureau demand for services is projected to increase, given large capital projects and City
initiatives that have already been approved or planned. Enterprise bureaus or bureaus with
approved capital projects will continue to demand services even if General Funds for central support
service are reduced. Customer-related demand for services will come from:

1 Information is anecdotal. Overtime for these positions is not officially reported or tracked.
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Capital construction and improvement projects. Large capital projects create significant work for
central support services. Procurement Services assists with bidding and contracting work,
contract management, equipment and supply purchases, and in some cases monitor and report
MWESB participation on contracts. BHR provides workforce planning and recruitment services.
In the next five to ten years, the City will have to address several large financial obligations with

potential to demand recruitment and procurement resources, including:

- The Portland Harbor clean-up
- Portland Building Reconstruction project
- Portland Levee project

- Portland Housing Bond (for affordable housing initiatives and housing emergency

projects)
- Parks Bureau Parks Replacement Bond (10 year)
- Bureau of Transportation (PBOT) Street Fee Funds
- Bureau of Environmental Services (BES) storm water services expansion
- Water Bureau reservoir reconstruction

A Transportation funding for capital improvements, resulting from increases in the local gas tax.

Build Portland Project.

A Complex information technology projects. T procurements are increasingly complex, and
contracts involve legal review, including outside legal counsel. For example, Procurement
Services assisted OMF to complete the RFP and select a vendor to meet the City's business

requirement for a purpose-built data center with disaster recovery capabilities.

BHR and Procurement Services will also need to respond to:

A Special or periodic initiatives. BHR must devote staff to special City initiatives or priorities, such

as the City’s “Employer of Choice” initiative?, a citywide classification and compensation
and other initiatives.

A Federal, State or City requlatory changes (such as those related to affordable housing).

study,

A Legal actions, such as Portland Parks & Recreation’s arbitration settlement. This agreement
required the creation of approximately 101 Full Time Equivalent positions, mostly in bargaining

units.t

A Policy directions, changes (new policies or changes to existing policies) such as the Portland Plan

for Equitable Outcomes

12 City Resolution 37234 dated 9/14/2016 directs OMF to lead the Employer of Choice initiative to attract, develop

and retain a diverse, culturally competent, full engaged workforce that provides excellent public services.

13 In May 2015 a state arbitrator issued a ruling in a long-standing dispute between labor and management

regarding the role of part-time seasonal employees in providing recreation services. The arbitrator ruled that work
contained in class specifications for those recreation classifications covered by the collective bargaining agreement

could only be done by bargaining unit employees.
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A Budget cycle demands. Budgets are approved each June, and bureaus attempt to fill new
positions as soon as possible in July and August. Bureaus also rush to execute contracts before
the fiscal year end in June.

C. Impacts on Customers

Customers reported they do not always receive the levels of service they need and have identified issues
with timeliness, unavailability of desired services, inadequate resources to purchase needed services,
and disparities in service levels between agencies. Customers and stakeholders would like to see
improvements in both recruitment and contracting services. Customers identified issues with:

A Timeliness, including delays in getting purchase approvals or bids through Procurement Services,
BHR delays in posting positions.

A Lack of budget or resources to obtain services. (This was especially true of General Fund
bureaus.)

A Unavailability of desired services; for example, lack of technical assistance for processes bureaus
are required to perform, but do infrequently, such as PTE contracts.

A Service parity/fairness. Some bureaus can afford to buy the services they need; others can’t.
This creates disparities in service levels. (Bureaus identified that this issue applies not just to
OMF examples but also to the Office of Equity and Human Rights.) Customer bureaus who don’t
use services related to large construction or information technology projects perceive they are
subsiding the costs of bureaus who do.

A Transparency. Customer bureaus reported they do not understand what is included in OMF’s
base level of service, or how use of Interagency Agreements impacts base service levels. Some
customer bureaus perceive that services or staffing “purchased” using Interagency Agreements
(IA’s) may be duplicating the base level service that should be offered to all bureaus.

In 2016, OMF completed a stakeholder review and analysis as part of transition planning for a new Chief
Administrative Officer (CAO). The report summarized specific recommendations for recruiting and
contracting functions, including the need for performance measurement, real-time feedback regarding
the time impact of bureau decisions, lean analysis and investment in technology solutions, and an
acknowledgement by OMF of the bureau need and urgency for service with transparency about actions
taken.

D. Impacts on the Cityf Portland

Lack of adequate funding and staffing for BHR and Procurement Services directly impacts the City of
Portland’s:

A Ability to hire. The City is expanding to address infrastructure and other issues, and will need to
address succession planning for anticipated retirements. This will have significant impacts on
BHR’s recruitment function. The City will need to hire people, and it is not clear it will be able to.
Enterprise-funded bureaus or bureaus with funding for capital projects will continue to demand
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services. The current funding model is not sustainable, and risks the City’s plans to become the
“Employer of Choice”.

A Ability to administer contract activity. With maintenance and infrastructure projects related to
bond and other revenues growing rapidly, Procurement Services’ ability to administer the
increased construction, PTE, and other contracts will be impacted. Demand for services will
likely increase, given large capital projects and City initiatives that have already been identified.
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IV.FundingOutcomes and Strategies

A. Desired Outcomes

OMF and project stakeholders identified the following desired outcomes or characteristics of an ideal

funding model for BHR and Procurement Services. These are based on discussions of industry “good

practices” and bureau customer needs and interests. We determined an ideal funding solution should:

Outcomes/Characteristics

Provide sufficient resources to
support basic services.

Be adaptable to growth and
changes in demand.

Provide resource predictability.

Be performancedriven.

Be visible, transparent.

Be fair.

Beaccurate, reliable.

Description

Funding is sufficient to allow BHR and Procurement Services to
deliver basic services, provide policy oversight and support, and
to complete federal, state or City mandated activities.

Funding grows with or adapts to changes in customer demand.
BHR and Procurement Services are able to customize services to
meet changing customer needs and expectations.

OMF can predict and manage funds to plan for future needs.
Customer bureaus can project costs for service based on desired
service levels and manage resources from year to year.

Direct billed costs are connected to performance, not just units
of services or Full-Time Equivalent (FTE) positions. OMF and
customers agree on acceptable levels of performance, and
customers have information about actual performance achieved.

All services are described and defined, and customers have
visibility to levels of services that are available and to the costs
of those services. Customers have the information they need to
predict, and in some cases control, costs.

A basic level of service is available to all customers. Customers
pay for additional services they use or request. Cost allocation
methods are understood by customers and are based upon
reasonable factors. Direct billed costs do not subsidize the
services of another customer.

The same service costs all customers the same amount. Costs of
services acquired through an Interagency Agreement or direct
billing are not duplicated in base services/GFOH (overhead cost
allocation).

OMF Funding Evaluation Review
Final Report 10/9/2017

Framework LLC
Page 19



Outcomes/Characteristics Description

Facilitate better communication The funding model encourages better linkages between City

and planning. priorities and central support services budgets and strengthens
connections between bureaus. Budget and planning processes
create buy-in from all impacted bureaus. Bureau management,
not just budget professionals, are included in communication.
Customer bureaus are able to describe service needs and
requirements, and to work with BHR and Procurement to
calculate costs. Council is fully informed about budget and
service-related agreements made between bureaus, and
understands the investments that are required to provide a basic
level of central support services.

Be relatively easy to administer. The costs or complexity of administering the model or of data
collection, processing and reporting does not outweigh the
benefits achieved.

B. StrategiesWe Considered

Following are strategies we considered to meet desired outcomes. Some were identified during our
review of “best practices”. Others were suggested by OMF staff or project stakeholders. A discussion of
each strategy is included in Appendix 1.

Budget Process Strategies Cost Recovery Strategies Service Delivery Strategies

A. Change the City’s budget F. Modify the GFOH model. K. Change service delivery
el G. Describe base services and T e,

B. Improve budget decision performance levels. L. Share services with other
support. H. Create a citywide Service JurSEEiaris.

C. Implement a growth Level Agreement (SLA).
i, I. Create “buy-up”

D. Allow GF carryover. opportunities. Increase use

E. Require bureaus to budget @ [T EENE (N TEEmEs

) (1As).
for central support services
as part of project J.  Create internal services
appropriations. funds.
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V. Recommendations

A. Recommended Strategies to Improwanding

OMF staff and project stakeholders identified four primary strategies that could be used to improve
funding and help reach desired outcomes for BHR and Procurement Services:

1. Define base services levels.

2. Allow General Fund carryover.
3. Implement a growth factor.

4. Create service “buy-up” options.

These are described below. Additional discussion is included in Appendix 1.

1. Define base service levels

Describe the basic services and expected performance that will be funded by General Fund Overhead
charges and available to City customers. Include direct services such as recruitment, and contract
development. Also describe other important services that OMF provides, such as benefits
administration, policy development, labor management, and regulation.

Possible implementation:

A Begin with descriptions of existing services. Include both direct and indirect services. Direct

services are services whose use varies based on customer demand or need, such as recruitment,
training, and contract development, for example. Indirect services may not be demand-driven
but are important to customers and critical to City policy, operations, and compliance. These
include benefits administration, policy development, labor management, and regulatory
activities, for example. Use OMF’s “Business Operations Division’s Service Level Description” and
related materials as a guide.

A Describe current service levels. |dentify the service volumes and/or frequency of services that
customers should be able to expect, given OMF resources.

A Collect data to inform discussions with management, customers, and the CBO.

A Identify performance targets. Work with customers to understand needs and to manage
expectations about performance levels. Begin to identify performance objectives or targets that
should be achievable if BHR and Procurement Services are staffed appropriately and operating
efficiently.

A Use information to help “right-size” BHR and Procurement Services. Confirm staffing and other

resources needed to deliver base services, service levels, and desired performance.

Stakeholders agreed this work would provide much-needed visibility to services and performance,
support central services budget requests to “right-size”, strengthen planning and budgeting, and is
critical to the success of other strategies. However, this strategy would not directly impact revenues.
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2. A

Benefits

Provides greater customer visibility to service
levels and expected performance.

Important to the success of other strategies.

Potential tool for helping to align Council,
citizen, and bureau expectations.
Opportunity to find out what customers
really expect.

Critical to “right-sizing” BHR, Procurement
Services.

Strengthens planning and budgeting. Creates
data essential to effective decision packages.

llow General Fund carryover

Considerations

Measures have never been developed.
Desired performance data may not be
available.

Requires time, effort, and resources to
create.

Will need to discover what customers really
want or expect.

Authorize BHR and Procurement Services to carryover unspent General Fund balances for use as a
contingency fund in the next fiscal year.

Possible implementation:

A Define appropriate uses. Work with stakeholders to define appropriate uses for the funds, which
could include software or systems purchases, process improvements, or seed money for

A

A

upcoming projects and new staff, for example.

Establish oversight. Appoint customers/stakeholders to advise OMF in the use and prioritization
of these funds. Current budget advisory groups could be tasked with oversight.

Request approval from Council to use this approach.

Stakeholders were generally supportive of this strategy but cautioned that carryforward should be
limited to certain defined uses and that expenditures should be prioritized with customer oversight. The
CBO worried that other General Fund bureaus might insist on similar treatment.

This strategy has potential to increase funds available to OMF in a given fiscal year. From FY 2013
through FY 2017, Procurement Services would have received an average of $268,472 per year in
additional carryover not already granted, or about 4.8% of its total revised budget. During the same
period, BHR would have received an average of $266,854 per year, or about 3.0% of its total revised
budget. (See Appendix 2 for analysis.)
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Benefits Considerations

A Would provide BHR and Procurement A Reduces General Fund balance available to
Services with better ability to manage for Council.

contingencies. A Treats BHR and Procurement Services

A Allows OMF to better manage short-term differently than other GF bureaus.

fluctuations in growth and demand. A e e lae used fer ame dime, ot

A Could be structured to provide performance ongoing, needs. Will not address
incentives or to reward central support permanent staffing requirements (but may
services for savings realized. help to provide contingency staffing or to

A Carryover would still be subject to review by Hizel” ol deit (o i)

CBO, Council. A Would need to determine how, if at all,
carryover is reflected in CAL Target
calculations.

A If not limited to GF Discretionary funds,
customer bureaus would be impacted.
(Bureaus receive savings as part of the
GFOH true-up process each year.)

A Would impact the General Fund Capital Set-
Aside.

A Must have appropriate stakeholder
oversight, control.

3. Implement a growth factor

Develop and apply a factor to the CAL Target calculations for BHR and Procurement Services to reflect
citywide growth or contraction.

Possible implementation:

A Develop the factor. Develop specific adjustment factors for each support services provider based
on citywide workload drivers. These could include, for example:

- BHR —citywide authorized or filled FTE positions, citywide Personnel Services (PS)
expenditures,

- Procurement Services — Number of contracts, dollar value of contracts.

A Exclude BHR and Procurement from mandatory reduction option packages and only require

reduction decision packages when the factor results in negative growth.

A Establish a maximum percent adjustment that could be made to the CAL Target. Since the factor
will automatically reduce CAL Targets for BHR and Procurement Services in years of negative
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growth, OMF staff recommend a reasonably conservative value of 3%. Smoothing growth data
over three years could reduce drastic volatility while retaining a reasonable funding proxy.

A Confirm terms and conditions of use. Describe when and how the factor would be applied.

A Model impact of reductions. Complete additional analysis to describe how the factor would

adjust funding in typical growth and contraction periods.

A Apply factor to initial CAL Target values.

Most stakeholders were supportive of a strategy to better account for growth; however, the CBO and
some stakeholders did not support use of this mechanical factor.

This strategy would increase revenues available to OMF in most fiscal years of economic growth. OMF
estimates that if a growth factor had been in place during the development of the FY 2017-18 budget (a
year that would have exceeded 3% growth) an estimated $265,000 would have been added to the CAL
Target for BHR.

Benefits

Procurement Services and BHR base
budgets would begin to reflect citywide
growth or contractions, and could be more
closely related to known workload drivers.

Customer bureaus and Council would avoid
mid-cycle budget reductions that are
triggered when increases in BHR or
Procurement Services budgets adjust the
GFOH. Growth-related increases to BHR
and Procurement Services budgets would
be built into the CAL Target at the
beginning of the budget process

Growth or contractions/cuts would be
applied only to impacted central services
providers (using factors specific to each
provider.)

Would reduce BHR and Procurement’s need
to compete for basic funding against more
popular General Fund decision packages.

OMF could spend more time discussing
service requirements with customer
bureaus and stakeholders, and less time
negotiating budget reductions.

Considerations

Anticipates some, but not all, growth. Relies
on historical data (but data are citywide).

Central service providers will need to prepare
for reduced funding during periods of
contraction.

Is a mechanical factor, and somewhat
restricts Council control over funding.
(However, the CAL Target is also a mechanical
calculation, and there is little or no Council
review over CAL Target expenditures.)

Most effective after “right-sizing” occurs.

Does not eliminate the need for well-
constructed decision packages. OMF may
need to prepare decision packages to meet
unanticipated demand for services due to
new projects or city initiatives.
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Benefits Considerations

A Simple, easy to administer once factors are
identified.

A Council would retain authority to approve
FTE positions, approve decision packages,
and to return growth factor funding to the
General Fund if necessary.

4. Creat e searpVi coet”ibownys

Allow customers to purchase additional services or enhanced performance based on need. Use
performance-based Interagency Agreements (IAs) to confirm services and pricing.

Stakeholders agreed that the buy-up option, coupled with OFM’s commitment to provide a basic level of
services and performance, would help to ensure customers are paying only for the services that they
need and can better manage costs. Stakeholders recognized that any services purchased would be need
to be separate and distinct from base level services provided to all bureaus.

Possible implementation:

A Identify and describe base level services and performance. (See Strategy 1.)

A Identify “buy up” services. Identify opportunities for customers to buy additional units of service

or enhanced performance (faster processing, for example) not included in base service levels.

A Identify other services. Over time, identify specific services that could be removed from the

General Fund overhead allocation and priced individually. These might include, for example:
procurement or contract work related to construction services, IT services, Professional,
Technical and Engineering (PTE) services, BHR recruitment or training, for example. Once
services are identified and priced, adjust the General Fund Overhead Model (GFOH) to remove
these costs from overhead allocations.

This strategy has potential to increase revenues from enterprise bureaus who have funding for large
capital or information technology projects. Additional analysis would be necessary to develop a strategy
to directly allocate services and costs to benefitting bureaus.

Benefits Considerations
A Could provide better visibility to costs, A Requires more detail about services and
service levels. performance than is currently available.
A Works well for demand-driven services A Annual IAs can be challenging to manage;
(recruitments, PTE contracting, training). often restricts hiring options to limited-

term hires making it difficult to recruit.
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Benefits Considerations

A |As are familiar tools. A Requires more detail about services and
< . rformance than i rrentl ilable.
A Could better match costs to service usage. peBITEINGS el §s euitently avellble
A Would allow customers some control over A Requires deflniltlon of base level services
to work effectively.

costs.
< . . - A Requir level servi
A Potential to provide additional revenue cguilies e level seriess 9 b

sufficient for most customers. System
must not give undue advantage to
customers with greater ability to pay.

from the most demanding customer
bureaus, and enterprise bureaus with
needs related to large projects.
A Buy-up opportunities must be separate
from base level services provided to all
bureau customers under the GFOH.

A 1As will need to become more
performance-based.

A Might not be needed once basic support
services are fully-funded and BHR,
Procurement are “right sized.”

B. Other Recommendations

Several recommendations were identified as important to stakeholders and staff but were not included
in the primary strategies. These are:

A Continue to improve budget decision support. Use performance data and targets collected as
part of Strategy 1 (define base service levels) to improve the overall quality of OMF’s central
support services decision packages. Justify requests by quantifying the impacts of funding on
staffing resources and bureau performance.

A Involve customer bureaus in planning and budgeting for central support services. Continue to
improve communications between BHR, Procurement Services, and customer bureaus during
the budget process. Assist customers to predict needs for services, and use information to
project BHR and Procurement Services workloads and resources requirements.

A Encourage customer bureaus to budget for procurement-related services as part of construction
project appropriations. This could be done formally (required, through Council action) or
informally. Use the Park Bureau’s requirement to identify and fund O&M expenses when new
parks are approved as a general model.
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VI.Project Approachand Methodology

Framework LLC was retained to conduct an independent evaluation of the funding methodologies
used for several OMF functions; analyze best practices; engage a group of stakeholders in reviewing
options and impacts; and make recommendations to the CAO. Our review was conducted from May
through September of 2017.

Two employee and stakeholder groups were instrumental in this work:

A The Budget Advisory Committee refined desired study outcomes, reviewed findings and

possible strategies, and reviewed and commented on recommendations. This group
included representatives from OMF customer bureaus, the City Budget Office (CBO), local
labor unions, members of the general public, and OMF staff.

A The Stakeholder Workgroup met to identify and assess possible strategies, and was invited
to participate in all Budget Advisory Committee sessions. This group included OMF customer
bureau budget and financial staff, representatives from the City Budget Office (CBO) and
OMF staff.

To complete the project, we:

A Reviewed available documentation, including budgets, budget instructions, City revenue
forecasts, staffing levels, and performance data.

A Reviewed and considered best practices related to budgeting and accounting for central
support services functions. Our review was limited by the project timeline and budget.

A Confirmed issues or problems with current funding methodologies.

A Identified strategies for review and discussion by a stakeholder workgroup and a combined
workgroup/Project Advisory Committee.

A Met with a Stakeholder Workgroup, to identify and consider strategies.

A Met with the project’s joint Budget Advisory Committee/Stakeholder Workgroup to
describe the study, refine study outcomes, review findings and possible strategies, and
present recommendations for comment.

Project participants and stakeholders included:

Workgroup Members

Jonas Biery, BES

Leslie Goodlow, PHB

Jay Guo, PF&R

Crystine Jividen, City Attorney’s Office
Deborah Sievert Morris, BDS

Jeramy Patton, PBOT

Catherine Reiland, PPB
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Aaron Beck, OMF

Claudio Campuzano, CBO
Larry Nelson, BHR

Aaron Rivera, OMF, Lead Staff
Shelli Tompkins, Procurement

Budget Advisory Committee Members

Amy Bowles, COPPEA

Lois Cohen, Public Member
Rebecca Esau, BDS Director

Mike Greenfield, Public Member
Donna Hammond, IBEW

Michael Jordan, BES Director
Carol Justice, AFSCME, Local 189
Mike Marshman, Chief PPB
Robert McCullough, Public Member
Mike Myers, Chief PF&R

Tracy Reeve, City Attorney’s Office
Ernest Stephens, Public Member

OMEF Leadership Team

Tom Rinehart, CAO

Betsy Ames, Sr. Policy Analyst

Jeff Baer, BTS Director

Jane Braaten, Bus. Ops. Div. Manager
Bryant Enge, BIBS Director

Anna Kanwit, BHR Director

Ken Rust, CFO, BRFS Director

Facilitator: Linda Lewis, Framework LLC
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