MEMORANDUM

RIVERSIDE COUNTY EXECUTIVE OFFICE

Larry Parrish
County Executive Officer

TO: Members, Board of Superv

FROM: Larry Parrish, CEO
RE: FY03-04 Internal Service Fees

DATE: January 29, 2003

Annually, in accordance with Board Policy B-4, internal service department managers, the
Auditor-Controller, and the Executive Office evaluate existing and proposed charges for
services. Internal fees include those from departments that administer true Internal Service
Funds (ISFs), as well as those, such as Human Resources, that function much like I1SFs.

Following this memo are department proposals for next year's rates. Mindful of State budget
uncertainties, department heads were encouraged to hold rates at the FY 2002-03 levels. The
few recommended increases are a result of increased usage, uncontrollable insurance costs,
more employees, or departments requesting a greater level of service than in past years. The
following is a summary of the rate changes, in millions of dollars, requested by service
departments and recommended by this office:

FY02 FYO03 FY04 FY04 Recommended
ISF Actual | Approved | Requested | Recommended Increase

QASIS, RIFMIS & Payroll 8.3 12.2 12.2 12.2 0
Info Technology-CORNET 3.0 4.5 4.5 4.5 0
Human Resources Tl 9.4 10.4 10.4 1.0
Workers Comp 15.1 21.7 33.0 21.7 0
Property Insurance 1.6 34l 4.1 4.1 1.0
Liability Insurance 12.1 5.4 11.2 5.4 0
Med Malpractice 1.0 1.3 5.2 B3 0
Records Mgmt 1.8 24 2.3 253 (0]
Supply Shipping il 2 2 2 0
TOTAL 50.7 60.2 83.1 62.1 1.9

ISF rates represent a large portion of departmental costs over which, in many cases,
departmental users have little or no control. When rates rise too sharply, user departments
typically respond by reducing spending in other areas (staffing and services) or requesting
additional County funding to maintain levels of service.

As detailed in the Human Resources Director’'s well-articulated attachment, actuarial studies
indicate that, in order to maintain recommended confidence levels, the insurance rates for
workers compensation, medical malpractice, and liability should rise by $21 million next year.
These studies are based on past and anticipated claims and risks. In a more stable economic
climate, | would endorse the Human Resources Director’s recommendations to increase rates.
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My long-range intent is certainly to fortify these funds. However, these insurance funds all
maintain substantial cash balances -- totaling $107 million at the beginning of this fiscal year --
and collectively expend about $31 million in a typical year. After careful evaluation, it has been
determined that a cash balance of $107 million, combined with an anticipated $30 million to be
generated from current rates, will provide sufficient funds to cover the estimated FY 2003/04
program expenses of $44 million. Maintaining rates at the current level will lower confidence
levels, but this can be revisited at any time. | therefore recommend that departments be
charged the same rates for the workers’ compensation, medical malpractice and liability
insurance types as were approved last year at this time. In view of the significant budget
uncertainties we face, this seems the prudent course. As the County is not self-insured for
property, that $1 million rate increase is recommended.

While most of the other rate proposals were unchanged from the current year, there are some
refinements to the allocation of costs (primarily related to the use of technology, and not
affecting the total costs) that will cause departments to pay either more or less than in prior
years. Those most dramatically affected by this usage-based change in methodology will be
the Regional Medical Center, the Assessor/Clerk/Recorder, and the Transportation and Land
Management departments. Most of these functions can claim only partial reimbursement of
these charges from outside funding agencies or through fees. Still, the new distribution
methodology appears to be a fairer way to allocate costs, and is approved by the Auditor-
Controller.

This year, internal service managers held meetings with their customers as part of the rate-
setting process that takes place each winter. These meetings allowed users to better
understand all of the costs that enter into rate calculations. It also gave those users an
opportunity to provide feedback to the service departments. This practice is expected to
continue in future years.

We cannot know precisely how the State’s tight budget will affect our own financial situation. A
general strategy of maintaining current ISF service levels and rates seems most prudent, and
requires internal service departments to economize along with frontline departments. Approval
of the motions below will provide internal service departments sufficient funding to maintain
current services and staff.

It is, therefore, recommended that the Board of Supervisors:
1) Approve the general Human Resources charges and property insurance rates on the
attached Form 11, and maintain the FY 2002/03 rates for workers’ compensation, medical

malpractice, general liability and auto liability insurances; and

2) Approve each of the other attached fee-related Forms 11.
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FISCAL PROCEDURES APPROVED
ROBERT E. BYRD, Auditor-Controller
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Department Recommendation:
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SUBMITTAL TO THE BOARD OF SUPERVISORS
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA %5

FROM: Human Resources Dept. SUBMITTAL DATE: January 22, 2003

SUBJECT: Human Resources General Fund Rate Methodology and Charge for
Fiscal Year 2003-04

RECOMMENDED MOTION: That the Board of Supervisors approve the Assistant County Executive
Officer/Human Resources Director’s recommendation as outlined in Attachment “A” for the FY 2003-04
Human Resources Charges, and authorize the continued use of the semi-annual adjustment of
department charges based on positions filled, as outlined in Attachment “B”.

BACKGROUND: The Human Resources budget is funded primarily through direct billing of each
department for the services provided, supplemented by other revenue sources (insurance companies,
administrative surcharges on premiums, etc.). This method provides a more direct relationship between
the workload associated with Human Resources and funding sources. The proposed Human
Resources Rate for Fiscal Year 2003-04 is recommended to remain unchanged from this year, with the
exception that changed demographics (number of filled positions, department reorganizations, etc.) and
department requests for added service levels have resulted in a reallocation of costs among
departments.

continued on page 2

Ronalc}‘w. Komers
Asst. County Executive Officer/
Human Resources Director

FINANCIAL DATA:

CURRENT YEAR COST: N/A ANNUAL COST: N/A

NET COUNTY COST: $-0- IN CURRENT YEAR BUDGET: NO
BUDGET ADJUSTMENT: NO FOR FY: 2003-2004

SOURCE OF FUNDS: Department Budgets

C.E.O. RECOMMENDATION:
APPROVE

COUNTY EXECUTIVE OFFICER SIGNATURE

Prev. Agn. Ref. Dist. AGENDA NO.

G:\EXEC\Form 11'\Human Resources Rate Change 2003-04.00C 3 2
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Form 11-Human Resources Rate Change
January 22, 2003
Page 2

The Human Resources Department has been direct billing for Human Resources services for the last
five fiscal years. Previously Human Resources was a General-Funded department, supplemented by
COWCAP charges and direct billing of departments. This arrangement did not utilize staff effectively
and it did not benefit all departments equally. The current method in place allows for a weighted cost
distribution that is based on our personnel assignments, infrastructure cost, services and supplies, and
various sources of revenue received by Human Resources, as described in Attachment “B”. At the
same time, departments can obtain a higher level of service by requesting additional staff in HR, added
directly to their department rate for the year. As an example, special recruiting programs were
developed for the engineering departments and nursing, and staff to process timesheets and personnel
transactions have been provided for some departments. Basically, existing methodology approved by
the Board provides that each 100 regular employees are supported by one full-time HR position.
Experience in Riverside County and other large employers suggest this “standard” of 1 HR employee
per 100 employees is appropriate. Thus, the current 14,281 filled positions fund 154 HR positions, at an
average $725 per employee per year.

Departments are billed based on the number of filled positions, as well as growth in their filled positions,
which is evaluated twice per year (July and December). If a department adds five or more filled
positions, they are billed additional Human Resources costs for the remainder of the current fiscal year,
based on an equivalent per employee charge. If departments experience reductions of five or more
positions during the next fiscal year, their Human Resources costs will also be automatically adjusted
downward, resulting in budget reductions for Human Resources as well. Authorization to continue this
methodology ensures that Human Resources rates and staffing will be adjusted to reflect the changes
experienced by other departments.

The major driver of workload and budget growth for Human Resources has been the increase in the
number of County employees. For example, since last year's rate computation, the County added an
additional 1,033 filled positions by July, 2002. Due to this 7.8% growth in filled positions, the Board
approved increased appropriations for FY 02-03 in the amount of $913,440. For the FY 03-04 proposed
rates, we have held our revenue from HR Rates to $10,354,156, the same total amount provided by the
adjusted charge for this fiscal year (2002-03).

Major assignments for Human Resources for FY 2003-04 include negotiation of six (6) collective
bargaining contracts covering over 13,000 County employees, as well as the contract for 7,000 IHSS
workers. The County has agreed to contract re-openers with two major union groups, and will also
expect to negotiate two new contracts, during the 2003-04 Fiscal Year. In addition, recruitment of new
employees due to turnover and added position growth continues to place high demand on the
department, with an average of 64 new employees hired each week during 2002.

It is important to note that, under the Board-adopted “corporate HR” governance model, HR also has
major responsibility for investigating, arbitrating, and resolving claims of harassment, discrimination and
other Employee Relations complaints. The trend nationwide over the past two years has been an
increase in discrimination, harassment, and union complaints, and the County has experienced a
similar trend. Since July of 2002 however, we have successfully reduced the number of active cases
from 388 to 202 cases. It is also common during difficult economic times for the rate of such
complaints to increase. As the Board is aware, the average California jury verdict for a discrimination
case in 2001 was $951,000; the average verdict for a harassment case was $310,000; the average
verdict for wrongful termination was $909,000. Poorly documented and poorly defended cases could
cost the County millions of dollars. If the Human Resources Department is not adequately staffed to
handle these issues, the cases will fall upon the departments to defend, resulting in inconsistent
handling and increased expense to the County.



Form 11-Human Resources Rate Change
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During the last year, several changes have also occurred which have an impact on Human Resources
activities and charges. Some departments have requested a higher level of support from Human
Resources and are funding additional Human Resources and payroll positions for this purpose. The
Oasis Financials segment has been on line since July 1, 2002 and estimated costs for FY 2003-04
have been included in the HR rate as well. As of the fall of 2002, Human Resources has also taken
over administration of the medical plans from CalPERS, which has created additional responsibilities
related to both customer service calls and reconciliation of premiums. Like other departments, we are
also experiencing increases in PERS retirement costs, IT charges, liability rates, and worker's
compensation rates. Despite these significant increases in costs to HR, we are committed to no HR
rate increase this year.



County of Riverside
Human Resources Rates FY03-04
ATTACHMENT B

METHODOLOGY FOR HUMAN RESOURCES RATE

1. The Human Resources positions to be funded for the year are identified,
budgeted at top step with a 26% factor for benefits costs.

2. A snapshot of filled positions for each DeptlD is taken semiannually, in
January and July, excluding HR positions. If a department’s number of filled
positions changes by five or more, their charges for the remainder of the
current fiscal year are adjusted upward or downward accordingly, based on
an equivalent per employee charge.

3. The HR positions are categorized by services provided and to whom:

INFRASTRUCTURE:
Compensation/Classification
Employee Relations
Staff Development
General
Benefits, Records, and Accounting
Administration
OASIS Team

DEPARTMENTAL TEAMS:
RCRMC Team
CHA Team
Social Services Team
Sheriff Team
Justice Team
Admin/Fiscal Team
Engineering Team
Mental Health/Parks/Ag Team

4. The total cost for services and supply budget is calculated, and then reduced
by offsetting revenue and cost applied income.

5. Schedules are then prepared by using the weighted factors per position

Team charges, allocated among all departments assigned to the team
Support of infrastructure, allocated among all departments

Special departmental requests, allocated only to requesting department(s)
Cost of supply/services, allocated among all departments

aoow

Methodology for HR Rates FY 03-04
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