
City of Tucson 
Independent Audit and Performance Commission  

 

Review of the Administrative Service Charge Assessed to Tucson Water 
 

November 5, 2015 
 
Honorable Mayor and Council: 
 
Introduction 

On March 10, 2015 the Independent Audit and Performance Commission (IAPC) received a 
request from Council Member Kozachik to consider conducting an analysis of the cost allocation 
methodology used to assess the administrative service charge to Tucson Water (Water).  The 
IAPC appointed a subcommittee to conduct the requested analysis at its April 1, 2015 meeting. 

Background 

The Administrative Service Charge is a comprehensive distribution of city-wide central service 
administrative costs to certain departments that benefit from these services. It is used by the City 
of Tucson to recover costs from Water, Environmental Services, Park Tucson, and the Highway 
User Revenue Fund (HURF). The general fund will recover $12.9 million for fiscal year 16 from 
those funds. 

The specific distribution of charges to the departments named above, is included on pages 7 and 
8 of Appendix A (City of Tucson Allocated Costs by Department dated 6-26-15).  This appendix 
identifies each central service activity which provided service and the corresponding dollar 
amounts charged. 

All departments can be charged for direct and/or indirect costs. Direct costs are for specific 
assistance from a department. For example, Water requested that they have one additional 
cashiering station, and that is provided by the Finance Department.  

Indirect costs consist of all other central service activities.  These costs are allocated on a 
proportional share of central service usage.  For a detailed listing of the basis of allocation that 
relate to Water see Appendix B (Allocation Basis). 

Scope 

The IAPC Cost Allocation Subcommittee (IAPC-CAS) conducted meetings with staff and 
reviewed the cost allocation methodology in order to comment on: 

1. The current methodology’s success in attributing reasonable costs to Water for the central 
services it consumes; and 

2. The appropriateness of the allocation factors used. 
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Discussion 

The Cost Allocation Subcommittee held nine fact-finding meetings for a total of about twenty 
hours with Joyce Garland, Budget and Internal Audit (BIA) Program Director, Lee Barr, 
Financial Specialist, Pete Saxton, Internal Audit Manager, Bob Kulze, Interim Internal Audit 
Manager, and Diane Link, Administrative Assistant. During these meetings, staff provided 
documents and presentations to the subcommittee members that conveyed complex cost 
allocation methodologies and procedures. Staff demonstrated clear familiarity with the topic and 
were patient and forthcoming with the subcommittee as it tackled the difficult subject matter. 

Addressing Item #1 in the Scope, the IAPC-CAS learned that cost allocation methodologies are 
in widespread use by municipal governments. In 1999, The City of Tucson began using 
proprietary software developed by the Maximus Corporation for which it pays an annual 
subscription fee. The software produces what is called a “Full Cost Allocation Plan” (FCAP), 
which is completed by the Office of Budget and Internal Audit bi-annually as part of the budget 
planning process. The FCAP identifies the cost of central support services using the most current 
and best data available. For a full explanation of how this is accomplished, please see Appendix 
C. The current plan, “BY15”, completed in May of 2015 used fiscal year 15 budgeted 
expenditures and fiscal year 14 actual service activities.   

In order to address Item #2 in the Scope, the IAPC-CAS learned that the FCAP seeks to 
equitably distribute or “allocate” the burden of central service costs among the various 
departments. There are three principles guiding the allocation process: 1) costs should be 
necessary and reasonable for the proper performance of a program; 2) the costs should be 
allocated city-wide according to the relative benefits received; and 3) “direct” and “indirect” 
costs are consistently classified as “direct” and “indirect”.   

Illustrative Examples 

In order to understand and document a functional example of how the FCAP applies to Water, 
the IAPC-CAS requested BIA staff to identify data for the following examples. Staff assembled 
the following data from the FCAP showing the allocation of two items from central service 
activities to Water. The IAPC-CAS reviewed and commented upon these examples.  

Example #1: Finance Department - Treasury Collections (FTC) allocation to Water of 
$823,045 

Step 1: Weight the items being processed by FTC to quantify how much more difficult it is to 
process some types of transactions than others. For example, according to the FTC, an Inspection 
Permit payment is more complex to process than a Bus Pass payment. The weighting factor is 
applied to all documents without regard to whom the cost will be attributed. The following table 
shows the weight applied to various transaction types: 
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Type of Collection: Weight of Items 
Collections – Specific 

Occ. Liquor 2.0 
Miscellaneous Tax Apps 1.0 

Alarm Fees 1.0 
Inspection Permits 2.0 

Sign Code 1.0 
Bus Pass 1.0 

Environmental Services 1.5 
Water 1.5 

For the purpose of this example, the weight has already been applied to the various transaction 
types. 
 
Step 2: Evaluate the weighted number of items to determine if it was appropriate as an allocation 
basis. 

Identify each Basis (see Appendix B). 
Department: Allocation Basis: Allocation Source: Weighted # 

of items 
Fin-Collections General Total weighted allocation, 

less Water and 
Environmental Services 
 

FY 2015 adopted 
budget and division 
records 

730,621

Fin-Collections Specific Number of collection 
transactions processed 
 

Division records 1,956,343

Fin-Collections General specifically excludes Water and therefore has no further impact on this 
example. 

Attribute the Fin-Collections Specific to the benefiting departments (source is the FTC, which 
has a procedure to separately identify each transaction processed): 

Type of Collection: Weighted # of Items: Attributable to: 
Fin-Collections Specific  

Occ. Liquor 69,220 General Government 
Miscellaneous Tax Apps 3,848 General Government 

Alarm Fees 432 General Government 
Inspection Permits 31,178 Planning and Development Services 

Sign Code 8,444 Planning and Development Services 
Bus Pass 8,584 Transportation 

Environmental Services 688,223 Environmental Services 
Water 1,146,414 Water 

Total 1,956,343  
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Using the proportions identified, allocate the cost of the FTC to Water: 
Receiving Dept: Weighted # of Items: Allocation %: Total FTC  

$ Allocated: 
General Government 73,500 3.7570% $      52,768
Planning and Development Serv. 39,622 2.0253% 28,446
Transportation 8,584 0.4388% 6,163
Environmental Services 688,223 35.1791% 494,096
Water 1,146,414 58.5998% 823,045

Total 1,956,343 100.0000% $ 1,404,518
 

The weighted number of items processed is considered to be a reasonable basis, because it is a 
specific measurement of the number of transactions processed, and represents the amount of staff 
time it takes to process each type of transaction. 

Conclusion of Example 1: In keeping with the principles of the analysis of the allocation process, 
the IAPC-CAS evaluated the weighted number of items and found it was reasonable as an 
allocation basis. 

Example #2: Information Technology Department – Enterprise Application allocation to 
Water of $1,185,417. 

The FCAP describes the IT – Enterprise Applications activities as: 
The Applications program area provides the analysis, development, implementation, and on-
going support of specific and enterprise software applications that run city business 
processes, ensuring the performance, availability, and stability of those systems[.] 

The accumulated expenditures associated with the IT – Enterprise Applications is allocated in 
two processes.  The first one is a specific allocation, and the second one is a general allocation.  

The specific allocation of costs associated with this activity is based on the budgeted costs for the 
annual maintenance agreements (AMA) for each enterprise application as a percentage of the 
total budgeted amount for the maintenance cost for all enterprise applications paid by IT. 

Step 1: Accumulate and attribute the amount of budgeted costs to be used on AMA for software 
applications paid for by IT.  The attribution of each AMA is as follows: 

Department Maintenance Contracts 
FY15 
Budget % of Total 

Enterprise Wide (ENT) 
ENT CK Finder (Drupal add-in) 499 
ENT Crystal - Business Objects 100,800 
ENT FIN 590,859 
ENT HRM 295,866 
ENT PB 96,514 
ENT Lyris (List Manager) 4,800 
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Department Maintenance Contracts 
FY15 
Budget % of Total 

ENT Microsoft External Connectors 9,000 
ENT Oracle - Network Database Maint. 309,500 
ENT Oracle CTM Licenses 4,500 
ENT SQL Server 34,000 

Subtotal ENT 1,446,338 70.45%
Finance Department (FIN) 
FIN CA Job Scheduler 8,700 
FIN TRMS Maintenance 280,000 

Subtotal FIN 288,700 14.06%

Human Resources (HR) 
Meridian/Learning Management 

System (COTEU) 
29,233 1.42%

Information Technology (IT) 
IT Apple IOS Developer Program 110 
IT Beyond Compare 400 
IT Books 24x7 2,500 
IT ERWIN 3,100 
IT Flash Media Server 1,200 
IT Misc Software 5,000 

IT 
Open Text Connectivity (formerly 
Hummingbird Exceed) 500 

IT Star SQL 8,000 
IT SQLyog Enterprise 400 
IT TOAD Maint. 3,300 
IT Visual Studio 2008 Assurance 2,600 

Subtotal IT 27,110 1.32%
Planning & Development Services Department (PDSD) 
PDSD Accela Permits Plus 74,300 
PDSD Selectron IVR 9,000 

Subtotal PDSD 83,300 4.06%
Tucson Department of 
Transportation (TDOT) 

Cartegraph 46,658 2.27%

Water 
Water Loftware Barcode Application Maint. 900 
Water WAM Synergen Maint. 131,000 

Subtotal Water 131,900 6.42%

  TOTAL 2,053,239 100.00%
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The accumulation of attributed AMA is as follows: 
Attributed to: Total AMA 

attributed: 
Percent of total 

AMA attributed: 
Enterprise Wide (ENT) $ 1,446,338 70.45%
Finance Department (FIN) 288,700 14.06%
Water 131,900 6.42%
Planning Development Services (PDSD) 83,300 4.06%
Tucson Department of Transportation (TDOT) 46,658 2.27%
Human Resources (HR) 29,233 1.42%
Information Technology (IT) 27,110 1.32%

TOTAL $ 2,053,239 100.00%
 

Evaluate if the AMA is a reasonable basis for estimating the relative level of effort required from 
the IT department – Enterprise Applications to provide support. The AMA is considered to be 
reasonable because the IT department has noted that there is a correlation between the market 
value of a computer program and the program’s complexity and size. A program’s complexity 
and size directly impact the level of effort required to provide adequate support. Therefore, more 
expensive programs are larger, more complex, and require more IT support. Further, as the cost 
of each AMA is determined by the vendors and not determined by a City employee, the values 
are objective. 

Step 2: The specific allocation process is completed by applying the allocation percentages to 
the dollars to be allocated in the double step-down allocation (see Appendix C for more 
information).  The specific allocation process can be summarized as follows: 

Attributed to: Percent of total 
amount 

attributed* 

Amount 
attributed in 

Step 1 

Amount 
attributed in 

Step 2* 

Total 

Enterprise Wide (ENT) 70.45% $ 1,240,094 $             0 $ 1,240,094
Finance Department (FIN) 14.06% 247,491 348,936  596,427
Water 6.42% 113,008 159,329 272,337
Planning Development 
Services (PDSD) 

4.06% 71,466 100,760 172,226

Tucson Department of 
Transportation (TDOT) 

2.27% 39,958 56,336 96,294

Human Resources (HR) 1.42% 24,996 35,241 60,237
Information Technology 
(IT) 

1.32% 23,235 0  23,235

Total cost of IT – 
Enterprise Applications 

 $ 1,760,248  $ 700,602 $ 2,460,850

* Due to the double step down allocation process used by the allocation software, the number of 
departments receiving an allocation has been stepped down (reduced), and therefore the 
“percent of total amount attributed” is different in Step 2 than in Step 1. 
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Step 3: The next phase begins the general allocation process.  This phase uses a broad allocation 
basis, the weighted expenditure allocation, to allocate costs associated with the Enterprise Wide 
function (from above) of activity to benefiting departments as follows: 
 
First, the weighted expenditure allocation is developed by accumulating the operating 
expenditures for all departments and then modifying the impact of one-time expenditures to 
reduce their effect on the total.  This is the best practice method suggested by the consultants 
from the Maximus software corporation during initial implementation.  The modification reduces 
the impact of one-time capital purchases so the values more accurately reflect on-going 
expenditures.  The values are as follows: 

 
Department/Division: Weighted 

Expenditure 
Allocation: 

Percent of total: 

Mayor and Council $ 2,566,510 0.3144%
Office of the City Manager 4,196,110 0.5141%
Office of Integrated Planning 1,632,540 0.2000%
City Clerk 2,971,150 0.3640%
City Attorney 9,689,350 1.1870%
City Court 12,137,494 1.4870%
Office of the Public Defender 3,064,940 0.3755%
Budget and Internal Audit 1,462,790 0.1792%
Finance 11,974,320 1.4670%
Procurement 3,216,530 0.3941%
Information Technology 17,462,147 2.1393%
Human Resources 4,503,150 0.5517%
General Services 58,029,272 7.1091%
Police 160,404,800 19.6511%
Tucson Fire Department 91,483,320 11.2076%
Planning and Development Services 9,265,070 1.1351%
Housing and Community Development 75,501,856 9.2497%
Tucson Convention Center 6,032,810 0.7391%
Parks and Recreation 37,747,330 4.6244%
Tucson City Golf 7,996,090 0.9796%
Environmental Services 39,592,311 4.8504%
Transportation 69,018,973 8.4555%
Park Tucson 3,098,567 0.3796%
Water 126,258,626 15.4679%
Non-Departmental 24,221,440 2.9674%
HURF 32,020,620 3.9228%
Pension Fund Admin 714,530 0.0875%

TOTAL $ 816,262,646.00 100.0000%
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Second, the percent of the weighted expenditure allocation is applied to the dollars associated 
with the Enterprise Wide (ENT) line item:  

Attributed to: Percent of total 
amount 

attributed* 

Amount 
attributed in 

Step1 

Amount 
attributed in 

Step2* 

Total 

All Other Departments 84.5321% $ 3,547,472 $ 1,406,346  $ 4,953,818
Water 15.4679% 649,125 263,955 913,080

Total cost of IT – 
Enterprise Applications 

 $ 4,196,597  $ 1,670,301 $ 5,866,898

* Due to the double step down allocation process used by the allocation software, the number of 
departments receiving an allocation has been stepped down (reduced), and therefore the 
“percent of total amount attributed” is different in Step 2 than in Step 1. 

The total weighted expenditure allocation basis was determined to be reasonable because it 
approximates the level of effort that the IT – Enterprise Applications provides to each 
department.  For instance, Crystal Business Objects is attributed to the Enterprise Wide function 
in the specific allocation process above.  Crystal Business Objects is a report writing program 
that allows City employees to write queries and create reports for the SQL databases on the 
network. There is no direct measurement of departments using queries or obtaining reports.  
However, since each department is likely to have used at least one query or report which was 
built on Crystal Business Objects, there needs to be a way to allocate the cost of that activity.  
The total weighted expenditure allocation basis allows staff to approximate the likelihood that 
each department will have derived benefit from Crystal Business Objects by noting that larger 
departments tend to use more queries and more reports than smaller departments.   

Step 4: As a final step in the process, the specific and the general allocation are summarized as 
follows: 

Specific/General allocated: Total amount 
attributed 

Specific allocation $   272,337
General allocation  913,080

Total allocation from IT – Enterprise Applications to WATER  $1,185,417
 

Conclusion of example 2: In keeping with the principles of the analysis of the allocation process, 
the IAPC-CAS evaluated the Annual Maintenance Agreement costs and the weighted 
expenditure allocation and found each one was reasonable as an allocation basis. 

  













































Allocation basis

This list shows all department-activities with allocations to Water Dept.

This list identifies the basis of allocation used in the FCAP

Department-Function Allocation basis

IT-Enterprise Applications Based on software maintenance

IT-Technical Services Server count per department

IT-Network Services Number of VOIP devices (phone)

IT-Service Desk Number of PC's

IT-GIS Services Estimated level of staff support

IT-Facilities Management Total weighted exp. allocation

Finance Treas-Collections "Specific" is the number of transactions processed

Finance Acct-Systems Total weighted exp. allocation

Finance Acct-Services Payroll-total FTE's (26.21% of total Services)

Accounts Payable-number of payment vouchers processed (34.26% of total Services)

total weighted exp. Allocation (39.53% of total Services)

Finance Acct-Operations Total weighted exp. allocation

Finance Treas-Debt Mgmt. Total weighted exp. allocation, except Tor portion directly to Water

Finance Treas-Investments Total weighted exp. allocation

Finance-Risk Mgmt. Risk Management transfers-specific budgeted dollar amounts

Finance-Pension Fund Admin Number of permanent FTE's, excluding elected, appointed, commissioned

Procurement-Design, Const, Purch Number of contracts & PO's issued

Procurement-Surplus, Auction, Matls Mgmt. Total weighted exp. allocation

Procurement-Mail Services Internal mail-number of FTE's

External-direct charges

Procurement-Pcard Number of pCard transactions

Attorney-Civil Estimated level of staff support

Attorney-Criminal Estimated level of staff support

Clerk-Leg & Records mgmt. Records center/archives: total weighted exp. allocation

HR-Employ & Compensation Number of permanent FTE's, excluding M&C

HR-Employee Develop Number of permanent FTE's, excluding elected, appointed

HR-Employee Benefits & Records Number of permanent FTE's

HR-Equal Opportunity Pgm Number of FTE's, excluding elected

HR-Central Safety & Wellness Number of total FTE's

HR-Claims & Work Comp Work Comp transfers-specific budgeted dollar amounts

HR-Admin For Civil Service Commission activity: number of permanent FTE's, excluding elected, appointed

Budget & Internal Audit 50% is allocated using number of total FTE's

50% is allocated using total weighted exp. allocation

City Manager 50% is allocated using number of total FTE's excluding M&C

CMO-Communications & Intergov Relations Internal city communications-number of FTE's

CMO-Real Estate Direct charges for services

General Services-Facilities Mgmt. Facilities maintenance expenditures

General Services-Arch & Engineer Expenditures for A&E services

General Services-Fleet Services Expenditures for fleet services

General Services-Communications Comm maint ISF expenditures

Genl comm infrastructure expenditures

I-Net maintenance: total weighted exp. allocation

Office of Integrated Planning Estimated level of staff effort

General Government-General Total weighted exp. allocation

TFD-Hazardous Waste Disposal Haz Waste transfers-specific budgeted dollar amounts

Alloc basis chart - if Water Dept receives share 9/30/2015
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