Intergovernmental Services Fund
Deficit Reduction Plan (Update)
January 17, 2003

Description of the Fund:

The Intergovernmental Services Fund is used to account for the City’s central
printing and mailing services and information technology services.

Background on Current Financial Condition:

The Intergovernmental Services Fund is in an overall negative financial condition.
Revenue has not been adequate to cover expenditures since 1997. The retained
earnings deficit in the fund as of 12-31-01 was $15.4 million. Retained earnings
represent the cumulative annual results of revenues and expenses in the fund.

In addition, the cash deficit in the Intergovernmental Services Fund as of
12-31-01 was $3.2 million.

Deficit Reduction Plan (Update):

During 2000, the Information Technology and Finance Departments prepared
and submitted to City Council a financial workout plan to improve the financial
condition of the Intergovernmental Services Fund. The plan made nine
recommendations:

1. Refund Existing Outstanding Variable Rate Debt. During 2000, The
City issued $22.8 million, 12-year, fixed rate bonds. These bonds
were used to refund existing 7-year, variable rate bonds.

2. Identify Level of Funding Available for Capital Projects. The original
plan committed to finishing “in flight” capital projects totaling
$12.2 million. During 2002 that number increased by $2.1 million.
The increase was necessary to finish construction of the
Engineering 2000 software program. The additional costs were
financed on a pay-as-you-go basis by the Public Works
department. The 2003 budget provides a base budget of $1
million for core infrastructure investments. In addition, a one
time, $3.78 million appropriation was approved for 2003. This
amount is contingent on no State local government aid
reductions.

3. Reduce Information Technology Operating Expenditures. The
original workout plan called for a $1.5 million reduction in 2002.
The savings was to be realized through a conversion of
contractors to FTE and an overall reduction in contractual
expenses. Despite these expense reductions, the overall budget
for ITS increased by $3 million because of $2.3 million in Decision



Packages related to Microsoft and Oracle licensing, integration of
GIS application support and hardware/software maintenance
contracts. In addition, an accounting change related to the
Program Management Division resulted in an additional $880,000
in ITS revenue and expense budget. The managed services
(outsourcing) contract executed with Unisys in 2003 will require
no additional expense for the department. Conversely, it is
expected to generate savings by avoiding future capital expenses
such as hardware refresh, data center move and disaster
recovery.

. Commit $1.2 million in Additional Annual General Fund Resources.

Since the original workout plan was adopted in 2000, annual
adopted budgets have included the $1.2 million increase.

. All City Funds, Except the General Fund, Must Provide Pay-As-You-
Go Funding for Information Technology Services. Departments have
complied with this direction. Examples of this cooperation are,
$1.9 million funding from Public Works for E2K, $100,000 from
Finance for a MUPS upgrade, $250,000 from Human Resources
for an HRIS upgrade.

. Adjust the Rates Paid by User Departments/Funds on an Annual
Basis. The original and updated workout plan assumes and plans
for a 2-3% budgetary increase annually.

. Eliminate Internal Working Capital Charge. During 2000, the working
capital charge was eliminated for the Intergovernmental Services
Fund. This resulted in annual savings of $160,000.

. Implement Permanent Inter-Fund Loans. During 2000, the
Convention Center and Convention Facilities Reserve Fund
loaned $12.8 million to the Intergovernmental Services Fund. To
date, a repayment schedule has not been established. During
2003, the Finance and ITS department will establish a loan
repayment schedule that will not adversely affect the deficit
reduction plan.

. Develop User Rates for Information Technology Services. During
2002, the Finance Department developed a rate model for the ITS
fund using an accounting industry standard known as Activity
Based Costing. The model allocates costs to customers on a
“level of effort” basis. The model will be used to allocate costs to
departments for GASB34 compliant financial statements
beginning in 2002 and will be incorporated in the 2004 annual City
operating budget.



Comparison to Original Plan:

Two important indicators of the financial health of this fund are retained earnings
and cash. Table One provides a projection of retained earnings.

Table One
Intergovernmental Services Fund
Retained Earnings Projection
Year | Projection
2001 (15,407,748)
2002 (16,362,137)
2003 (15,507,805)
2004 (15,781,776)
2005 (17,262,571)
2006 (17,637,001)
2007 (10,816,918)
2008 (3,114,020)

Table Two provides an original plan to actual comparison of cash.

Table Two
Intergovernmental Services Fund

Cash Balance Comparison (Plan to Actual/Updated)
Year | Original Plan Actual/Updated | Difference
2001 |(2,984,132) (3,199,000) (214,868)
2002 | (3,387,283) (3,571,814) (184,531)
2003 | (2,472,333) (2,372,481) 99,852
2004 | (2,611,206) (2,301,452) 309,754
2005 | (3,926,872) (3,437,248) 489,624
2006 | (4,110,916) (3,466,678) 644,238
2007 | 2,924,709 3,698,405 773,696
2008 | 10,868,186 11,746,304 878,118

Future Action ltems:

During 2003, the Finance Department and Information Technology Services
Department will complete the Activity Based Costing Rate Model and be
prepared to implement it for the 2004 fiscal year. The GASB34 pronouncement
brings new challenges to the City and the Intergovernmental Services Fund.
With the fund required to capitalize all infrastructures, including SISP assets, this
requires the City to make decisions on how to finance roughly $5-7 million



annually in depreciating assets. The Finance department will ensure this issue is
addressed during the 2004 budget process.

Annual Reporting to the City Council on Progress:

The Finance Department will report annually to the City Council, at year-end, with
a status update and any needed changes to this deficit reduction plan for the
Intergovernmental Services Fund. In addition, the Finance Department will
provide updates to the Ways and Means Committee during its citywide quarterly
financial status report.
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