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State Controller’s Office

Name Position Representing
Ana Garza Staff Counsel State Controller’s Office
Hitomi Sekine Bureau Chief Local Government Policy Section
Anita Dagan Manager Local Government Policy Section
Jenny Jones Supervisor Local Government Policy Section
Michael Gungon Fiscal Analyst Local Government Policy Section
Debbie Torres Fiscal Analyst Local Government Policy Section

Meeting Agenda

1. Call to Order
a. Voting by Roll Call

2. Introductions

3. Oath of Office
a. Newly Appointed Commissioner — Ken Kayser

4. Approval of the Minutes (Refer to attachment Item 4)
a. Meeting of January 28, 2016

5. Commission Update (Refer to attachment Item 5)
a. Participating Agencies - Update
b. Funding Update
c. Inquiry Update

6. Public Comment
7. Staff Comments/Requests

a. Commissioners resigning
b. Form 700’s
a. Original signatures
b. Mail originals to Local Government Policy Section

8. Reports of Officers
a. Chair
b. Vice Chair
c. Secretary
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9. Committee Reports (Refer to attachments for Item 9)
a. Frequently Asked Questions (FAQs) - Review and discuss
b. Legislative Update -
a. Identify future legislative changes if needed.
c. CUCCAC Manual Update
a. Current status of manual
b. Proposed changes - non-legislative
c. Proposed changes - legislative

10. Commissioner Comments/Requests

11. Old Business
a. Ventura County

12. New Business
a. Commission Vacancies

13. Next Meeting

14. Adjournment

If you would like further information regarding this meeting or require special
accommodations for attending this meeting, please contact:

State Controller’s Office
Local Government Policy Section

localgovpolicy@sco.ca.gov



Agenda Item 5
Commission Update
For the period January 28, 2016- April 8, 2016
5a. Report on new participating agencies

20 new agencies have opted into the CUPCCAA, bringing the number of agencies participating in the
Act to 964. Reconciliation of participating agencies by SCO is continually ongoing.

New Participating Agencies

M City

M Community College District

1 County

M School District

Number of New
Participating Agencies
Dl el e e R e
OFRPNWAUNNOWOLORNWRUIO N OO

M Special District

Agency Type
Agency Date Agency Type
Opted In
1 Alameda County Waste Management 12/18/2015  Special District
Authority

2 Calaveras Unified School District 1/12/2016 School District
3 Gavilan Joint Community College District 1/12/2016 Community College District
4 Chula Vista Elementary School District 1/20/2016 School District
5 Washington Unified School District 1/21/2016 School District
6 Gold Oak Union School District 1/25/2016 School District
7 Beverly Hills Unified School District 1/26/2016 School District
8 Burrel Union Elementary School District 2/2/2016 School District
9 Pixley Union School District 2/9/2016 School District
10  City of Dixon 2/9/2016 City

11 Camino Union School District 2/9/2016 School District
12 Sonoma County Office of Education 2/11/2016 School District
13 Placerville Union School District 2/17/2016 School District
14  Placerville Union School District 2/17/2016 School District
15  Woodside Elementary School District 2/23/2016 School District
16  Belleview Elementary School District 2/25/2016 School District
17 Trinity Alps Unified School District 3/9/2016 School District
18  Jurupa Unified School District 3/14/2016 School District
19  Livermore Valley Joint Unified School 3/15/2016 School District

District
20  Upper Lake Elementary School District 3/16/2016 School District
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Cities
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Community Colleges

 Participating Community Colleges L4 Non-participating

43;38%

69; 62%

School Districts
M Participating School Districts i Non-participating
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653; 64%
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Special Districts
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Commission Update
For the period January 28, 2016- April 8, 2016

5b. Funding update

The Commission has $8,854.90 of unrestricted donations available for its use.

Conditional Unconditional Total

Beginning Balance 1/12/2016 S 0 S 5,354.90 S 5,354.90
Donations received

California Legislative Conference of the Plumbing, S 0 S 1,000.00 S 1,000.00
Heating and Piping Industry (CLC)

Associates General Contractors (AGC) of California, S 0 S 2,500.00 S 2,500.00
Inc.
Ending Balance 3/28/2016 S 0 S 8,854.90 S 8,854.90

Note: Travel Expense Claims are now to be paid from SCO funds.



CALIFORNIA UNIFORM PUBLIC CONSTRUCTION COST ACCOUNTING

ACT FREQUENTLY ASKED QUESTIONS (FAQs)

These FAQs have been compiled to assist agencies that are participating in the California
Uniform Public Construction Cost Accounting Act (“the Act”). Public Contract Code section
22000 et seq. Unless stated otherwise, all references are to the Public Contract Code.

1.

What is the Uniform Public Construction Cost Accounting Act?

The Act is legislation that was enacted in 1983 to help promote “uniformity of the cost
accounting standards and bidding procedures on construction work performed or
contracted by public entities in the state.” Section 22001. The Act is a voluntary program
that is available to all public entities in the State but it only applies to those public agencies
that have “opted in” to the provisions set forth by the Act. The entirety of the Act is found
at Sections 22000-22045.

What are some of the key provisions of the Act?

The Act allows for public project work in the amount of $45,000 or less to be performed by
the public agency’s force account, by negotiated contract, or by purchase order. Section
22032(a). Public projects in the amount of $175,000 or less can use the informal bidding
procedures set forth in the Act in Section 22032(b). Public projects at a cost of more than
$175,000 shall use formal bidding procedures to let the contract. Section 22032(c).

3. What are the benefits of the program?

a) Increased force account limit

b) Informal bidding for projects that are $175,000 or less which do not require
advertising.

¢) Reduces the number of formal bids.

d) Expedited contracting for small projects.

Many participants laud the program because it gives them more leeway in the execution
of public works projects; has speeded up the awards process; has improved timeliness of
the project completion; has eliminated considerable red tape and cumbersome paperwork
relative to advertising and filing of reports; and has simplified administration. Many
agencies have encountered only minimal challenges with the accounting requirements and
the overhead portion. Moreover, where required, the adjustment was relatively simple; most
of the required procedures were already actually in place, so there was no noticeable
change in the existing operations. The Standard Accounting Codes Structure will satisfy the
reporting requirements when used properly.




Is the Uniform Public Construction Cost Accounting Act mandatory for public
agencies?

No. The Act is a voluntary program.

How does a public agency become subject to the Act?

The governing body must elect by resolution to become subject to the Act and file a copy
of the resolution with the State Controller's Office. Section 22030. Sample documents are

available at:_http://www.sco.ca.gov/ard_cuccac.html. Once an agency has opted into the
Act it will remain a part of the program.

May a public agency withdraw from the Act?

Yes. An agency may withdraw from the Act by filing a resolution of the agency’s election
to withdraw with the State Controller's Office.

. Whatis the California Uniform Construction Cost Accounting Commission?

It is the Commission created to administer the Act. Section 22010. It consists of fourteen
(14) members: thirteen (13) members are appointed by the State Controller and one is a
designated member of the Contractors’ State License Board. Seven members represent
the public sector (counties, cities, school districts, and special districts). Six members
represent the private sector (public works contractors and unions). The Commission
members receive no salary, but are eligible for reimbursement of their direct expenses
related to the Commission.

. What are the Uniform Public Construction Cost Accounting Procedures?

They are procedures to be used to estimate costs for determining if a public project is
required to be bid out and to capture and record actual costs when a public project is
performed by the agency’s own work force found at www.sco.ca.gov/ard cuccac.html. The
procedures follow normal accounting in the industry and in many cases are not much different
from those already in place at the agency. Sample forms are available in the CUCCAC Cost
Accounting Policies _and Procedures Manual at http://www.sco.ca.gov/Files-ARD-
Local/CUCCAC_Manual.pdf

School districts may use the Standard Accounting Code Structure to comply with the tracking
requirements.

. Are the cost accounting policies and procedures applicable for agencies whose work

force only performs maintenance tasks as defined in the Act and that contract all of its
public projects to third parties?

The cost accounting policies and procedures are only applicable for agencies that perform
public project work by force account. This does not exclude from the program agencies whose
public projects are all contracted out. In fact, they might want to review the benefits available
and elect to participate now in the event conditions change at some time in the future.
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11.

12.
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14.

15.

What is meant by the term “qualified contractors” as it pertains to the Act?

Qualified contractors are legally qualified contractors who perform work as a licensed
contractor. In addition, the Commission has determined that nothing in the Act prohibits a
participating agency from, at their discretion, using an objective pre-qualification process
in the formation and maintenance of their Qualified Contractors lists.

Can a public agency disqualify or exclude certain contractors from the
Qualified Contractors List required in Section 22034(a)(1)?

Agencies may disqualify contractors from the Qualified Contractors List when a contractor
fails to furnish information to meet the minimum criteria as established by the Commission.

For agencies that do not maintain an informal bidders list, are they allowed to choose
who will get notifications on information projects?

No. Section 22034(a)(2) provides for notifications to construction trade journals and
exchanges in lieu of sending notifications to contractors on an informal bidders list.

What is the difference between qualifying contractors under the Act and
requalification of contractors under Section 20101?

Qualifying contractors is a process that allows contractors to register with a public agency
for notification of public works opportunities. The prequalification process under Section
20101 is a more complex process that requires a standardized questionnaire and
evaluation of contractors using standard scoring criteria and does not apply to the Act. The
prequalification process is applicable under the Local Agency Public Construction Act.

Must a public agency: (1) Notify contractors about public projects if the contractor is
believed to not have the skills, credentials, or experience to perform the work
required for the public project? (2) Consider bids submitted by a contractor that the
public agency believes does not have the skills, credentials, or experience to perform
the work?

a) Yes. Ifacontractoris on the Qualified Contractors List the contractor must be notified
by the agency of public projects for which he is licensed to perform. Section 22034(a)(1)

b) Yes. Allbids received from qualified contractors must be

considered. Section 22034(a)(1).

Does the Act allow flexibility in cases of emergency and when repair or
replacements are necessary to permit the continued conduct of the operations or
services of a public agency?

For the purposes of the Public Contract Code, “emergency” is defined at Section 1102 as
“a sudden, unexpected occurrence that poses a clear and imminent danger, requiring
immediate action to prevent or mitigate the loss or impairment of life, health, property, or
essential public services.”
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17.
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The Act sets forth in Section 22035(a) how a governing body would proceed in the case of
emergency repairs or replacements. This section states, “In cases of emergency when
repair or replacements are necessary, the governing body may proceed at once to

replace or repair any public facility without adopting plans, specifications, strain sheets, or
working details, or giving notice for bids to let contracts. The work may be done by day
labor under the direction of the governing body, by contractor, or by a combination of the
two.”

Section 220350 et seq. provides the emergency contract procedures to be followed in
these cases.

Do the alternative bidding procedures apply only to public projects as defined in
Section 22002(c)?

No. The alternative bidding procedures can be used when contracting for “maintenance
work” as defined at Section 22002(d) or when contracting for other work that does not fall
within the definition of “public work” as defined in Section 22002(c).

What will membership in the Act cost my agency?

Nothing. There are no membership fees or dues. However, the Commission does accept
grants to assist it in carrying out its duties. Section 22015(c).

What are the most common concerns addressed by the Act?

These are:

a) Cost accounting policies and procedures;
b) Informal bidding procedures;
c) Accounting procedures review.

The cost accounting requirements follow those common to the construction industry. The
informal bidding on public projects up to $175,000 is seen by the agencies as an asset
enhancing project completion. Maintenance of a Qualified Contractor Bid List is routine,
since interested contractors make it a point to be included on the list. While an accounting
procedures review could potentially hold up a project for a minimum of 45 days pursuant to
Section 22043(c)(1), these types of reviews have been rare in the Commission’s history.

Does an agency have to calculate an overhead rate in order to apply the accounting
procedures?

No. Cities with populations of less than 75,000 shallassume an overhead rate equal to 20% of
the total costs of the public project, including the costs of material, equipment and labor. Section
22017(b)(1). Cities with a population of more than 75,000, may either calculate an actual
overhead or assume an overhead rate of 30% of the total costs of a public project including
the costs of material, equipment and labor. Section 22017(b)(2).



20.

21.

22,

23.

24,

When a public entity opts into the Act, does the Act supersede other contracting legal
requirements such as statutory requirements for performance bonds, prevailing
wages, and certificates of insurance, etc.?

No. The Act only supersedes the bidding procedures used once a public agency has opted
into the Act and has notified the Controller. All other contracting requirements are
applicable.

Can a public agency, claim to be to be exempt from following all of the requirements
in the Public Contract Code by claiming they only have to follow the language and
procedures within the Act?

The Act is part of the Public Contract Code therefore, if the Act is silent on a particular matter
the rest of the Public Contract Code would apply.

If public agencies are not following the advertising requirements in the Act, will the
Commission address those agencies? Can a complaint be brought to the
Commission?

No. The Commission cannot review any complaint of improper advertising by any public
agency. The Commission can only review the accounting procedures of a public agency
when a complaint from an interested party provides evidence that the participating agency:

1.) Performs work, after rejecting all bids, claiming it can do it less expensively. (Section
22042(a))

2.) The work performed exceeded the force account limits. (Section 22042(b))

3.) The work has been improperly classified as maintenance. (Section 22042(c))

4) A public agency is accused of not complying with the informal bidding procedures set
forth at Section 22034. (Section 22042.5)

Section 20112 specifically requires school districts to advertise twice for a two week
period, while Section 22037 requires advertising once, 14 days in advance of the date
of opening of bids. How do participating school districts reconcile this conflict?

When the Act is in conflict with any other section in the Public Contract Code, the Act shall
supersede. Advertising once, 14 days in advance of the date of opening of bids is what is
required by the Act. Districts participating in the Act may choose to maximize their outreach
by continuing to advertise twice.

May a public agency contract separately for like work at the same site at the same
time using the under $45,000 Force Account method?

No. Section 22033 provides that, “It shall be unlawful to split or separate into smaller work
orders or projects any project for the purpose of evading the provisions of this article
requiring work to be done by contract after competitive bidding”. Separating “like work”
would only be permitted as long as the total of all the “like work” is less than $45,000. If the
work is more than $45,000, the work needs to be advertised and bid according to the
provisions of the Act (i.e. bid informally if the total amount is less than $175,000 and bid
formally if the total amount exceeds $175,000).



25. May a public agency bid out 2 separate projects that occur at the same time and site,
but are different types of work?

Yes, there is no violation if the work is being competitively bid. If the agency wants to use
the negotiated or informal bidding processes, the agency must apply the appropriate limits
to each of the projects. Each project must be separate in scope. Projects may not be
separated by trade to avoid bidding. Ifthe total of all jobs is greaterthan $45,000; the informal
or formal bid limits will apply.

26. How does a public agency process change orders when the standard code conflicts
with the Act?

For contracts below $45,000, the total cost of the contract may not exceed $45,000.
For informal contracts, under the Act, the limit is $175,000. If the public agency is a school
district, there may be additional limits and it is recommended the agency consult with their
legal counsel for interpretation of change order limits.

27. Does a public agency by opting into the Act, automatically bring all departments of
the public agency into the Act?

Yes. When a public agency elects to become subject to the uniform construction cost
accounting procedures, the entire legal entity is considered subject to the Act and no
divisions or departments will be exempt.

28. When a public agency opts into the Act, does it automatically bring all districts under
control of the Board into the Act?

No. Special Districts, which are governed by a board of supervisors or city council, are only
subject if a separate election is made for each special district.

29. PCC 22034 requires that participating agencies adopt an Informal Bidding Ordinance.
What do school and special districts that cannot adopt Ordinances do to comply?

The Commission cannot provide legal advice. The school districts and special districts
should check with their own legal counsel on how to comply with Section 22034.

Additional inquiries and questions can be directed to:

State Controller's Office

Division of Accounting and Reporting
Local Government Policy Section
P.O. Box 942850

Sacramento, CA 94250

Or email

LocalGovPolicy@sco.ca.gov
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April 8, 2016

Mr. Daniel Alvarez
Secretary of the Senate
State Capitol, Room 3044
Sacramento, CA 95814

Mr. E. Dotson Wilson
Chief Clerk of the Assembly
State Capitol, Room 3196
Sacramento, CA 95814

RE: Annual Report to the California State Legislature for 2015
Dear Members of the Legislature,

In accordance with Public Contract Code (PCC) §22017(d), the activities and
operations of the California Uniform Construction Cost Accounting Commission
(Commission) for 2015 are listed below.

The Commission is tasked to provide technical support to public agencies by
prescribing uniform construction cost accounting procedures for those agencies
who opt into the “Uniform Public Construction Cost Accounting Act” (Act),
pursuant to PCC §22010. The Commission works to ensure the equitable
application and compliance of the Act by reviewing public complaints and
recommending audits when the criteria of the Act are not fulfilled. The Act
promotes statewide uniformity of cost accounting standards and flexibility in
bidding procedures on construction work performed or contracted by public
entities in California. This results in cost savings and improved efficiency to
public agencies in the bidding, award, execution and completion of public works
projects. In addition, the Commission conducts meetings open to the public,
provides a manual for use by public agencies signatory to the Act and maintains a
Commission web page on the State Controller's Office (SCO) website.
Commissioners also facilitate and participate in outreach and training to
participating agencies, candidate agencies, and professional organizations.

Annual Report as follows:

e The Commission met on March 18, 2015; June 25, 2015; September 9, 2015
and November 17, 2015. The first three meetings were chaired by George
Hicks, representing Cities. The last meeting was chaired by his successor,
Linda Clifford, representing the California State License Board.

State Controller's Office-County Policy Section
P.O. Box 942850, Sacramento, CA 94250
Phone: 916-327-8905 * Fax: 916-327-3162
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Eighty-four (84) new agencies have opted into the Uniform Public
Construction Cost Accounting Act, bringing the number of agencies
participating in the Act to 957.

e The Commission responded to ninety-three (93) public agency inquiries. This
indicates the level of importance, public agency interest and dependence upon
the ongoing technical support the Commission provides annually to its
participants.

e The Commission revised and approved additions to the Frequently Asked
Questions (FAQ’s) and a sample cost template. The template provides
agencies the ability to determine the cost of work covered by the Act and the
appropriate actions to take upon such determination. The documents will be
regularly updated on the SCO website.

e The Commission continues to be concerned that the lack of adequate and
stabilized funding hampers the Commission’s ability to fully implement the
statutory requirements of the Act. In response, the Commission Chair
appointed a subcommittee to review the feasibility of an annual registration
fee. After review by various agencies, the subcommittee recommended
seeking an alternative funding avenue to provide continued support to
informing and training participating agencies as well as conduct audits in a
timely manner.

e The Commission Chair established a subcommittee to update the manual
which provides direction to the users of the Act. The subcommittee was
directed to review specific subsections of the Public Contract Code (PCC)
which impact the effort of the Commission and the governance of the Act.
This included clarifications to the terms of Commissioners in order to fully
populate the Commission and provide for orderly transitions so that the
Commission can prudently carry out its responsibilities. This included both
legislative and administrative changes. Most requested legislative changes
were adopted in the 2014 — 2015 legislative session and became effective in
January 1, 2016. Additional updates and proposed changes to the PCC
continue to be under review by the Commission and will be submitted to the
Legislature for review in the 2015-16 legislative session as needed.

Respectfully submitted,
Lj Clifford

Linda Clifford, Chair
California Uniform Construction Cost Accounting Commission

ce: State Controller’s Office

State Controller's Office-County Policy Section
P.O. Box 942850, Sacramento, CA 94250
Phone: 916-327-8905 * Fax: 916-327-3162
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CHAPTER 4 IDENTIFICATION, REPORTING AND COMPUTATION OF PERSONNEL COSTS

CHAPTER 4

IDENTIFICATION, REPORTING AND COMPUTATION OF
PERSONNEL COSTS

Identification, Reporting, and Computation of Personnel Costs

The accurate estimating, tracking and costing of personnel costs is imperative to ensure accurate reporting and
future estimating of these costs. Personnel costs are those costs associated with employing public agency
personnel in the performance of a specific job. They include three elements:

e Annual salary or wage paid by the public agency.

o Benefits received by employees such as a public agency’s contribution to employee retirement programs,
group health plans, and unemployment insurance.

o Benefits paid to employee such as salaries or wages paid to employees who are on holidays, vacation
leave, and sick leave.

This section of the manual describes the systems and methods used to track personnel time, determine the costs
associated with personnel, and record these costs to a project tracking system.

Tracking Personnel Time

Critical to the public agency’s determination of personnel costs is the ability to identify time spent by employees
performing work on all public projects.

4.01 Timekeeping System

A public agency shall have a timekeeping system that accumulates hours worked by employees and
assigns these hours to all public project codes. Typically, this project code is assigned by the agency's
accounting department and conveyed to the person responsible for the public project, generally the
foreman. This system shall enable the agency to track hours worked on public projects to allow for the
subsequent distribution of the appropriate personnel costs.

4.02 Examples of Timekeeping Systems

The simplest of timekeeping records is a foreman's time book. These books usually have 50 pages and
the foreman records on a daily or weekly basis the employee and his daily time spent on a particular project.
These books have heavy tagboard covers so they can remain at the job site and be carried in a foreman's
pocket. Typically, at the week's end, the foreman's time book is copied onto timesheets or timecards. This
may be done at the central office by the foreman, timekeeper, payroll clerk or bookkeeper. This timekeeping
system has the advantage of actual timekeeping being performed at the job site; but if the book is lost, the
entire project's time record is lost.

Weekly timesheets or timecards and electronic timekeeping systems can also be used to record time.
These documents should be completed by employees no later than at the end of the week showing the
hours worked on each public project. For the employees to complete the cards or sheets, they must be
informed of the appropriate project code to charge. This appears to be an insignificant issue; but without
the establishment of a project code and the conveyance of that information to personnel working on the
public project, the costs may never get recorded accurately. This decentralization of timekeeping presents
the opportunity for possible inaccuracies in the recording of time spent on public projects. Therefore, this
system may warrant additional review by management.
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Work orders can be used to record time by the appropriate employee. As discussed in the project tracking
requirements, work orders are written authorization for the performance of a particular job containing a
project code, a description and location of the job, and specifications for the work to be performed. Work
orders are the most frequent public project timekeeping systems used by public agencies. These are
generally completed by the supervisor of the public project who records the employees' time spent on a
public project.

Itis important to note that work performed on public projects, unlike timekeeping in the construction industry,
requires close supervision by management to ensure that hours worked on end cost objectives as defined
by this manual are recorded properly.

4.03 Application of Timekeeping Systems

As discussed earlier, there are two types of organizational unites within public agencies that may perform public
project work. These are (1) public project units and (2) other organizations that may, in addition to their primary
duties, work on public projects.

4.03.1 Public Project Unit

A public project unit is an identifiable organizational unit of any size whose primary goals include the
undertaking and completion of public projects. Typically, these units perform construction, reconstruction,
erection, alteration, renovation, improvement, demolition, repair work, and painting of any publicly owned,
leased, or operated facility. For example, a public works department may have a division/section
comprised of employees who as defined by this bill are dedicated to the undertaking and completion of
public projects such as road resurfacing, painting, landscaping and building/remodeling. The Commission
would, in general, consider a unit to be a public project unit when over 25% of the total unit's annual budget
is expended on public projects. It is more common to have these organizational units in the larger public
agencies - urban counties, cities and school projects.

a. Timekeeping Requirements

Employees who generally are considered direct labor and are assigned to a public project unit shall
record their time on an hourly basis and record all hours of a full work day. This includes time spent
on public projects as well as time spent on projects excluded from this program. Unassigned time by
these employees will also be recorded and charged to an appropriate code.

Employees not performing labor on public projects, but who provide administrative support services
to the employees of the public project unit, shall also record their time on an hourly basis and record
all hours of a full work day. This time will be charged to an appropriate overhead account and will be
used in the development of the organizational unit's overhead rate as discussed in Chapter 7.

All employees, whether performing direct labor or providing support services, shall have their time
posted to the project tracking system on a periodic basis as discussed in Chapter 4. An audit trail of
all labor hours shall be maintained.

b. Discussion of Example

An employee has recorded on an hourly basis a full 40 hour work week. He has identified 32 hours
spent performing work on specific public projects: 22 hours on remodeling the Main Street School,
Work Order #3359, and 10 hours on weatherizing the district’s administration building. Four hours
were spent on miscellaneous maintenance work and 4 hours were spent waiting for assignment to a
job.
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4.03.2 Other Organizational Units Performing Work on Public Projects

4.04

There are other organizational units that have employees who perform work on public projects but whose
primary goal is the performance of routine maintenance work and/or other general government services.
Typically, these organizational units include: parks and recreation departments; divisions of public works
agencies that have not been identified specifically as public project units, such as engineering; water
and sewer; street maintenance; and routine maintenance.

a. Timekeeping Requirements

Employees of these organizational units shall report time worked on public projects. Although
the Commission strongly believes that it is advisable for employees to record an eight-hour day
to various end cost objectives, work performed outside of public projects is excluded from the
scope of the program and is not required to be reported. All time worked on public projects by
a public agency employee shall be posted to a project tracking system on a timely basis with
an adequate audit trail maintained.

b. Discussion of Example

An example of how an employee of an organizational unit who performs work on a public
project, but whose organization is not identified as a public project unit, must report his time.
As noted, the employee has recorded only the time worked on a public project. Unit
management, employees performing maintenance work, and unassigned employees need not
record their time as do similar employees in a public project unit.

Recording Time to Public Projects

A public project'’s direct labor time shall be recorded to a project code under the following circumstances:
= The employee worked on a public project.
= The employees were in transit to or from a project site.

= The employee performed clean-up work on a public project, e.g., the employee returned to
central headquarters to complete paperwork attributable to a public project.

= The employee was assigned to work on a public project but was unable to work due to
unforeseen circumstances, e.g., equipment breakdown or inclement weather, and was
therefore idle.

Computing Personnel Costs

4.05

In determining personnel costs, three different rates must be determined and applied: the employee’s
productive hourly rate, the department’s overhead rate, and the general government overhead rate.

Productive Hourly Rate

Personnel costs in many public projects represent the single largest cost of a public project. In calculating
these costs it is important to include the three components of personnel costs:

e Annual Salary/Wages

« Benefits Received

* Benefits Paid

The calculation of an hourly rate integrating these three costs components is commonly called a “productive
hourly rate.”
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A productive hourly rate shall be used to cost time reported to public projects. A productive hourly rate determines
the full costs per hour of employing public agency personnel on a public project. A productive hourly rate is
calculated by dividing annual personnel costs by an employee’s available hours for work assignment.

4.051

4.05.2

4.06

Annual Personnel Cost

The annual personnel costs of an employee or class of employees shall be determined by the public
agency. These costs shall include annual salary/wages and fringe benefits paid by the public agency.

Fringe benefits are generally calculated as a percentage of annual salary/wages or as an annual cost per
employee.

If the productive hourly rate is calculated by employee class, members of each class should have
reasonably comparable fringe benefits. Otherwise, further division of the employee class should be
performed.

Fringe benefit calculations shall take into consideration, but not be limited to, the employer contribution
portion of the following costs:

Disability insurance

Life insurance

Retirement plan

Unemployment insurance
Worker’'s compensation insurance
Personal liability insurance

The fringe benefits calculation is not required to include accrued benefits, such as sick leave or vacation
earned but not taken, as a component of personnel costs. It is recognized that these accrued benefits
represent a significant future cost to the public agency. Yet, many public agencies do not account for these
costs and would have difficulty in developing accurate figures. If further pronouncements concemning
accrued benefits of public agencies are issued, the Commission will determine whether inclusions of these
costs are appropriate.

Productive Hours

The public agency shall start with the assumption of 2,080 productive hours in a year if a 40-hour work
week is the standard for the public agency. If a 40-hour work week is not the standard, the appropriate
number of annual productive hours must be determined by the agency. The public agency shall then
determine average annual nonproductive time either by employee, class of employee, or agency-wide.
Nonproductive time is time when the employee is not available to work or assignment to work and includes
but is not limited to:

Vacation

Sick Leave
Holidays
Military Leave
Jury Duty
Training

Unit Overhead Rate
4.06.1 Public Project Unit

A unit overhead rate shall be developed for each public project unit. This unit overhead rate shall
include all public project costs that are not direct costs. The overhead rate shall be developed and
added to the productive hourly rate. Organizational Unit Performing Public Project Work

A unit overhead rate shall be developed for each organizational unit performing work on public
projects in addition to its primary duties. This unit overhead rate shall include all of the
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organizational unit's costs that are not direct costs. The overhead rate should be developed and
applied to the employee’s productive hourly rate.

4.07 Government-Wide Overhead Rate

A government-wide overhead rate shall be developed to include all costs of a public agency not associated
with organizational units performing services that support all end cost objectives of the government entity.
The government-wide rate shall be developed and applied to the productive hourly rate after unit overhead
has been applied.

See Chapter 7 for the Commission’s simplified overhead calculation and allocation method.

See Appendix B for further discussion on government-wide overhead rate development.
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CHAPTER 5

IDENTIFICATION, REPORTING AND COSTING MATERIALS,
SUPPLIES AND SUBCONTRACTS

Identification, Reporting, and Costing of Materials, Supplies and Subcontracts

Materials, supplies, and subcontracts used on public projects are considered a cost element by the Commission
and include such items as lumber, bricks, cement, doors, paint, asphalt, wire, sand, gravel, pipe, and work
performed under a subcontract. Materials and supplies used on public projects shall be tracked and charged to
project codes as discussed in Section Il and can be accounted for either as direct purchase or inventory.

This section of the manual describes the systems and methods used to track materials, supplies, and subcontracts;
determine their value, as well as the other costs associated with providing materials and supplies; and record these
costs to a project tracking system.

Materials and Supplies

Critical to the public agency’s determination of personnel costs is the ability to identify time spent by employees
performing work on all public projects.

5.01 Tracking Materials and Supplies

The Commission wishes to provide policies and procedures so that public agencies account for public
projects in a manner similar to the construction industry. The nature of governmental procurement and
inventory practices presents challenges to the public agency’s ability to meet the Commission’s objective
of effectively measuring material and supply costs for public projects.

5.01.1 Direct Purchases

Materials and supplies are often purchased directly for use on a public project. The public agency
can thus identify the associated dollar value of items purchased to the public project code, which
should be identified on the purchase order when the procurement is initiated.

5.01.2 Inventory

It is more difficult to identify the associated costs of items obtained from the public agency’s
inventory of materials and supplies, generally maintained at a warehouse or stockroom. The major
challenge is identifying and recording the costs of material and supplies utilized for the public
project which are obtained from the public agency’s inventory. It is the Commission’s position that,
if the value of these goods obtained from inventory is material, the cost must be recorded to the
public project code as a direct cost item. Materiality is defined for purposes of this manual to be
any item that has a unit or aggregate value of twenty-five dollars ($25) or more.
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5.02

5.03

5.04

Items purchased and placed into inventory that would subsequently be used on public
projects and which may exceed the $25 limit shall be issued to projects in a manner
consistent with good accounting controls. Costing Materials and Supplies

5.02.1 Direct Purchase

The total material and supplies costs are the invoiced amount. This amount should be posted to
the project tracking system for direct purchases on a timely basis. This recorded amount should
include the cost of the materials and supplies, freight, sales tax, use tax and any other appropriate
costs.

5.02.2 Inventory

The public agency shall have a method to provide for the valuation of the inventory it releases to
public projects. Acceptable methods include:

First-In, First-Out (FIFO) — The earliest acquired stock is assumed to be used first, the latest
acquired stock is assumed to be still on hand. Therefore, when inventory is issued, it is valued
at the cost of the earliest acquired stock.

Last-In, First-Out (LIFO) — The earliest acquired stock is assumed to be still on hand, the
latest acquired stock is assumed to have been used immediately. Therefore, when inventory is
issued, it is valued at the cost of the most recently (latest) acquired stock.

Weighted Average — In this type of inventory valuation system, each purchase of stock is
aggregated with the former inventory balances so that a new average unit price is used to price
the subsequent issues of inventory.

Recent Costs — The most recent unit costs is applied to units consumed to yield total cost.

Handling/Carrying Costs

Personnel, equipment and facilities costs are incurred by the public agency to store and transport
inventoried items. This is separate and distinct from the cost of procurement that is considered to be
recaptured through general government overhead, as discussed in Section VI. (If warehousing and
transportation costs are not provided by a central organization, it is assumed that these costs are recovered
through the government-wide overhead rate).

Subcontracts

A public agency may wish to complete work on a public project by subcontracting, i.e., hiring an outside
contractor to perform a portion of the work.

Subcontractors shall be accounted for in a manner similar to a direct purchase of materials and supplies.
Contracts or purchase orders should be coded with the appropriate project code and the subcontract costs
recorded onto the project tracking system in a timely manner.
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CHAPTER 6
IDENTIFICATION, REPORTING AND COSTING EQUIPMENT

Identification, Reporting, and Costing Equipment

Usage of equipment on public projects is a cost element of performing those public projects. Equipment usage,
excluding passenger riding sedans, must be tracked when a piece of equipment is assigned to a public project.
Equipment used on public projects shall be charged to a project cost code. This section describes the systems and
methods used to track equipment usage, determine equipment costs, and record the costs to a projects tracking
system.

6.01 Equipment Tracking Systems

The public agency shall have a manual or automated system that tracks the appropriate equipment by time,
mileage or other usage factor to a public project. The system shall have the capability to track equipment
usage to a public project:

= When it is in motion to/from a project site;

= \When at a public project site (whether in use or not), if time is the means of equipment tracking;
and

= \When at a public project site and in use, if mileage or some other mechanism is the means of
equipment tracking.

6.01.1 Examples of Tracking Systems

One of the simplest forms for tracking equipment is a weekly timesheet for each piece of equipment
that has been assigned to the public project and the time or mileage incurred by the public project.
These sheets should be submitted weekly with labor timesheets or cards; they should then be sent
to the accounting area and charged to a project tracking system.

6.02 Equipment Tracking of Agency Owned/Operated Equipment

As will be seen in section Equipment Usage Rates, the public agency can cost out equipment it owns and
operates in one of two ways. The public agency can either utilize internally developed equipment rates or
rates from industry equipment rate books.

6.02.1 Internal Rates

When an agency develops internal equipment rates for certain or all types of equipment, that
agency must track the time that equipment was used on end cost objectives such as public projects,
maintenance work, and unassigned time. This enables the public agency to determine what the
equipment's history of productive hours has been. This enables a better forecast of projected
productive hours to be made for rate development purposes.

6.02.2 Equipment Rate Book Rates

When an agency utilizes the calculated equipment rate from rate books, it must record the time or
mileage the equipment is used on public projects. Since these equipment rates generally factor in
idle time, a full tracking of the equipment as performed for "internal rate" equipment is not
mandated.
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Work orders can also be used to record equipment usage. Personnel issuing equipment would
generally record the time/mileage when the equipment was issued and returned. Upon return
of the equipment, the accounting area would receive the work order and would value and post
the equipment usage costs.

Equipment Usage Rates

6.03

There are three (3) acceptable means of determining equipment rates. They include rates developed
internally for public agency owned and operated equipment, equipment rate books used by the construction
industry and rental or lease rates charged by commercial vendors. Each of these methods attempts to
recapture the costs associated with the equipment's purchase and operations, such as depreciation, fuel,
maintenance, repair and insurance.

Internal Rates (Equipment Owned by Public Agency)

Public agencies shall utilize internally developed equipment usage rates that reflect the full cost of owning,
operating and maintaining types of equipment. Rates should be developed for classes of equipment and
should comply with the following guidelines:

e The internal equipment rate methodology shall be documented and an adequate audit trail
provided.

e The costs of depreciation, fuel and oil, equipment storage, and income are to be included in the
internally developed rates.

6.03.1 Depreciation

Depreciation is the method used to spread the cost of equipment, capital lease, or replacement
value less residual value, over a piece of equipment’s useful life. The public agency’s capitalization
policy should be used to determine whether a piece of equipment should be depreciated. Generally,
equipment that costs more than $1,000 and has a useful life of more than one (1) year should be
depreciated.

Depreciation should be calculated as follows:

(1) Useful Life

Depreciation should be based on the average useful life for the piece of equipment in a
particular operation. Determination of useful life should be based on actual or planned
retirement and replacement practices.

(2) Residual Value
Residual value is the value at disposition (less costs of disposal) estimated at the time of
acquisition. In many cases, the estimated residual value is so small and occurs so far in the
future that it has no significant impact. As well, residual value may be almost or completely
offset by removal and dismantling costs. Normally, public agency equipment will be used
through the end of its estimated useful life and the residual value may be carried at zero. In
the event that it is known at the time of acquisition that the capital equipment will not be used
for at least 75% of its scheduled useful life, residual value should be estimated.

(3) Capital Improvements

Capital improvements are the costs of major overhauls and modifications that add value and
prolong the life of a piece of equipment. These costs should be treated as capital expenditures
and depreciated over the extended or remaining useful life of either the asset or improvement,
whichever is less.
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(4) Straight Line Depreciation Method

The straight-line depreciation method charges an equal amount for each period of useful life
(generally a year). This method is considered the most practical and reasonable method for
determining equipment usage costs.

(5) Calculation of Depreciation Examples
Annual depreciation for capitalized equipment will be estimated as follows:

A. Start with the acquisition cost (purchase price) plus capital improvements, plus all other costs
incurred to place the equipment in usage, e.g., transportation, installation. The public agency
may choose to utilize replacement value for this calculation.

B. Determine the useful life of the equipment, utilizing applicable guides such as the IRS guide.

C. Compute annual depreciation by dividing the depreciable basis (acquisition cost plus capital
improvements less residual value) by the useful life.

a. Maintenance and Repairs

These are costs (labor and parts) that are incurred for maintenance repairs to keep the
equipment in normal operating condition. These costs do not include capital improvements that
add value to equipment and are accounted for under depreciation. Tires and grease are included
in this classification of cost. Typically, a ledger card for each piece of equipment will be
necessary to record these costs.

b. Fuel and Oil

These costs include the labor and fuel costs of supplying the equipment with fuel of any type and
oil.

c. Equipment Storage Costs

Equipment storage costs include the cost of facilities associated with the use of equipment.
These costs include equipment yards, warehouse facilities, and the cost of guards and other
security measures.

d. Insurance

These costs include the premiums paid by the public agency (whether self-insured or paid to an
outside agency) for equipment insurance.

A good discussion of the calculation of internal equipment rates can be found in California State
Controller's Office, Accounting Standards and Procedures for Counties in the Road Fund
Accounting section.

6.04 Equipment Rate Books (Equipment Owned by Public Agency)

Public agencies that own equipment used on public projects but do not calculate internal equipment rates
shall utilize appropriate private industry equipment rate books. It is understood that industrial rates may
include certain costs that are not incurred by public agencies, such as personal property taxes paid on the
assessed value of the equipment and interest charges. However, these equipment usage rates in some
cases do not include: the cost of fuel or other energy costs to operate a particular piece of equipment; the
cost of preparatory work performed before a piece of equipment can be made operative; the costs of dies,
blades or welding rods that are normally consumed in the operation of a piece of equipment; or the costs
of extraordinary wear and tear. Therefore, the use of industrial rates is assumed to provide a reasonable
approximation of internal rates.
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Equipment rate books that are acceptable to the commission for use in lieu of internal rates include:

e Caltrans Labor Surcharge and Equipment Rental Rates
http://www.dot.ca.gov/hg/construc/equipmnt.html

e  Mechanical Contractors Association Tool and Equipment Rental Guide

e National Electrical Contractors Association Tool and Equipment Rental Schedule
Use of other guides must first be reviewed and approved by the Commission.
These guides are maintained and updated on a periodic basis by the appropriate agency or association to
accurately reflect current costs associated with equipment usage. If a piece of equipment or comparable

piece of equipment is not included in an established guide, an internal rate shall be developed or a
documented quote from an equipment leasing or rental agency may be utilized.

6.05 Rental or Lease Rates

Rented or leased equipment to be used partially or completely on public projects shall be tracked and have
the appropriate amount charged to the public project. Additional costs associated with the leasing or renting
of equipment used partially on a public project shall be charged on a pro rata basis, if appropriate to that
project. Costs related to renting or leasing equipment generally include, but are not limited to:

e Rates

e Moving, loading, and assembly costs
e Maintenance and repairs

e Insurance

e Fuel (under some rate schedules)
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