INTERNAL SERVICE FUNDS

OVERVIEW

Services provided to other City funds are budgeted and accounted separately in Internal Service Funds.
These activities are administered by the Public Works and Administrative Services Departments.

Program Expenses/Revenues:

This section reports expenses by summary type: Salaries and Benefits, Services and Supplies, Debt Service,
and Reserves. The historical and projected expenditure budgets are presented at the function and operation
level.

Summary of Service Programs:
The cost of each activity or program within each fund is summarized and presented in this section.

Program Description:
A general description is presented for the purpose, goals, and activities of each internal service fund.

Subprograms and Their Objectives:
This section outlines how each division/subprogram accomplishes the purpose and goals of the department.

Major Budget Changes:

This section summarizes the significant operating program changes from the prior financial plan. These changes
may include major service reorganizations; curtailment or expansion of services and/or programs; any increases
or decreases in regular positions; significant one-time costs; major changes in the method of delivering services;
operational changes that will impact other departments or customer service; and changes that affect current
policies.

Government Accounting Standards Board (GASB) pronouncement 34 requires that internal service funds be
allocated between governmental and business-type activities for reporting purposes. Beginning with the fiscal
year ending June 30, 2005, the internal service funds were allocated to operating functions in the City’'s
Comprehensive Annual Financial report. However, though financial reports no longer show internal service funds,
this pronouncement does not advocate the elimination of internal service funds for budgeting or day-to-day
operations. The City continues to use, budget and account for internal service funds.

Internal service operations are fully supported by charges to all departments based on actual cost and equipment
replacement values. The summaries in this section of the budget explain the financial and staffing levels
recommended for each of the City's internal service funds. Administrative responsibility for each internal service
operation is as follows:
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INTERNAL SERVICE FUNDS
FLEET SERVICES

ORGANIZATIONAL CHART
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INTERNAL SERVICE FUNDS

DEPARTMENT: Public Works PROGRAM: Maintenance/Replacement
DIVISION: Fleet Services FUND: Fleet Services
Year-End
Actual Adopted Estimated  Proposed Proposed

2008-09 2009-10 2009-10 2010-11 2011-12

PROGRAM EXPENSES/REVENUES

Salaries & Benefits $ 570,890 $ 607,990 $ 547,030 $ 591,700 $ 624,050
Services & Supplies 2,523,830 2,966,460 2,379,930 3,019,101 3,020,040
Total Operating Cost 3,094,720 3,574,450 2,926,960 3,610,801 3,644,090
Capital 180,580 2,345,000 1,963,890 1,111,500 1,945,500
Debt Service
Transfers
Total Cost $ 3,275,300 $5,919,450 $4,890,850 $4,722,210 $5,589,590
Maintenance & Replacement $3,275,300 $5,919,450 $4,890,850 $4,722,210 $5,589,590
Total Service Programs $3,275,300 $5,919,450 $4,890,850 $4,722,210 $ 5,589,590
FULL-TIME
Account Clerk | 1 1 1 1 1
Equipment Mechanic I/l 2 2 2 2 2
Field Mechanic 1 1 1 1 1
Fleet Services Supervisor 1 1 1 1 1
Lead Mechanic 1 1 1 1 1
Maintenance Worker | 1 1 1 1 1
TOTAL 7 7 7 7 7
GRAND TOTAL 7 7 7 7 7
TEMPORARY (FTE)
General Laborer 0.5 0.5 0.5 0.5 0.5
TOTAL TEMPORARY (FTE) 0.5 0.5 0.5 0.5 0.5

PROGRAM DESCRIPTION

The Fleet Services Division’s goal is to provide a program that is user friendly, fiscally responsible, provides City
departments with adequate and effective equipment, and provides an element of control in the financing of the
City’s Annual Fleet Equipment Program.

SUBPROGRAMS AND THEIR OBJECTIVES

Preventive Maintenance Program

The Fleet Services Preventive Maintenance Program provides an established maintenance schedule for each
vehicle and piece of equipment. All vehicles and equipment are maintained at or above industry standards.
Public safety vehicles and equipment are maintained by City mechanical staff as is a portion of the solid waste
collection truck equipment. All other City-owned equipment and vehicles are maintained through outside contract
services. To ensure that these standards are met, staff administers outside service contracts and provides force
account supervision.
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INTERNAL SERVICE FUNDS

DEPARTMENT: Public Works PROGRAM: Maintenance/Replacement
DIVISION: Fleet Services FUND: Fleet Services

Equipment Replacement Program

The Fleet Services Equipment Replacement Program is structured to accommodate the changing needs of the
organization. All vehicles and equipment that are due for replacement, based on a predetermined schedule, are
annually evaluated and recommended for replacement or extended life. The objective is to maximize the useful
life efficiency curve for vehicles and equipment on the replacement list. As part of this process, staff performs the
research element of developing specifications for any given vehicle or equipment need, as in the case of a vehicle
or equipment type change and provides associated cost estimates to be used for budgeting purposes.

Extended Life Program

The Fleet Services Extended Life Program is structured to provide incentives for departments that effectively
maintain vehicles and equipment by following the maintenance schedules prescribed by the Fleet Services. The
incentive element is tracked by Fleet Services’ staff and, on an annual basis, incentive dollar amounts are
available for departments to use for fleet associated needs.

Incentive Program

The Fleet Services Incentive Program'’s guidelines provide opportunities for departments to earn fleet incentive
dollars. The fleet budgeting process includes three key elements: Operations and Maintenance, Rent, and
Overhead. Each of these key elements have an associated fixed dollar amount and are subject to annual savings
that become incentive dollars that may be used by the earning department for fleet vehicle or equipment needs.

Automated Fueling Program

The City-owned internal fueling system is comprised of an acquisition and distribution system maintained by Fleet
Services. The system is computerized and provides critical data necessary to develop the scheduling of
preventive maintenance. Outside public transportation agencies are authorized the use of the fueling system.
The fuel cost to agencies includes an associated administrative fee, which offsets the ever-increasing cost of fuel,
paid for by the City, and provides a reduced per gallon cost for participating public transportation agencies.

Testing Programs

Fleet Services provides a Biennial Inspection Terminal (BIT) Program. The BIT Program, regulated by the
California Highway Patrol (CHP), is for medium and heavy-duty truck safety inspections. The City is a certified
BIT facility, which requires all fleet trucks over 26,000 pounds Gross Vehicle Weight Rating (GVWR) to have a
safety inspection every 90 days. The CHP requires that all safety inspections and repairs are documented and
kept on file for a two-year period. The CHP also conducts biennial inspections of facilities and records.

Fleet Services supervises the Diesel Engine Smoke Test, which is annually required for all diesel powered trucks
over 6,000 pounds GVWR, and regulated by the California Air Resources Board. All test records are required to
remain on file for a two-year period.

Fleet Services oversees the Annual Smog Test Program and notifies each department of those vehicles that need
to be smog tested. A report is sent to the State of California, Department of Consumer Affairs at the end of each
calendar year.

Fleet Services also oversees the Diesel Engine Particulate Matter Program. The State of California Air
Resources Board under Title 13 regulations requires that all fleet equipment with a diesel engine over 25-horse
power, be retired, replaced, or retro-fitted with a particulate trap. The cost is approximately $13,000 per unit for
retro-fit devices. Currently, 15 units have been retro-fitted.
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INTERNAL SERVICE FUNDS

DEPARTMENT: Public Works PROGRAM: Maintenance/Replacement
DIVISION: Fleet Services FUND: Fleet Services

MAJOR BUDGET CHANGES

e Due to the need to secure operational savings in the General Fund, over one million dollars in fleet
replacement and depreciation costs are proposed to be deferred to General Fund operating departments in
2010-11 and approximately $960,000 in 2011-12. These cost allocation deferrals, coupled with some
operational changes in Fleet Services are the primary reason for the decrease in total overall appropriations
in 2010-11.

e The initial vehicle and equipment replacement schedule for 2010-12 called for 124 units to be replaced at an
estimated capital cost of $9 million. However, because of a need to reduce operational costs across the
board, staff thoroughly conducted safety and condition inspections of all 124 units due for replacement and
determined that only 45 of the 124 units required actual replacement as the overall condition of the remaining
units warranted retention and will be retained and listed on the Fleet Extended Life Program Listing.
Consequently, 23 units will be recommended for replacement in 2010-11 at an estimated cost of $1,188,000
and an additional 22 units will be replaced in 2011-12 for an additional amount of $1,960,000. In total, staff's
recommendation to reduce the replacement units saved the City over $5.9 million in capital equipment
expenses and annually reduced operational expenses by over $1.1 million.

e Included in the recommended vehicle replacement program for 2010-12 are 17 police patrol units, nine units
in 2010 and eight units in 2011. The City has long relied upon the Ford Crown Victoria Police Interceptor as
the vehicle of choice for emergency patrol services. However, this vehicle line will be discontinued after 2011.
Therefore, rather than purchasing nine units in 2010-11 and then having to transition over to a new model in
2011-12, the City will be purchasing all 17 units (Crown Victorias) in 2010-11. This will provide for both
efficiencies in maintenance and operational savings as the City will be able to defer costs associated with
retrofitting a new vehicle model.

e Another change in 2010-12 is a re-assessment of the expected life span of City vehicles and the extension of
vehicle life cycles beyond more traditional three to five year life spans. Consequently, as new vehicles are
purchased, their life cycles will be modified and extended over a longer period of time, thereby reducing
Internal Service Fund costs charged to operating departments.

e The 2010-11 Fleet Services budget also includes $143,000 for the Fleet Diesel Retrofit Program. The Fleet
Diesel Retrofit Program is an ongoing program to conform existing diesel engine vehicles and equipment to
current California Air Resources Board standards for emission control. During 2010-11, 11 solid waste
vehicles and off-road vehicles will receive retrofit equipment to comply with emission standards.

o Fleet Services has identified a new opportunity to extend the life of existing vehicles. This budget year,
$60,000 will be allocated to extending vehicle life in three new ways. Ten solid waste collection vehicles will
receive replacement parts for the vehicles’ rear vision camera systems so that back-up damage will be
mitigated; 21 police patrol vehicles will receive rear window guards to eliminate out-of-service time associated
with rear windows being broken by detainees; and nine vehicles will receive painting and safety upgrades that
will extend the vehicles useful life by three to five years.
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INTERNAL SERVICE FUNDS

DEPARTMENT: Administrative Services PROGRAM: Maintenance/Replacement
DIVISION: Business, Communications  FUND: Business Equipment Replacement
and Telephone Equipment

Year-End
Actual Adopted Estimated Proposed Proposed
2008-09 2009-10 2009-10 2010-11 2011-12
PROGRAM EXPENSES/REVENUES
Salaries & Benefits
Services & Supplies $ 301,000 $ 687,340 $ 690,370 $ 928,970 $ 943,370
Total Operating Cost 301,000 687,340 690,370 928,970 943,370
Capital 65,800 613,450 413,650 788,160 418,600
Debt Service
Reserves
Total Cost $ 366,800 $1,300,790 $1,104,020 $1,717,130 $1,361,970
SUMMARY OF SERVICE PROGRAMS
Maintenance & Replacement $ 366,800 $1,300,790 $1,104,020 $1,717,130 $1,361,970
Total Service Programs $ 366,800 $1,300,790 $1,104,020 $1,717,130 $1,361,970

PROGRAM DESCRIPTION

The Business Equipment Replacement Fund is an Internal Service Fund administered by the Department of
Administrative Services.

This fund was established to finance the replacement of old, inefficient, or obsolete business equipment with new
equipment. The types of business equipment replaced through this fund are: computers; copiers; printers; fax
machines; scanners; and other office support-related equipment.

The expected life span of the equipment is the determining factor in calculating the cost charged to
departments/programs using the equipment. The pro-rata cost is charged through an internal service charge over
the life of the equipment.

GOALS AND OBJECTIVES

o Comply with the Federal Communications Commission mandate and migrate the City’s radios and licenses to
narrowband 12.5 kHz channels.

MAJOR BUDGET CHANGES

e Current budget constraints dictate that only critically necessary equipment is being replaced in 2010-12,
however, the increase in appropriations in 2010-11 is primarily attributed to replacing 40 mobile data
computers in the Police Department’s fleet, as well as seven computer-aided-dispatch servers in the Police
Department.

e This fund provides a replacement schedule for existing business, communications, and telephone equipment
when the business equipment has reached its useful life or has been fully depreciated. Each replacement
decision is fully reviewed prior to replacement, taking into account serviceability and maintenance costs, with
a focus on retaining as many items as possible in order to extend cash reserves.

e During 2010-12, some maintenance agreements, that had historically been assessed to individual General
Fund departments, were reassigned to this fund and reallocated through the fund’s cost allocation formula in
an effort to reduce operational expenses in various departments to help balance the General Fund Budget.
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INTERNAL SERVICE FUNDS

DEPARTMENT: City Manager PROGRAM: Risk Management
DIVISION: Liability, Workers' Compensation FUND: Insurance Funds
Insurances, and Unemployment Insurance
Year-End
Actual Adopted Estimated  Proposed Proposed
2008-09 2009-10 2009-10 2010-11 2011-12
PROGRAM EXPENSES/REVENUES
Salaries & Benefits $ 173990 $ 174,700 $ 166,720 $ 170,360 $ 178,170
Services & Supplies 5,764,450 2,555,080 2,976,640 2,551,040 2,551,090
Total Operating Cost 5,938,440 2,729,780 3,143,360 2,721,400 2,729,260
Capital
Debt Service
Transfers
Total Cost $5,938,440 $2,729,780 $3,143,360 $2,721,400 $2,729,260
Liability Program 1,712,670 1,086,940 1,554,710 1,131,460 1,139,320
Workers' Compensation Program 4,225,770 1,642,840 1,588,650 1,589,940 1,589,940
Total Service Programs $5,938,440 $2,729,780 $3,143,360 $2,721,400 $ 2,729,260
FULL-TIME
Risk Manager 1 1 1 1 1
TOTAL 1 1 1 1 1
GRAND TOTAL 1 1 1 1 1

PROGRAM DESCRIPTION

The City Manager’s Office administers the Insurance Funds. Funding for the various programs is generated by
allocations to operating departments based on historical use of insurance resources and exposure to risk. These
appropriations do not represent additional costs to the City, but rather report the manner in which departmental
allocations will be spent.

SUBPROGRAMS AND THEIR OBJECTIVES

Risk Management

Analyze general liability claims experience and ensure that adequate reserves are maintained.
Review and administer employee workers’ compensation injury claims to limit City exposure.

Implement programs and coordinate efforts to identify and analyze loss exposures and control risk. Provide
resources to departments regarding risk control options and techniques.

Property, Liability and Workers’ Compensation Insurance

City, Redevelopment Agency and Public Finance property is generally covered for all risks, with a per occurrence
limit of $1 billion. The property insurance is administered through the Public Entity Insurance Program and the
self-insured retention is $10,000 per claim.
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INTERNAL SERVICE FUNDS

DEPARTMENT: City Manager PROGRAM: Risk Management
DIVISION: Liability, Workers' Compensation FUND: Insurance Funds
Insurances, and Unemployment Insurance

Liability claims expenses over the City’'s self-insured retention of $250,000 per claim are insured with the
Exclusive Risk Management Authority of California up to $15 million per occurrence. The City’s third party
administrator for liability-related matters is Carl Warren and Associates.

The City self-insures workers' compensation claims and obtains excess workers' compensation insurance through
the Local Agency Workers' Compensation Excess Joint Powers of Authority for all claims in excess of $500,000.
The City’s third party administrator for workers’ compensation insurance is York Insurance Services.

Insurance Benefits

Review and administer the City’s health and non medical-related insurance programs.

Unemployment Insurance

The City is self-insured for unemployment claims. The State Employment Development Department processes all
unemployment claims and bills the City for actual costs.

ACTUAL ESTIMATED PROJECTED
PERFORMANCE/WORKLOAD MEASURES 2006-08 2008-10 2010-12
DEMAND/WORKLOAD
Workers' Compensation Claims Processed 182 150 150
EFFECTIVENESS/EFFICIENCIES
Safety Inspections 12 15 18
Wellness Workshops 5 9 9

GOALS AND OBJECTIVES

¢ Introduce Web-based training options (video-streaming) for safety-related training to City employees.

MAJOR BUDGET CHANGES

e During each of the next two fiscal years, in an effort to help balance the General Fund budget, adjustments
were made to the workers’ compensation cost allocation formula to allow for decreased allocation amounts to
General Fund departments. Overall, the cost allocation method to the General Fund, for workers’
compensation, was reduced by one million dollars for each of the next two fiscal years. During the two
previous fiscal years (2008-09 and 2009-10) the City made similar reductions to the cost allocation amounts
to General Fund departments totaling $825,600 each year. These cost allocation reductions were made in
2008-10 and are being made in 2010-12 in an effort to lower General Fund expenditures and help balance the
General Fund budget.

e During the 2009-10, the administrative and management oversight of the Risk Management function was
transitioned from the Department of Administrative Services to the City Manager’s Office. 2010-11 will be the
first full-year that this programmatic function will be administered through the City Manager’s Office.

e Due to limited training funds, during the next two-year period, staff intends to introduce web-based training
options (video streaming) for safety-related training for City employees.
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