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A.

EXECUTIVE SUMMARY

INTRODUCTION

Clackamas County (the County) engaged Moss Adams LLP (Moss Adams) to conduct a performance
audit of the budget and financial practices of the County and the Clackamas County Sheriff's Office
(CCSO0), the County’s law enforcement agency responsible for providing public safety and law
enforcement services in Clackamas County, Oregon. The audit period for this performance audit was
fiscal year 2023 (FY23).

The objectives of this performance audit were to determine:

To what extent County financial policies and procedures adhere to best practices

2. To what extent County Finance is appropriately managing and implementing the systems of
record and department requirements

3. Whether CCSO complies with existing County financial policies and procedures as it relates to
cost allocation, administrative overhead, and transaction processing

4. The efficiency and effectiveness of CCSO'’s processes related to accounting, budgeting, and
financial reporting

5. The tracking and use of revenue sources within CCSO

We conducted this performance audit between November 2023 and February 2024 using a four-
phased approach consisting of project initiation and management, fact-finding, analysis, and
reporting.

SUMMARY OF FINDINGS AND RECOMMENDATIONS

Findings and recommendations are grouped into four themes: budget processes, cost allocation,
financial practices, and revenue sources. They are summarized in the following table and presented
with greater detail in Section IV of this report.

PRELIMINARY FINDINGS AND RECOMMENDATIONS

Budget Processes (Objectives 1, 2 & 3)

1. Finding Roles, responsibilities, and budget authority are not clearly defined in the
County’s budget manual. This has caused some confusion around the
budget process and impacted collaboration between CCSO and County
Finance.

Recommendation We recommend County Finance clearly define roles, responsibilities, and
authority for budget processes in the budget manual to reduce the likelihood
of potential misunderstandings.

2. Finding There is a lack of clearly documented guidance in some areas of the
County’s budget process, which resulted in inconsistencies in budgeting
approaches between County Finance and CCSO in FY23.

Clackamas County Sheriff’s Office Budget and Finance Performance Audit 1



PRELIMINARY FINDINGS AND RECOMMENDATIONS

Recommendation

A. We recommend County Finance develop, document, and share clearly
defined guidance for the budget process, including guidance related to
allocating indirect service costs to programs and accounting for
vacancies in budget development.

B. To support continuous improvement, we recommend County Finance
consider conducting a regular survey to collect input from departments
on issues or areas of the budget process that are unclear.

3.

Finding

The County has implemented many changes to its budget and financial
practices since FY20 to better align with best practice, including
implementing a new chart of accounts and a new budgeting system. Some of
these changes have been difficult for CCSO to implement, which has
contributed to strained relationships between CCSO and County Finance.

Recommendation

A. We recommend CCSO prioritize efforts to align its budget and financial
practices with recent County changes, including consistent use of the
County’s chart of accounts.

B. We recommend County Finance, in partnership with County leadership,
create a culture of deliberate change management to ensure new
initiatives are effectively developed, communicated, implemented, and
adopted. This includes promoting communication and accountability
throughout the process.

C. We recommend County leadership actively work to rebuild trust between
County Finance and CCSO. This might include:

Facilitating open and transparent communication between County
Finance and CCSO by creating a space for openly expressing
concerns, sharing perspectives, and identifying pain points.

Fostering a culture of collaboration and trust between County Finance
and CCSO, with an emphasis on the shared goal of effective financial
management and service delivery.

Cost Allocation (Objectives 1 & 2)

Finding

The County’s updated cost allocation plan—which had not been updated
since 1991—resulted in a more than $2 million increase in cost allocation
charges to CCSO in FY23. Even though the County provided a one-time
subsidy of $1.5 million to CCSO, this increase resulted in the method of cost
allocation being perceived as unfair and illegitimate.

Recommendation

We recommend County Finance implement a cost allocation policy that
requires annual review of the cost allocation plan, which aligns with best
practices and provides routine incremental adjustments over time.

Finding

The intergovernmental agreement (IGA) between the County and the
Enhanced Law Enforcement District (ELED) requires the County to share its
cost allocation charge with the ELED by January 1 each year; however, this
requirement has not been consistently followed.

Recommendation

We recommend CCSO and County Finance work together to revise the
IGA’s provisions to better align with current practice and realistic
expectations of when the County’s calculated cost allocation charge for the
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PRELIMINARY FINDINGS AND RECOMMENDATIONS

ELED will be available each year. The revised IGA should be reviewed by
County Counsel and approved by the Board.

Financial Practices (Objectives 3 & 4)

Finding

CCSO did not allocate indirect costs, including administrative overhead, to
the Sheriff’'s Office Public Safety Levy (the Levy) or the ELED prior to FY23.
Allocating indirect costs to programs is important to accurately reflect the full
cost of providing services and promote equitable distribution of shared
expenses across all programs.

Recommendation

We recommend CCSO continue efforts to develop a departmental indirect
cost allocation plan for allocating costs to the Levy and the ELED in
alignment with County policy. This plan should be reviewed by County
Finance and approved by the County Administrator. The ELED’s cost
allocation plan should also be approved by the Board in accordance with IGA
requirements.

Finding

CCSO does not generally charge operating expenses directly to the Levy or
ELED. Instead, operating expenses are posted to the general fund and
transferred to the Levy or ELED. This is inefficient and has resulted in the
excessive use of journal entries, delayed reconciliations, and challenges in
year-round financial reporting.

Recommendation

We recommend CCSO continue efforts to improve its use of the County’s
financial system so that operating expense charges can be directly charged
to the Levy and the ELED, as opposed to flowing through the general fund.
The ELED IGA should be revised as appropriate to align with these changes.

Revenue Sources (Objective 5)

Finding

The County and CCSO have not developed clear expenditure guidelines for
either the Levy or the ELED, which makes it difficult to know whether funds
from these revenue sources are being used as voters intended and
contributes to strained relationships between CCSO and County Finance.

Recommendation

We recommend CCSO and County Finance work together to develop clear
expenditure guidelines for the Levy and the ELED. These guidelines should
clarify allowable uses for the funds, specify what costs are included in fully
burdened personnel costs, define how positions will be allocated to the fund
(e.g., in a particular order or by assigning specific position control numbers to
the Levy and ELED), and define a methodology for prioritizing the use of
funds in case of a budget shortfall. The guidelines should be reviewed by
County Counsel and approved by the County Administrator. The guidelines
should also be approved by the Board and reflected in the intergovernmental
agreement between the ELED and the County.
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C.

IMPLEMENTATION PLAN

The following is a proposed implementation plan for the recommendations made in this report. Recommendations are listed in order of priority
(critical, high, medium, or low) as defined by which activities are both high impact and high urgency. All items, including those listed as low priority,
will be important to execute eventually. Recommendations that are absolutely necessary to begin with are categorized as critical priority. This
implementation plan should be viewed as a living document that County leadership, County Finance, and CCSO will discuss, reorganize, and
adjust to create a feasible timeline.

The party listed under Primary Responsibility is the leader in coordinating activities to accomplish the line item. This party may or may not directly
execute the work detailed but will be responsible for moving the work forward. Involved Parties are groups or individuals who should be informed,
consulted, or responsible for elements of accomplishing the work.

PRIMARY INVOLVED
# CATEGORY RECOMMENDATION PRIORITY RESPONSIBILITY PARTIES TIME HORIZON
Phase 1
We recommend County Finance develop, document,
i . County
and share clearly defined guidance for the budget o
Budget . . . . i . Administrator, January — March
2A process, including guidance related to allocating Critical County Finance
Processes s . ) County 2024
indirect service costs to programs and accounting for
L departments, CCSO
vacancies in budget development.
We recommend CCSO and County Finance work
together to develop clear expenditure guidelines for the
Levy and the ELED. These guidelines should clarify
allowable uses for the funds, specify what costs are
included in fully burdened personnel costs, define how
ositions will be allocated to the fund (e.g., in a County Counsel,
Revenue post ! 9- ies CCSO, County County January — March
8 particular order), and define a methodology for Critical : o
Sources . . Finance Administrator, the 2024
prioritizing the use of funds in case of a budget Board
shortfall. The guidelines should be reviewed by County
Counsel and approved by the County Administrator.
The guidelines should also be approved by the Board
and reflected in the intergovernmental agreement
between the ELED and the County.
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#

CATEGORY

Financial
Practices

RECOMMENDATION

We recommend CCSO continue efforts to develop a
departmental indirect cost allocation plan for allocating
costs to the Levy and the ELED in alignment with
County policy. This plan should be reviewed by County
Finance and approved by the County Administrator.
The ELED’s cost allocation plan should also be
approved by the Board in accordance with IGA
requirements.

3A

Budget
Processes

We recommend CCSO prioritize efforts to align its
budget and financial practices with recent County
process and system improvements, including
consistent use of the County’s chart of accounts.

Pha

se 2

3C

Budget
Processes

We recommend County leadership actively work to
rebuild trust between County Finance and CCSO. This
might include:

Facilitating open and transparent communication
between County Finance and CCSO by creating a
space for openly expressing concerns, sharing
perspectives, and identifying pain points.
Fostering a culture of collaboration and trust
between County Finance and CCSO, with an
emphasis on the shared goal of effective financial
management and service delivery.

Financial
Practices

We recommend CCSO continue efforts to improve its
use of the County’s financial system so that operating
expense charges can be directly charged to the Levy
and the ELED as opposed to flowing through the
general fund.

PRIORITY

PRIMARY
RESPONSIBILITY

INVOLVED
PARTIES

County Finance,

TIME HORIZON

County January — March
CCSO Administrator, the 2024
Board
County Finance, January -
ceso County December 2024
Administrator
County Administrator, County Finance, Ongoin
the Sheriff CCSO employees going
CCSO County Finance April - December

2024
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PRIMARY INVOLVED
# CATEGORY RECOMMENDATION PRIORITY RESPONSIBILITY PARTIES TIME HORIZON
We recommend County Finance implement a cost
Cost allocation policy that requires annual review of the cost . . County .
4 Allocation allocation plan, which aligns with best practices and High County Finance Administrator April - June 2024
provides routine incremental adjustments over time.
Phase 3
We recommend County Finance clearly define roles, .
. . . County Finance,
Budget responsibilities, and authority for budget processes in . - July — September
1 oo . Medium County Administrator County
Processes the budget manual to reduce the likelihood of potential 2024
. . departments, CCSO
misunderstandings.
We recommend County Finance, in partnership with
County leadership, create a culture of deliberate County
o .. July — September
Budget change management to ensure new initiatives are . . Administrator, .
3B f ) . Medium County Finance 2024 to establish,
Processes effectively developed, communicated, implemented, County then ongoin
and adopted. This includes promoting communication departments, CCSO going
and accountability throughout the process.
We recommend CCSO and County Finance work
together to revise the IGA’s provisions to better align
. . . . County Counsel,
with current practice and realistic expectations of when
Cost , . . CCSO, County County July — September
5 . the County’s calculated cost allocation charge for the Medium . .
Allocation . . . Finance Administrator, the 2024
ELED will be available each year. The revised IGA Board
should be reviewed by County Counsel and approved
by the Board.
Phase 4
To support continuous improvement, we recommend
. . . September —
oB Budget County Finance consider conducting a regular survey L Countv Finance County December 2024
Process to collect input from departments on issues or areas of ow y departments, CCSO S
then ongoing
the budget process that are unclear.
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Il. INTRODUCTION

A. PROJECT OVERVIEW

Introduction and Scope

The County engaged Moss Adams to conduct a performance audit of the budget and financial
practices of the County and CCSO, the County’s law enforcement agency responsible for providing
public safety and law enforcement services in Clackamas County, Oregon. The primary purpose of
the performance audit was to evaluate the extent to which CCSO was complying with County policies
and procedures, as well as using the most-up-to-date governmental best practices in accounting,
budgeting, and financial reporting. The audit period for this performance audit was fiscal year 2023
(FY23).

The objectives of this performance audit were to determine:

To what extent County financial policies and procedures adhere to best practices

2. To what extent County Finance is appropriately managing and implementing the systems of
record and department requirements

3. Whether CCSO complies with existing County financial policies and procedures as it relates to
cost allocation, administrative overhead, and transaction processing

4. The efficiency and effectiveness of CCSQO’s processes related to accounting, budgeting, and
financial reporting

5. The tracking and use of revenue sources within CCSO

Background

Clackamas County is Oregon’s third most populous county and serves over 400,000 residents across
1,900 square miles. The County is governed by five elected County Commissioners who set policy,
adopt the annual budget, and pass ordinances under state law and is managed by a County
Administrator who oversees the activities of the County’s departments. The County serves its
residents through a range of services, including public safety services provided by CCSO.

As stated in CCSO'’s Strategic Business Plan, “the mission of the Clackamas County Sheriff's Office
is to provide public safety services to the people of Clackamas County so they can experience a safe
and secure community.” CCSO is led by an elected sheriff. Elected officials have greater autonomy
than appointed department heads but ultimately each department’s budget falls under the authority of
the County’s Board of Commissioners (the Board). County departments including CCSO must have
their budgets approved by the County’s Budget Committee, which consists of the Board and an equal
number of residents who review and approve the departmental budgets each fiscal year.

Methodology

The performance audit consisted of four phases. Our analysis was informed by employee interviews,
document review, data analysis, testing, and research into best practices.
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PHASE DESCRIPTION

1.  Project Initiation This phase concentrated on comprehensive planning and project management,
and Management including identifying employees to interview, identifying documents to review,
communicating results, and regularly communicating project status.

2. Fact-Finding This phase included interviews, document review, testing, and peer
benchmarking.

Interviews: We conducted interviews with County staff within Finance and
CCSO and conducted focus groups with County staff within Finance to gain
insights into the current operational environment, strengths, and
opportunities for improvement related to budget and finance processes.

Document Review: We reviewed a variety of documents, data, and
information provided by the County and CCSO, including budget reports,
performance and audit reports, and administrative policies and procedures.

Testing: We completed the following testing procedures relevant to our
audit objectives:

We compared the County and CCSQO'’s budget and financial practices to
state law (ORS Chapter 294) and best practices defined by the
Government Finance Officers Association (GFOA) and the National
Advisory Council on State and Local Budgeting (NACSLB). This
included evaluating budget processes and systems, as well as
approaches to cost allocation and administrative overhead (Objectives
1,2 & 3).

We evaluated CCSQO's FY23 general ledger and a sample of
transactions to test the efficiency and effectiveness of CCSQO’s
processes related to accounting, budgeting, and financial reporting, as
well as their tracking and use of revenue sources (Objectives 3, 4 & 5).

We reviewed CCSO'’s tracking and use of revenue sources in
comparison to allowable uses and industry standards (Objective 5).

3. Analysis Based on the information gained during our fact-finding phase, we performed a
gap analysis of current conditions and identified opportunities for improvement.
Leveraging best practice information and our own experience from working with
similar entities, we developed practical recommendations.

4. Reporting We communicated the results of our analysis with findings and
recommendations presented first in a draft report that was reviewed with
management to confirm the practicality and relevance of recommendations
before finalizing the report.

B. STATEMENT OF COMPLIANCE WITH GAGAS

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards (GAGAS). Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.
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lll. FINDINGS AND RECOMMENDATIONS

Findings and recommendations are grouped into four themes: budget processes, cost allocation,
financial practices, and revenue sources. Our aim is to provide County and CCSO leadership with
actionable information on opportunities for improvement, with recommendations intended to provide
positive impacts on budget and finance outcomes. The table below shows which findings relate to
each performance audit objective.

RELATED

OBJECTIVE FINDINGS
1. To what extent County financial policies and procedures adhere to best practices 1,2,3,4,5&8
2. To what extent County Finance is appropriately managing and implementing the 1,2,3,4,5&8

systems of record and department requirements

3. Whether CCSO complies with existing County financial policies and procedures 3,6, 7&8
as it relates to cost allocation, administrative overhead, and transaction processing

4. The efficiency and effectiveness of CCSQO’s processes related to accounting, 3,6, 7&8
budgeting, and financial reporting

5. The tracking and use of revenue sources within CCSO 6,7&8

A. BUDGET PROCESSES

Budget Authority, Roles, and Responsibilities

Roles, responsibilities, and budget authority are not clearly defined in the County’s
Finding budget manual. This has caused some confusion around the budget process and
impacted collaboration between CCSO and County Finance.

We recommend County Finance clearly define roles, responsibilities, and authority
Recommendation for budget processes in the budget manual to reduce the likelihood of potential
misunderstandings.

County budget policies and practices are largely aligned with state law (ORS Chapter 294) and
budgeting best practices. County Finance prepares a budget manual each fiscal year that outlines the
budget process and timeline, defines budget principles, and provides instructions and guidance to
departments to support them in preparing their budgets. While the budget manual includes many
elements of best practice, the manual does not clearly define roles, responsibilities, and budget
authority. This lack of clarity has contributed to confusion around authority in the budget process and
impacted collaboration between CCSO and County Finance. Two key examples include:

*  While noted within Clackamas County Code, the budget manual does not explicitly state the
County Administrator serves as the Budget Officer for the County and its service districts or
define the authority associated with this role. State law requires local governments to appoint a
budget officer and Clackamas County Code appoints the County Administrator to this role. In this
role, the County Administrator is responsible for preparing and submitting an annual budget to the
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Board and the Budget Committee. While it should be clear to departments that the County
Administrator serves as the Budget Officer, it may not be clear what this authority means,
particularly as it relates to departments overseen by elected officials. Clearly documenting what
falls within the County’s Administrator’s authority will support increased understanding and create
consistency over time when department heads change.

The budget manual does not clearly outline the roles and responsibilities of the parties involved in
the budget process, such as 1) the role of the Board in setting County priorities and strategic
goals and ensuring alignment of the budget with County objectives; 2) the authority of the County
Administrator in developing a proposed budget for the County, including for departments
overseen by elected officials, setting fiscal policies and guidelines that reflect the County’s goals
and objectives, and presenting the proposed budget to the Board and the Budget Committee; or
3) the role of departments in preparing detailed budget requests based on departmental needs
and service requirements. Clearly documenting these roles and responsibilities will support
improved understanding, consistency, and continuity over time.

A lack of defined authority over the budget process can hinder accountability and decision-making,
especially when involved parties disagree on key decision points or approaches. Without clear
accountability and delineation of decision-making authority, it is more difficult for decisions to be
made quickly and efficiently, and disagreements are more likely to arise. Unclear roles and
responsibilities can also hinder effective collaboration, as collaboration is more effective when roles
are well-defined.

We recommend County Finance update the budget manual to clearly define the roles,
responsibilities, and authority in the budget process. Roles and responsibilities should be clarified for
all involved parties, including the Board, the County Administrator, County Finance, and County
departments. The budget manual should include at least the following items related to roles and
responsibilities:

Clearly defined budget process stages such as budget development, review, approval,
implementation, and monitoring
Identification of stakeholders involved in each stage of the budget process

Clarification of the roles and responsibilities for each involved stakeholder, such as through the
development of a RACI matrix (defined below)

Clearly defined decision-making authority throughout the process

We also recommend the County consider the use of a RACI matrix to clarify and communicate roles
and responsibilities for tasks and activities within the budget process. This tool is an effective way to
clarify and communicate expectations of the various stakeholders involved in a process. RACI stands
for:

Responsible: Those who perform the work to complete a task or activity and are responsible for
execution.

Accountable: Those who are ultimately answerable for the success or failure of a task or activity
and have decision-making authority.

Consulted: Those who are asked for their expertise or input on tasks or activities before
decisions are made.

Informed: Those who are updated throughout the process.
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After the budget manual is updated, County Finance should share the revisions with County
departments and provide training as needed to ensure roles and responsibilities are clearly
understood.

Budget Procedures

There is a lack of clearly documented guidance in some areas of the County’s
Finding budget process, which resulted in inconsistencies in budgeting approaches
between County Finance and CCSO in FY23.

A. We recommend County Finance develop, document, and share clearly defined
guidance for the budget process, including guidance related to allocating
indirect service costs to programs and accounting for vacancies in budget

Recommendation development.

B. To support continuous improvement, we recommend County Finance consider
conducting a regular survey to collect input from departments on issues or
areas of the budget process that are unclear.

As previously noted, County budget policies and practices are largely aligned with state law (ORS
Chapter 294) and budgeting best practices. However, there are areas where increased
documentation and clarification could be beneficial, including:

Indirect Service Costs: The County’s budget manual does not require departments to allocate
indirect service costs, including administrative overhead, to programs. Indirect service costs
include shared administrative expenses where a department, agency, or program incurs costs for
support it provides to other departments, agencies, or programs, such as costs associated with
legal, finance, human resources, facilities, maintenance, or technology.’ GFOA recommends
local governments allocate indirect service costs to allow for a more accurate allocation of
expenses to different cost centers or activities. The County charges indirect service costs to
departments, but at least one County department—CCSO—did not charge indirect service costs
to programs prior to FY23 (see also CCSO Indirect Cost Allocation). Other County departments
may also not have charged indirect service costs to programs, but they were outside of the scope
of this audit. While it is important for departments to align their budget and financial practices with
best practices, a County policy in this area would be helpful to explicitly require this practice for
departments and provide consistency and standardization across all County departments.
Without clearly documented policies and procedures, different departments might interpret and
implement best practices inconsistently, which can lead to variations in efficiency and
effectiveness. Given this, the County should explicitly mandate this requirement in its budget
manual.

Accounting for Vacancies: The County’s budget manual does not provide clear guidance on
how to account for vacancies in budget preparation. It is important to address vacancies in a
government budget since not all positions will be filled all year. GFOA best practices note
governments can fully fund salaries associated with vacancies to build cushion into their budget,
but that it may be prudent to include a hiring lag in the budget based on historical hiring trends.
Regardless of which approach is followed, GFOA best practices recommend governments
develop policies on how to treat vacancies to provide clarity on their approach. Without clear
policies on accounting for vacancies, departments may account for vacancies differently, leading

" GFOA, Indirect Cost Allocation
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to inconsistent budget development and a lack of transparency about how budgets are developed
across departments.

Incomplete documented guidance in these areas contributed to inconsistencies in budgeting
approaches between County Finance and CCSO in FY23. It has also contributed to disagreements
between the two parties and strained relationships.

We recommend County Finance develop and document clearly defined guidance related to allocating
indirect service costs to programs and accounting for vacancies in budget development. Once the
guidance has been documented, it should be shared with departments through multiple channels,
such as through email and training sessions, to promote a common understanding of the revised
processes and expectations. Regular and open communication should be established as
departments implement these revised budget processes to foster a collaborative environment.

Moving forward, it may also be prudent for County Finance to consider enhancing its methods for
regularly collecting input from departments on issues or areas of the budget process that are unclear,
to support continuous improvement. This will also help County Finance understand whether
challenges — such as those noted in this report — exist across multiple departments or are specific to
an individual department. One potential method is to administer an annual survey after the budget
process to collect feedback from departments on their experience and to gain insights into prevalent
challenges and areas that may require more explicit guidance and extra support.

Change Management

The County has implemented many changes to its budget and financial practices
since FY20 to better align with best practice, including implementing a new chart of

Finding accounts and a new budgeting system. Some of these changes have been difficult
for CCSO to implement, which has contributed to strained relationships between
CCSO and County Finance.

A. We recommend CCSO prioritize efforts to align its budget and financial
practices with recent County changes, including consistent use of the County’s
chart of accounts.

B. We recommend County Finance, in partnership with County leadership, create
a culture of deliberate change management to ensure new initiatives are
effectively developed, communicated, implemented, and adopted. This
includes promoting communication and accountability throughout the process.

Recommendation C- We recommend County leadership actively work to rebuild trust between
County Finance and CCSO. This might include:

Facilitating open and transparent communication between County
Finance and CCSO by creating a space for openly expressing concerns,
sharing perspectives, and identifying pain points.

Fostering a culture of collaboration and trust between County Finance and
CCSO, with an emphasis on the shared goal of effective financial
management and service delivery.

County Finance has commendably implemented many changes to its budget and financial practices
since FY20 to better align with best practice, including the following key changes:
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FY20: County Finance implemented a new budget system—OpenGov—which is an industry
standard budgeting software designed to support collaborative budgeting processes.

FY20: County Finance developed a new chart of accounts, which facilitates more accurate
financial reporting and allows for consistent categorization and presentation of financial data.

FY21: County Finance began creating training videos and procedure documents for the annual
budget process.

FY22: County Finance incorporated the new chart of accounts into the County’s budget for the
first time.

FY23: County Finance hired a cost allocation consultant to assist with the preparation of a
revised cost allocation plan for FY24.

FY24: County Finance partially implemented the revised cost allocation plan for the FY24 budget.
FY24: County Finance developed and implemented a period close process.

These changes represent critical improvements that were necessary to enhance the County’s budget
and financial practices. However, some of these changes have been difficult for CCSO to implement.
CCSO reported challenges implementing the County’s new OpenGov system fully due to a lack of
integration between the County’s systems. CCSO reported they worked with County Finance to
resolve some of these issues, including improving the ability to allocate and track budgeted funds at
an appropriate level of detail to support CCSO operations. Additionally, CCSO has also not
consistently used the County’s chart of accounts. Based on a review of CCSO’s FY23 general ledger,
some personnel expenses are coded as materials and services expenses. Also, while CCSO’s FY24
budget included the County’s revised cost allocation requirements, the increase of these charges
resulted in significant disagreements between County Finance and CCSO in budget discussions.

Difficulty implementing these changes likely stemmed from a variety of reasons. Several changes
were implemented over a relatively short amount of time and were impactful to CCSO’s operations,
such as the change to the County’s cost allocation (see also County Cost Allocation). Given the
impact the cost allocation revision had on department budgets, there may have been opportunities to
implement these changes more effectively with more lead time. Additionally, CCSQO’s capacity to
spend time improving its processes and adopting changes is reportedly limited, which may be a result
of limited staff capacity and some of CCSO's existing processes being time-consuming and inefficient
(see also CCSO Process Efficiency).

Despite these challenges, we recommend CCSO prioritize efforts to align its budget and financial
practices with the recent changes implemented by County Finance, including consistent use of the
County’s chart of accounts. CCSO should work closely with County Finance to prioritize key
improvements and County Finance should provide support as needed. Additionally, moving forward,
we recommend County Finance and County leadership engage in deliberate change management
processes and County leadership should aim to rebuild trust between County Finance and CCSO.

Managing Change

To improve full adoption of changes moving forward, we recommend County Finance, in partnership
with County leadership, create a culture of deliberate change management to ensure new initiatives
are effectively developed, communicated, implemented, and adopted. This includes promoting
communication and accountability throughout the process. To improve implementation, adoption, and
buy-in, the County should establish a standardized change management process for organizational
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changes. Wherever possible, departments and employees should be engaged prior to announcing
new changes to define the problem, provide input on potential concerns, and provide suggestions to
improve implementation. Often, departments and employees facing change experience fear and
worry; therefore, a robust change management approach should emphasize the human side of
change to promote employee adoption. By acknowledging their feelings and concerns, leadership can
demonstrate its support of employees throughout the County, which improves overall change
management. The following are key elements for implementing successful change management:

Actively align County and department leadership: The first element of change management is
defining the problem and the purpose of making the change. This should be well-defined and
understood throughout the County. After the decision to make a change—whether it occurs
primarily at the County or departmental level—has been made, the County’s primary
responsibility is to ensure there is alignment across all departments. Although a change may not
result in significant improvements for every department, this presents an opportunity to exercise
County-wide thinking and consider the impact of the change on other facets of the County.
Without alignment and commitment, any change management initiative is likely to fail.

Communicate the need for change: Excellent communication is critical to change
management. Affected departments and employees should be aware of the business need for
change and buy into potential solutions. County leadership should build awareness around the
County’s needs and the risk of remaining with the status quo. Where appropriate, impacted
stakeholders should be involved in defining initiative requirements and the design process.
Project sponsors should ensure clear and open lines of communication throughout the change
management process and advocate for two-way dialogue to provide answers and reassure
impacted stakeholders.

Plan for and understand the ramifications of the change: Clearly identify what is changing,
how it is changing, who will be affected, how users will be affected, and when the change will
occur. Change should occur in a multi-step, well-communicated process that includes ample
training and no surprises to departments and their staff. Key communication messages should be
developed and disseminated to ensure all staff are aware of progress towards implementation
and are reminded of personal benefits they can expect to derive from the new system or process.
Depending on the nature of the change, the County may also need to plan for negative
ramifications of the change that impact employee morale and provide consistent messaging and
support throughout change adoption.

Consider and design a method for staff education: Throughout implementation, build staff
knowledge and abilities through training opportunities. Following implementation, provide
reinforcement and allow employees to provide feedback on the change and change process,
making minor adjustments where necessary. Ensure consistent adoption by providing policies,
procedures, and performance measures that reflect the change and can serve as staff resources.

To increase the County’s capacity for effective change management, we also recommend County
leadership consider providing change management and communication training to all County and
department leadership. This can increase individual knowledge and capacity to manage change, as
well as providing the leadership team with a commonly understood language to identify, discuss, and
strategize around change management challenges.

Rebuilding Trust

As a part of this work, we recommend County leadership actively work to rebuild trust between
County Finance and CCSO. This may include facilitating open and transparent communication
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between the two parties by creating a space for openly expressing concerns, sharing perspectives,
and identifying pain points. We also recommend County Finance and CCSO work to foster a culture
of collaboration and trust with an emphasis on the shared goal of effective financial management and
service delivery. County staff report that a neutral facilitator has been included in conversations in the
past, but has not yielded improved relationships. When necessary, this practice can continue to be
incorporated to help navigate discussions between County Finance and CCSO as the two parties
work toward revised budget and financial practices. ICMA’s article Communicating Effectively with
Elected Officials provides a list of strategies for building effective communication based on survey
and focus group responses. These practices can help in rebuilding trust between the County and
CCSO but require effort and open communication from both sides. An overview of ICMA’s
recommendations is below:

Always make time. It is crucial to invest time in the relationship between the County and CCSO.
The time devoted to fostering a robust relationship is an investment that yields valuable
information and insights and fosters open channels of communication. This commitment of time
not only signifies the mutual recognition of the pivotal roles each party plays but also underscores
the significance of a collaborative and interconnected partnership.

Develop a clear understanding of expectations regarding communication. It's impossible to
be an effective communicator if one does not fully understand the other party’s expectations—

especially as expectations may vary between individuals. The County and CCSO should develop
a clear, shared understanding of communication expectations to support enhanced collaboration.

Adjust communication techniques to the needs of individuals. It’'s likely one will encounter a
variety of preferences and expectations regarding communication. Communication preferences
can vary in several ways, including by frequency and method (i.e., verbally, in writing, etc.). While
these different preferences offer challenges, it's much easier to navigate when one is clear on the
best approach. An aspect of the shared understanding the County and CCSQO’s communication
expectations should include preferred amount and method of communication.

Establish a “floor” of information that you make available to all. While it may be necessary
to tailor communications to individual preferences, it's also important to establish a minimum
amount of information (the “floor”) that needs to be provided to all relevant parties.

Be particularly sensitive to how and when “bad news” is communicated. Navigating the
delivery of bad news is difficult. However, these are the most critical times to communicate
clearly, accurately, and quickly. Hesitation in reporting bad news can lead to undue delay in
communicating or a lack of clarity in the message. A key component of open and honest
communication is the timely and clear delivery of all essential information, regardless of whether it
is good or bad.

Communicate consistently with all relevant parties. Consistency in messaging with all
relevant parties is critical. While it may be tempting to align or agree with whomever you’re
speaking with at the moment, varying your message or appearing to take different positions with
different parties will create inconsistent messaging and impair credibility. Both the County and
CCSO should maintain consistent communication and messaging to whichever department or
individual they are communicating with.

Reestablish communication expectations whenever personnel changes. Personnel
changes, even if minor, can significantly impact dynamics, expectations, and communication
preferences. Furthermore, these factors may evolve over time, independent of personnel
changes. Therefore, it is crucial to periodically reconnect with relevant parties and individuals to
ensure an updated understanding of the current dynamics and preferences.
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Encourage and promote effective communication among all parties and individuals.
Encouraging and supporting strong communication among all parties and individuals, as well as
being clear on why communication is so crucial, can positively impact relationships across the
organization.

B. COST ALLOCATION

County Cost Allocation

The County’s updated cost allocation plan—which had not been updated since
1991—resulted in a more than $2 million increase in cost allocation charges to

Finding CCSO in FY23. Even though the County provided a one-time subsidy of $1.5
million to CCSO, this increase resulted in the method of cost allocation being
perceived as unfair and illegitimate.

We recommend County Finance implement a cost allocation policy that requires
Recommendation annual review of the cost allocation plan, which aligns with best practices and
provides routine incremental adjustments over time.

In FY23, the County hired a consultant to conduct a comprehensive review and update of its cost
allocation plan. The County’s cost allocation plan details how the County’s indirect costs are
distributed across County departments. The plan had not been reviewed or revised since 1991. While
the County’s new cost allocation plan is aligned with best practices, the review resulted in significant
updates to the County’s plan, including a more than $2 million increase in cost allocation charges to
CCSO. While the County provided a one-time subsidy of $1.5 million to CCSO to minimize the impact
initially, the significant increase in costs was perceived as unreasonable by CCSO. The introduction
of these changes faced challenges and resulted in a public dispute, further straining the relationship
between the County and CCSO and limiting effective implementation of the new plan.

GFOA best practices recommend cost allocation plans are reviewed at least annually to account for
changes, such economic factors or organizational structures. GFOA also notes it is important for cost
allocation plans to be perceived as fair and legitimate by users of internal services. Because the cost
allocation plan was not regularly reviewed and modified, significant cost increases went into place
when the County’s cost allocation structure was eventually reviewed. Regular annual reviews are
more likely to result in incremental changes, which are easier for departments to accommodate and
anticipate. In addition, applying recognized best practices will help support the County's
accountability, transparency, and overall financial management.

To further legitimize its approach to cost allocation, we recommend County Finance develop a clearly
defined cost allocation policy that aligns with best practices. At a minimum, the policy should define
the purpose of cost allocation charges, establish guidelines for calculating costs and setting rates,
and require annual review of the County’s cost allocation plan to support accuracy and incremental
adjustments over time. Such a policy would support transparency around the County’s cost allocation
plan and make it easier for departments to navigate cost allocation changes. It would also more
proactively facilitate trust in department relationships. Once developed, the policy should be shared
with departments and made available in a centralized location for employees to easily reference.
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Intergovernmental Agreement Compliance

The intergovernmental agreement (IGA) between the County and the Enhanced Law
Enforcement District (ELED) requires the County to share its cost allocation charge
with the ELED by January 1 each year; however, this requirement has not been
consistently followed.

Finding

We recommend CCSO and County Finance work together to revise the IGA’s
provisions to better align with current practice and realistic expectations of when the
County’s calculated cost allocation charge for the ELED will be available each year.
The revised IGA should be reviewed by County Counsel and approved by the Board.

Recommendation

The Clackamas County Enhanced Law Enforcement District (ELED) was approved by voters in
November 1994. The ELED provides law enforcement services to the unincorporated areas of the
County. The ELED is governed by an Intergovernmental Agreement (IGA) between the County and
the ELED, which details the services the County provides to the ELED. The IGA states the ELED will
pay for County services through the County’s cost allocation plan process. A requirement of the IGA
is that the County provide its cost allocation charge with the ELED by January 1 each year; however,
this requirement has not always been consistently followed. County staff reported this requirement
was based on historical budgeting practices when budgets were developed based on estimates
rather than actuals, and that the requirement is not practical based on improved budgeting practices
to develop budgets based on prior year actuals.

Given this, we recommend CCSO and County Finance work together to revise the IGA to better align
with current practice and realistic expectations of when the cost allocation amount will be available
each year. Consideration should be given to providing the allocation amount timely enough to provide
CCSO enough time to develop the ELED budget by the required deadline. Changes to the IGA
should be reviewed by County Counsel and approved by the Board.

FINANCIAL PROCESSES

CCSO Indirect Cost Allocation

CCSO did not allocate indirect costs, including administrative overhead, to the Sheriff’s
Office Public Safety (the Levy) or the ELED prior to FY23. Allocating indirect costs to
programs is important to accurately reflect the full cost of providing services and
promote equitable distribution of shared expenses across all programs.

Finding

We recommend CCSO continue efforts to develop a departmental indirect cost
allocation plan for allocating costs to the Levy and the ELED in alignment with County

Recommendation policy. This plan should be reviewed by County Finance and approved by the County
Administrator. The ELED’s cost allocation plan should also be approved by the Board
in accordance with IGA requirements.

While CCSO allocates County issued indirect costs, CCSO did not allocate their own indirect costs,
including administrative overhead, to the Sheriff's Office Public Safety Levy (the Levy) or ELED prior
to FY23. Allocating indirect service costs is considered a best practice. Indirect costs are expenses
that are not directly tied to a specific product, service, or activity, and administrative overhead costs
are the specific indirect costs associated with managing and operating the administrative functions for
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an organization. CCSO’s administrative overhead costs include, at a minimum, costs associated with
executive level oversight (e.g., the Sheriff), finance, operational support, professional standards, and
the public information office, all of which provide benefit to the Levy and the ELED. Allocating indirect
costs is a fundamental financial practice that supports accurate cost representation, fair resource
distribution, effective budgeting, and compliance with financial best practices. County Finance
included an indirect service charge in the budgets for the ELED and the Levy in FY23. While CCSO
disagreed with this approach in FY23 budget discussions, CCSO is now moving forward with
developing an indirect cost allocation plan for future years.

CCSO should continue efforts to develop an indirect cost allocation plan to ensure equitable
distribution of shared expenses across all of its programs and services, including the Levy, ELED,
and the contracted cities it supports.? The process of allocating indirect costs typically involves
assigning a portion of these shared expenses to specific cost centers based on an equitable and
predetermined method. This allocation is typically done to reflect the fair share of indirect costs
associated with each department’s or program’s use of shared resources. GFOA best practices
recommend that shared costs are allocated systematically and rationally, and the method of
allocation, along with a reference to information on the methodology, should be disclosed. An indirect
cost allocation plan typically includes:

Identification of Indirect Costs. CCSO should determine all of its indirect costs. Unlike direct
costs, which are traced to a specific product, service, or project, indirect costs are incurred for the
benefit of multiple services. Common indirect costs are administrative overhead, facility costs,
fleet maintenance, insurance, or shared personnel costs.

Allocation Bases or Factors. CCSO should define the criteria or factors used to allocate indirect
costs to specific cost centers. Common allocation bases include square footage, employee head
count, usage levels, or other relevant metrics that reflect the utilization of shared resources.

Allocation Methodologies. CCSO should specify the methods used to distribute indirect costs.
This may involve using a direct allocation method, step-down method, or other methodologies
based on the organization's preferences and circumstances.

Documentation Guidelines. CCSO should establish guidelines for documenting the entire
allocation process. This documentation ensures transparency, accountability, and compliance
with auditing requirements.

Allocation Schedule. A schedule outlining when and how indirect costs will be allocated should
be developed. This schedule may align with the County’s fiscal year.

Review and Adjustment Procedures. CCSO should establish procedures for regularly
reviewing and adjusting the indirect cost allocation plan. This ensures that the plan remains
relevant and responsive to changes in organizational structures, services, or resource utilization.

This plan should be reviewed by County Finance and approved by the County Administrator before
implementation. The ELED’s cost allocation plan should also be approved by the Board in
accordance with IGA requirements.

2 CCSO provides contracted public safety services to the cities of Estacada, Happy Valley, and Wilsonville.
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CCSO Process Efficiency

7. CCSO does not generally charge operating expenses directly to the Levy or ELED.
Instead, operating expenses are posted to the general fund and transferred to the
Levy or ELED. This is inefficient and has resulted in the excessive use of journal
entries, delayed reconciliations, and challenges in year-round financial reporting.

Finding

We recommend CCSO continue efforts to improve its use of the County’s financial
system so that operating expense charges can be directly charged to the Levy and the
ELED, as opposed to flowing through the general fund. The ELED IGA should be
revised as appropriate to align with these changes.

Recommendation

CCSO does not generally charge operating expenses, such as personnel and materials and services
expenses, directly to the Levy or the ELED. Instead, operating expenses are posted to the general
fund and transferred to the Levy or ELED using journal entries. This has resulted in CCSO processing
a high volume of journal entries to move expenses to the correct account. This process is inefficient
and has cascading impacts on the timeliness and effectiveness of CCSQO’s budget monitoring and
financial practices.

While CCSO’s use of journal entries is an important practice to properly record financial transactions,
the excessive use of journal entries is time consuming for CCSO and County Finance, as they require
time to compile, review, approve, and process the entry. Additionally, the increased need for manual
entry and correction associated with journal entries introduces an increased risk of errors in financial
records, which would take additional time and effort to resolve. A high-volume of journal entries also
introduces complexity into financial records and makes it difficult to trace and understand individual
transactions. Based on our review of CCSO’s FY23 general ledger and financial transactions, this
practice contributed to the difficulty of understanding CCSQO'’s financial records, a common concern
cited by County Finance in discussions for the FY24 budget.

This process has also resulted in untimely reconciliations, another common concern cited by County
Finance. Given the high volume of journal entries necessary, reconciliations are often delayed, which
causes challenges in year-round financial reporting and makes it difficult to ensure financial
statements are accurate and can be used for regular and up-to-date decision-making. The process
can also delay grant reconciliations. Timely grant reconciliations are important for monitoring
compliance with grant terms, as well as reporting requirements.

Given the impacts of this process inefficiency, we recommend CCSO continue efforts to improve its
use of the County’s financial system so that operating expense charges can be directly charged to the
Levy and the ELED, as opposed to initially flowing through the general fund. Direct allocation of
charges to specific funds will improve visibility into how funds are being used. These improvements
will require close coordination between CCSO and County Finance to ensure systems and processes
are closely aligned. As payroll expenses make up most of CCSQO’s operating expenses, CCSO
should initially prioritize improving this process for payroll expenses.
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D. REVENUE SOURCES

Revenue Sources

The County and CCSO have not developed clear expenditure guidelines for either the
Levy or the ELED, which makes it difficult to know whether funds from these revenue
sources are being used as voters intended and contributes to strained relationships
between CCSO and County Finance.

Finding

We recommend CCSO and County Finance work together to develop clear
expenditure guidelines for the Levy and the ELED. These guidelines should clarify
allowable uses for the funds, specify what costs are included in fully burdened
personnel costs, define how positions will be allocated to the fund (e.g., in a particular

Recommendation  order or by assigning specific position control numbers to the Levy and ELED), and
define a methodology for prioritizing the use of funds in case of a budget shortfall. The
guidelines should be reviewed by County Counsel and approved by the County
Administrator. The guidelines should also be approved by the Board and reflected in
the intergovernmental agreement between the ELED and the County.

CCSO’s main funding sources include the general fund, as well as tax revenue from the ELED and
the Levy. ELED was approved by voters in 1994 to enhance patrol services within the unincorporated
areas of the County. The ELED has a permanent tax rate of $0.7198 per thousand assessed value
and is used to assess taxes on properties lying within ELED boundaries. The Levy was established in
aspiration of providing financial backing for supplementary activities beyond the scope of the County’s
general fund or ELED. This was made possible through a local option tax initially endorsed by voters
in November 2006 and subsequently renewed in 2011 and 2016.

Neither the County or CCSO have developed clear expenditure guidelines for either the Levy or the
ELED. The lack of clear guidelines has created uncertainty regarding whether these special revenue
funds are being used appropriately. There are very limited expenditure guidelines for the ELED. The
ELED intergovernmental agreement, which governs the ELED, states the purpose of the ELED is to
provide patrol services to the unincorporated areas of the County, but does not otherwise state how
the funds will be used, such as for what specific services or personnel. The Levy ballot language
provides more detailed expenditure guidelines and states the Levy will be used to fund numerous
personnel, including 34 patrol deputies, five detectives, 36 jail deputies, and two internal affairs
investigators, as well as to implement a body-worn camera program and maintain funding for a
specialized drug enforcement team. However, while these guidelines are clearer than the guidelines
for the ELED, there are still opportunities to enhance them to make it clearer what administrative
overhead costs should be included in Levy personnel costs. Typically, personnel costs should be fully
burdened to account for all associated costs incurred for personnel beyond just salaries and wages.
Fully burdened personnel rates provide a more comprehensive and accurate reflection of the true
cost of employing individuals within an organization. The lack of clear expenditure guidelines for the
ELED and the Levy contributed to disagreements and contention in discussions for the FY24 budget
between County Finance and CCSO.

County Finance and CCSO also disagreed on how public safety vacancies should be handled in
FY?24 budget discussions. While CCSO reportedly assigns specific positions to the general fund,
ELED, and the Levy, CCSO'’s philosophy was that vacancies in the general fund should be filled first,
followed by positions in the ELED and the Levy. This approach results in most vacancy savings being
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realized in the ELED and the Levy as opposed to the general fund. County Finance disagreed with
this approach. Ultimately, this represents a policy decision and therefore the County should establish
clear expenditure guidelines to determine and formally document the approach that should be used
moving forward.

We recommend CCSO and County Finance work together to develop clear expenditure guidelines for
the Levy and the ELED. Typically, expenditure guidelines include at least the following:

A clearly defined purpose for the use of the tax revenue and the outcomes the tax is intended to
achieve

Clearly defined allowable uses of the tax revenue, including a clear delineation of the various
categories where funds can be directed

Prohibited uses of the tax revenue
Guidance on how much funding should be allocated within each category

A process for contingency planning to enable the County to address any unexpected situations or
emergencies that arise

A methodology for prioritizing the use of funds in case of a budget shortfall

Standards for transparency and accountability, as well as a commitment to public reporting on the
use of the funds

The County’s guidelines should also specify what costs are included in fully burdened personnel
costs and define how vacancies will be handled across the CCSO'’s funds (e.g., filled in a particular
order). The guidelines should be reviewed by County Counsel. The guidelines should also be
approved by the Board and reflected in the intergovernmental agreement between the ELED and the
County. and approved by the Board. They should also be regularly reviewed and updated to reflect
changes in County needs, priorities, and funding levels and proactively shared with the community to
increase transparency around expenditures.
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