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STAFF REPORT
Proposed SUBSTITUTE Ordinance 2002-0339 was passed out of BFM on September 25th.  The substitute ordinance does not appropriate additional funds to I-Net, but does remove a proviso restricting expenditures to only the first three quarters of 2002.  The Labor, Operations and Technology Committee was scheduled to receive a briefing from the Auditor on a study of the I-Net project by Pacific Technologies Inc. at its September 26th meeting.
SUBJECT:


Proposed ORDINANCE 2002-0339 would make a supplemental appropriation of $151,214 to Institutional Network (I-Net) operations for the fourth-quarter operation expenditure of I-Net.
BACKGROUND:

This background section was prepared by Labor, Operations and Technology staff for the Committee of the Whole (COW) in February of this year.  The COW was considering consultant selection for the provision of technical assistance to the county auditor for an evaluation of the institutional network project. 
The King County Institutional Network (I-Net) originated in 1996, out of a county cable franchise agreement with Tele-Communications, Inc. (TCI), now part of AT&T Broadband and soon to be with AT&T Comcast.  TCI became responsible for constructing and maintaining a fiber-optic network (i.e., I-Net) providing affordable high-speed communications to county and other public agencies within King County.
As a result of continuing council concerns raised in the 2002 budget process, the council contracted with Gartner Consulting to review I-Net and make recommendations for assessing financial feasibility, market demand, and sourcing options for the I-Net project.  Gartner found that the I-Net project was soundly constructed and that there was demand for its services.  Gartner found that I-Net was potentially viable, but that its success was not guaranteed.  For the near term, Gartner recommended that I-Net be continued and closely monitored.  To do this Gartner recommended development and use of an optimization strategy, development of a limited set of system and business performance indicators, conducting a market survey and annual performance reports and reviews.  In the longer term, if the performance indicators and annual reports indicate I-Net cannot meet its financial and customer service expectations, that the County explore other sourcing alternatives or, ultimately, divestiture.

SUMMARY:


Section 95 of Ordinance 14265 (The 2002 Adopted Budget) appropriated $744,750 and 7.0 Full Time Equivalent (FTE) positions to I-Net Operations.  Two provisos are included in the 2002 budget for this appropriation unit as follows:


PROVIDED THAT:


$744,750 shall be spent only on I-Net operations for the first three quarters of 2002, through September 30, 2002. 

PROVIDED FURTHER THAT:


The executive shall submit to the council twenty-five days following the close of a quarter reports on I-Net revenues and expenditures, including an identification of revenues by source.  The executive is requested to transmit with the second quarter report a supplemental appropriation request for fourth quarter I-Net operating funds…[emphasis added]
In April, 2002 Information and Telecommunications Services (ITS) provided the first I-Net quarterly status report.  As part of the transmittal of this proposed legislation, the Second Quarter 2002 I-Net Financial Status Report has been transmitted.  The supplemental appropriation request (Proposed Ordinance 2002-0339) is also responsive to the proviso.
Additionally, a related proviso is included in the Council Auditor’s appropriation unit:


PROVIDED THAT:


…$75,000 shall be spent only for independent technical assistance for an evaluation of the viability of the I-Net project…
The Auditor’s Office contracted with Pacific Technologies, Inc. (PTI) to conduct the study requested by the council in the proviso.  As outlined by the Auditor, the purpose of the study was to develop performance measures, performance benchmarks, and a data collection plan for I-Net.  In addition, PTI was asked to update a market assessment.
The draft report has been completed and forwarded to Information and Telecommunications Services (ITS) management for review and comment.  The schedule is to make the report public at a presentation before the council’s Labor, Operations and Technology Committee on September 26th.

ANALYSIS

Clearly, the council has been concerned with I-Net since its inception and the provisos in the 2002 Budget are further examples of the desire for continued scrutiny of the program.  I-Net operational costs are included in the ITS infrastructure rates that are borne by user agencies through direct charges.  As of July, 2002, the I-Net was serving 43 King County facilities.
The 2002 provisos are an effort to establish clear criteria for evaluation of the program and provide measured appropriation authority as deemed necessary.  It is premature to arrive at any conclusions on the efficacy of the project prior to the public release of the Auditor’s study, and even then the program will likely need additional time for continued evolution and evaluation.
The executive requested appropriation for this unit in the 2002 proposed budget was $993,000.  The adopted budget reduced that expenditure authority to a total of $744,750 (75% of the $993,000) with the proviso regarding submittal of supplemental appropriation authority for the 4th quarter.  The requested I-Net supplemental of $151,214 fourth quarter is almost $100,000 lower than the amount that would be anticipated based upon the executive proposed 2002 budget.  However, 2002 program revenues are down approximately 20% from projections ($382,000 actual versus $481,000 projected).  The program has done a good job of expenditure reduction (down approximately 24% from projections).  Through September 6th with 68.2% of the year elapsed the I-Net project has expended or encumbered (expenses incurred but not yet paid) 68.8% of its $744,750 in appropriation authority.

The ordinance as transmitted would result in the remainder of $744,750 not expensed or encumbered by September 30th to be unavailable as of October 1st.  It is staffs’ preliminary suggestion is that the proviso regarding the restriction of expenditure authority through September 30th be removed.  The end result would be that I-Net would have the full use of $744,750 in expenditure authority through the end of 2002.  Should I-Net require additional funding in the fourth quarter of the year, a future supplemental request could be evaluated with the benefit of additional information from the Auditor’s study and actual revenues for the 3rd quarter of 2002.   
REASONABLENESS:

Concerns over increasing appropriation authority prior to policy review of the auditor’s study  argue for the rejection of the supplemental appropriation request at this time.  Staff anticipates that the $151,214 in additional appropriation authority for I-Net will be requested in the 4th quarter omnibus However, there is a clear need to remove proviso language prior to September 30th to allow program continuity.
INVITED:

· John Anthony,  Assistant Manager, Information & Telecommunications Services, Department of Executive Services
· Steve Call, Director, Office of Budget
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