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STAFF REPORT
SUBJECT:  

Proposed Ordinance 2010-0167 would approve a supplemental appropriation of $679,000 for the Finance and Business Operations Division (FBOD) to prepare data to migrate from the current financial systems – ARMS and IBIS – to the new Oracle E-Business Suite (EBS) system, which is scheduled to “go live” on January 1, 2011.  The funding will also support the migration of contracting data and an update of policies and procedures.
SUMMARY:

Proposed Ordinance 2010-0167 would provide funding for FBOD to clean and align records within the old financial systems and ready the values for conversion to the new system.  The data clean-up is critical to conversion and must be completed within 2010 to facilitate implementation of the new system on January 1, 2011.  This funding request is not part of the ABT funding package previously approved by the Council.  The Executive proposes to use FBOD fund balance, which is currently anticipated to be $1.3 million over the 2010 adopted amount to apply to the project
.  
BACKGROUND:

The Accountable Business Transformation (ABT) program is the methodology selected by the County Executive and endorsed by the elected leadership of the county for implementing county-wide enterprise financial systems replacement, in addition to human resource, payroll, and budget systems replacement.  Since the merger with Metro, the County has been maintaining two accounting systems and two human resource/payroll systems (HR/Payroll).  This leads to redundant use of staff resources as well as a time-consuming and inefficient reconciliation process necessary for the production of financial statements.  The ABT Program Charter, approved by the Council in Motion 12364, specifically included the following problem statement: 

“Presently, the county operates with two accounting and financial reporting systems and two human resource/payroll systems. These four separate systems perform the fundamental central financial functions for the county, but are not integrated and have inefficient interfaces.  County departments and agencies follow divergent policies and procedures, use inconsistent business processes and support multiple computing systems.  This results in poor integration, redundant data entry, time-wasting reconciliation, and high systems maintenance, staff support and upgrade costs.  While there has been improvement with the PeopleSoft and Oracle systems, many of the business systems and practices are still outdated, and inflexible.  Business-process improvement changes required for legal compliance, ad-hoc reporting and productivity improvements are difficult to achieve in this environment.” 

In addition to this problem statement approved by the County Council, the Executive has also indicated additional issues associated with the County’s current business practices: 

“Budget and financial management processes and reporting are inconsistent within the two systems and not easily accessed by users.  Budget development process and budget monitoring are not integrated.  Separate budget development processes are used for operating and capital budgets.  Budget management systems for capital are inadequate and some Oracle users utilize side systems for capital budget management
.”

The ABT program will essentially accomplish three distinct tasks; the ABT Program Management Office will:  1) work with all the County agencies to standardize business practices to conform them (as much as possible) to the Oracle and PeopleSoft software suite; 2) lead the County’s migration and implementation to move all county agencies to Oracle and PeopleSoft; and, 3) lead the selection and implementation of new systems for the operating budget, capital budget, and performance management. 

ANALYSIS:

Conversion to the new Financial System

The ABT program plans to implement Oracle E-Business Suite (EBS) on January 1, 2011.  This new countywide financial system will standardize and streamline operations and business practices and will replace two legacy financial systems – ARMS and IBIS – which are not integrated and have different data structures and business processes.  To successfully implement Oracle EBS, the county must clean-up and align the records in ARMS and IBIS and must prepare the new system to accept contracting information such as purchase orders and invoices.  
Role of FBOD

FBOD manages systems for the county’s financial accounting, payroll, employee benefits and retirement systems, as well as provides procurement, contract, treasury, and financial management services.  FBOD is responsible for preparation of data to convert to the new Oracle EBS system.  Examples of data to be converted include vendor information, product and service data, catalogs, requisitions, contracts, purchase orders, and invoices.
The initial ABT Detailed Implementation Plan (DIP), which was approved by the Council in October 2008, assumed that data cleanup, contracts, and purchase orders conversion from the old to new system would be accomplished through an automated process and that the work would need to be completed and funded by FBOD.  Data cleanup was identified as an agency operational responsibility because the data would continue to change as a part of the day to day operations of IBIS and ARMS.  However, an analysis by the ABT program team and FBOD has highlighted that records that cannot be accurately converted via the automated process will need to be manually reviewed to determine the correct and best set up for future use.  
To help define the scope of work, FBOD retained MTG Management Consultants to size the effort.  The consultant has identified seven data sets that need to be scoured and migrated and estimated the level of effort and precision required to scrub each data set.  Based on the consultant’s analysis and additional review conducted by FBOD staff, 300,000 data records have been identified that must be reviewed and prepared for migration.
Supplemental Request

Financial systems are dependent upon key data sets for accurate and efficient processing and reporting of financial transactions.  These data sets include account coding, general ledger structures, contracts, invoices, fixed assets, catalogues and records for vendors, customers and suppliers.  Migration to a new, single financial system with the ABT program will require these data sets to be standardized, streamlined, and aligned with each other in a manner which supports conversion to the new system.
The supplemental request includes $679,000 for data cleansing/conversion, contract mapping, and updating of policies/procedures associated with the rollout of the new Oracle EBS financial system in January 2011.  The supplemental appropriation supports work that will focus on three areas: (1) preparing the financial data records for conversion to Oracle EBS and (2) preparing the contracting environment in Oracle EBS so agencies have available to them the essential contracts needed to procure goods and services, inventory purchases, and capital project services; and (3) updating approximately 15 Executive policies and procedures involving financial transactions and payment processes.  

The update of contracts will automate purchase orders, enabling agencies to address their purchasing needs in the new system more quickly and efficiently.  Attachment 6, provided by the Executive, compares the current and future procure-to-pay processes.  The update of Executive policies and procedures will ensure that the policies and procedures are consistent with new business practices resulting from the implementation of the new finance system.
Financial Plan

FBOD’s Financial Services Fund is an internal service fund that is supported by rates charged to all county agencies for services, as well as fees charged to manage various county funds.  These costs are recovered from the General Fund and other county funds that levy property taxes.  The costs of the other functions are recovered through 23 separate cost pools.  In 2010, finance charges totaled $26.7 million, which included a rebate of $2.2 million across all funds to reflect a reconciliation of 2008 actual service costs.  
FBOD maintains a target fund balance that is equal to three percent of total expenditures and underexpenditures, as well as a rate stabilization reserve to mitigate central rate fluctuations and to provide any rebates to “true up” previous year actual in future years – as discussed above.  

The adopted 2010 financial plan included a beginning fund balance of $4,984,831.  Revised 2010 fund balance estimates are based upon known revisions as of February 2010 and have been adjusted to $6,309,146.  Consequently, there is sufficient fund balance available to support this supplemental request.
Funding

This $679,000 supplemental request would increase FBOD’s 2010 expenditure authority from $$30,320,217 to $30,999,217.  The Executive proposes to use a portion of FBOD fund balance, as discussed above, to apply to the project.  FBOD plans to hire a team of twelve term limited temporary (TLT) employees to implement the data clean-up for conversion.  Attachment 7 shows the reporting structure and how the staff will be assigned to accomplish the data conversion and cleansing.  According to the fiscal note, $663,266 will be used for salaries and benefits and $15,734 will be directed to supplies and services.  
In November 2009, the Executive notified the Council, as required by Ordinance 16275, of a proposed use of ABT budgeted contingency funding exceeding 15% of remaining balance.  No objections were raised by the Council; therefore, the funding was deemed approved.  Attachment 5 to this report is a copy of the notification letter that also includes a breakdown for the use of contingency funds.  This request focused on the additional resources to shift the “go-live” date to January 1, 2011 for the simultaneous rollout of the new financial system and the initial phase of the new biweekly payroll system.  The contingency request did not include funding associated with data scrubbing, contract migration, and policies and procedures updating, which is included in this supplemental request.  
REASONABLENESS:

Approval of Proposed Ordinance 2010-0167 will enable FBOD staff to complete the work consistent with the schedule for the ABT Program.  FBOD fund balance is sufficient to cover the associated costs; consequently, approval of this request would constitute a reasonable business decision.
INVITED:

· Bob Cowan, Department of Executive Services (DES)

· Ken Guy, Director of FBOD
· Nancy Laswell, Business Process Change Manager, FBOD

ATTACHMENTS:

1. Proposed Ordinance 2010-0167
2. Transmittal Letter, dated March 5, 2010

3. Fiscal Note

4. Legislative History of ABT
5. Notification letter dated, November 23, 2009, including breakdown of contingency funding
6. Procure-to-Pay Process Comparison

7. Organizational Chart for proposed data conversion and cleansing
� The $1.3 million increase in fund balance reflects 2009 actual amounts from the 13th month and are shown in a new 2010 estimated column in the financial plan.


� ABT Program Charter, as adopted by Motion 12364, page 4. 





