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SUBJECT:
King County Auditor’s Office Review of Quantifiable Business



Case Project
	Several years ago, King County developed a plan to replace its aging financial system, which was also incompatible with the financial system serving former Metro agencies in the county.  This effort, entitled the Financial Systems Replacement Project (FSRP), encountered implementation problems and cost overruns and was terminated before completion.

	

	Since then, the county has taken a different approach to the problem.  It has transitioned from the earlier replacement project to a reconfiguration of how the county operates its business and personnel functions.  As part of this process, the county council asked the executive to develop a business case for a new system, based on industry best practices.  The council also requested the auditor’s office to review the costs and benefits associated with a new business approach.  The auditor’s office engaged consulting expertise to review the work performed by the county’s consultants.  

	

	The county’s consultant, Dye Management Group, Inc, concluded that a single, integrated system would yield a high level of net benefits for the county.  Our review resulted in these main conclusions:

	· The project’s estimated return on investment is significantly lower than estimated by the consultant, but still positive;

	· Some cost figures are three years old and need to be updated;

	· Estimated benefits are based on general best practices, and their direct applicability to the county should be validated;

	· The costs and benefits associated with the financial and personnel components of the project should be itemized separately so that the costs and benefits of each component are clear;
· The costs and benefits should be expressed in terms of net present value over the life of the project;

	· The county should develop baseline costs, benchmarks, and performance measures so that the county can accurately track costs and evaluate whether the next phase, the Accountable Business Transformation (ABT) meets the county’s vision and goals for the project; and

	· Non-quantified benefits also support ABT and should be tracked as well.



	Some of these recommendations are consistent with Dye Management recommendations.
The executive concurs with the auditor’s recommendations.  See Attachment A.


Summary
The Accountable Business Transformation (ABT) project represents a transition from the county’s earlier attempt to replace its financial computer system, Financial Systems Replacement Project (FSRP), to a reconfiguration of how the county operates its business and personnel functions.  The goal of the original FSRP, begun in the late 1990’s, was to merge the separate financial management, payroll, and human resource systems of King County and the former Metro agencies.  However, the project failed to achieve its objectives and was suspended in May 2000.  
Since then, the county has been working to analyze the reasons for the project’s failure and to develop a revised plan for restarting it.  As part of this process, the council asked the executive to develop a business case for a new system.  The county selected a consultant, Dye Management Group, Inc., to develop a Quantifiable Business Case (QBC) based on an improved county Business Operations Model and on a cost-benefit analysis of the various options for proceeding.  As part of the scope of this project, the county also asked the consultants to estimate the total amount the county spends on information technology, otherwise called the Total Cost of Ownership (TCO).

In its reports, Dye Management recommended that the county proceed with integrating its financial and payroll systems using Oracle Financials and PeopleSoft, implement changes to its business practices to support these operational changes and improve the efficiency of its operations, and to invest in a new budget system that meets the county’s needs.  The reports identified a substantial amount of quantifiable benefits should the county proceed with its recommendation.
The council asked the auditor’s office to conduct an oversight review of the Dye Management’s studies as part of the adopted auditor’s work program for 2004.  In brief, the council’s principal interests related to the validity of the various cost data and the viability of the methodologies and analyses used to calculate the benefits and costs of the Quantifiable Business Case.  We engaged the services of independent consultants to assist our office in these efforts.
Main Findings

Our review of the QBC report and analysis found that the cost estimates appear to be reasonable.  However, the primary implementation costs need to be updated and the county may wish to further verify the major operations costs that were self-reported by county departments.  In addition, the technical approach used to quantify the costs and benefits and to calculate a return on investment for the project was generally appropriate, and the QBC employed a reasonable, although high-level, analytic approach.  
The estimated economic benefits as reported in the QBC are based on a comparison of county operations to general best practices and external research.  However, a detailed benefit cost study of specific county operations was not conducted.  It is therefore unknown how comparable the county is to the organizations in the national studies, and without more detailed analysis it is not possible to determine if the county could realize the benefits and savings identified in the research.  This is especially true with the human resource improvements, which use unverified benefit assumptions accounting for over 80 percent of the project’s economic value.  In addition, the QBC’s financial analysis contained some technical calculation errors and questionable financial assumptions that overstate the project’s likely return on investment.  

Our consultant’s analysis shows that using more conservative benefit assumptions and correcting for the technical errors in the QBC’s analysis substantially lowers the estimated value returned from the investment into the project, from $176 million to $17 million.  Even after these adjustments are made, the financial analysis shows that the project as a whole could cover its own costs or potentially generate a 
positive return on investment, provided the cost, benefit, and project timeline estimates are correct.  Implementing a single integrated financial system is also expected to produce non-economic benefits that support the option of moving forward with ABT in a phased manner.  

Summary of Recommendations 
This report recommends that in the next phase of ABT, the implementation costs be updated, the major costs and benefits included in the financial plan be more fully validated, and quantifiable cost savings be formally incorporated into the ABT project plan and schedule.  For financial analysis purposes, we also recommend that the financial-related and human resource components be analyzed separately.  In addition, baseline costs, benchmarks and performance measures should be developed so that the county can accurately track costs and evaluate whether ABT meets the county’s vision and goals for the project.  The executive response (Attachment A) essentially concurs with these recommendations.
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� This task was subcontracted by Dye Management Group, Inc. to Pacific Technologies, Inc. (PTI).





