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STAFF REPORT
SUBJECT:  
AN ORDINANCE making an appropriation of an additional $18,585,050 to the Office of Information Resource Management Capital Project Fund for the Internet Protocol Telephony (IPT) Telephone System Replacement Projects; and amending the 2010 Budget Ordinance, Ordinance 16717, Section 120, as amended, and Attachment A, as amended.
SUMMARY: 
This supplemental appropriation will fund the replacement of the county’s aging telephone systems with a new telephone system that is referred to as Internet Protocol Telephony (IPT). Replacing the existing infrastructure with IPT will require a large capital investment of $18.6 million, but is projected to yield cost savings of $4.3 million annually by 2017.
BACKGROUND:
King County has a disparate mix of telephone systems from multiple manufacturers that provide services to over 14,000 phones at sites throughout the County.  Much of the County’s telecom infrastructure consists of obsolete technology and continued maintenance support for the oldest equipment is becoming increasingly difficult to obtain. The 2010 adopted budget included $175,000 for a consultant to evaluate the best replacement options for the telephone systems.  That work has been completed and the project proposal accounts for that evaluation.  The County will replace its existing system with, Internet Protocol Telephony (IPT) which is the current “best practice” technology for the telecommunications industry. IPT has been around for over 12 years and is now widely used.
This CIP project was included in the Executive’s transmitted 2011 budget. However, given the significant cost of the project, the Council removed this project from the budget in order to allow time for further analysis.

ANALYSIS:
The Executive reports this project is necessary because of the cost savings that can be achieved with this project and the risk that the existing systems will fail. The analysis below discusses each of these issues.
What are the cost savings from this project?

Significant cost savings are achieved by gradually eliminating the annual telecommunication costs of about $5 million for the existing telecommunications system and replacing it with an IPT system with operating costs of $735,000. Most of our current costs are due to payments to telephone companies. In the new system, we will own the system and thus those payments to telephone companies (currently running at about $3.7 million per year) will be significantly reduced as we replace the existing systems with IPT. 

By 2014, the county will begin to see that the benefits of the project (reduced payments to telephone companies) exceed the costs of the project by $521,000. By 2017, the benefits of the project will exceed the annual operating costs by $4.3 million annually once the system is fully deployed and payments are no longer made to telephone companies.
Risks and costs of delaying this project 

OIRM reports that an expenditure of $152,000 in 2011 and $600,000 in 2012 would need to be made to keep the current system operational and meet service contract requirements for Nortel systems.  In addition to the known costs that would be incurred, there is also a risk that the telephone systems could fail given that the majority of the County’s telephone systems are between 18-28 years old. To illustrate the impact of service disruption to operations, OIRM provided information from the base supervisor at the Atlantic Transit Base.   The base is an integral part of the communication system that includes the Transit Control Center, Vehicle Maintenance, Service Quality and Customer Service. Dependence on the phone system is also integral to supporting Transit's emergency coach dispatching.  The base supervisor reports that telephone service is often interrupted, resulting in dropped or missed calls, directly affecting the ability to dispatch work to the transit dependent public.  

 While it is not possible to predict with certainty when the systems could fail, OIRM has identified the ten sites most likely to fail. The table below shows the ten sites, the level of risk for failure of the main components parts, and estimated amount of down time. However, the repair time could be much greater depending upon parts availability and the specific failure. Depending upon the particular combination of failure, the down time could be several days. Also, if the particular systems needed to be replaced, the replacement time depending upon the system ranges from 1 to 6 weeks and the cost to install replacement service should such a complete failure occur is on average $77,900 per site with a monthly service cost of $2,804.  
Information in this table is from data provided by NEC, the vendor responsible for supporting the switches at the first seven sites listed below.
Risk Summary of the Ten Most Likely Systems to Fail 

	Site
	CPU Fail
	Power Card

 Failure
	Circuit Card

 Failure
	Repairable
	Part Availability
	Estimated down time-CPU Fail
	Estimated down time- power fail

	South Transit Base
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	12 HRS
	8-24 HR

	Central/ Atlantic Transit Base
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	12 HRS
	8-24 HR

	DNR Nickerson Building 
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	12 HRS
	8-24 HR

	Jameson Building 
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	12 HRS
	8-24 HR

	East/Bellevue Transit  Base
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	12 HRS
	8-24 HR

	DNR Environmental LABS
	HIGH
	MED
	HIGH
	Yes*
	QUESTIONABLE
	 12 HRS
	8-24 HR

	Ryerson Transit Base
	LOW
	LOW
	LOW
	Yes*
	PROBABLE
	8 HRS
	8-24 HR

	King County Courthouse
	HIGH
	Information not available from vendor

	Public Health - Columbia
	MEDIUM
	

	Public Health - Federal Way
	MEDIUM
	
	
	
	
	
	


Major Categories of Expenditures
The table below shows the major categories of expenditures for this project. Equipment is the largest category of expenditures and consists of servers, network interfaces, additional backup power sources, IP telephones, and software with per seat licenses to access the software. The IP telephones are much more sophisticated, and therefore expensive, than a legacy telephone. 
	Salary and Wages
	 
	 
	 
	$1,740,691 

	Consulting/Training
	 
	 
	 
	$1,225,500 

	Equipment
	 
	 
	 
	$11,435,023 

	Sales Tax
	 
	 
	 
	$1,086,327 

	Contingency (20%)
	 
	 
	 
	$3,097,459 

	 
	TOTAL
	 
	 
	$18,585,000 


Planned Milestones for Project Completion 

This project will be phased out over four years. The following table shows the schedule of completion of major project milestones.

	Milestone
	Planned Completion Date

	Selection of and contract with vendor
	July 1, 2011

	Install new IPT to replace current managed services IPT used at Chinook Building and Brightwater.  
	December 2011

	Installation of core IPT hardware and software; installation of IP based telephone carrier service
	March 2012

	Install IPT to all current Nortel served sites and removal of all Nortel telephony systems
	June 2012

	Complete update of data network to support IPT, including additional UPS for power backup
	December 2013

	Install IPT to all current NEC served sites and removal of all old NEC telephony systems
	June 2014

	Implement Automatic Call Distribution for remainder Call Centers and activating IVR for self-service 
	December 2014

	Install IPT to all Centrex served sites and disconnect of Centrex service
	September 2015


What is the anticipated end of life date for this new system?
This system does not have an end of life because it relies on the internet as the communication system.  As with any equipment, component parts will eventually break and need to be replaced, and software will need to be updated. The life cycle for this type of equipment is about 5-7 years and will be paid for out of an equipment replacement fund that is not included in the annual maintenance costs of $735,000.
How will this project be financed?

The Executive’s preferred financing approach is to borrow the entire project costs upfront with a 10 year term. As shown on the financing table on the next page, as savings are generated from this project, the savings will be set aside and used to pay down the debt for this project. As proposed, the first two years would be interest only payments and from 2013 through 2019, project savings would be used to pay down debt and interest. By using savings to pay down the debt service, telecommunications rates are anticipated to remain stable until 2018 when the rates will be reduced significantly as savings are greater than the debt service payment. 

Financing Plan 

	 
	Project Costs 
	Projected Savings *
	Bond Amount
	Debt Service (3.5%)--10 Year
	Debt Balance 
	Notes

	2011
	$4.20
	 
	$18.60
	($0.65)
	$18.60
	Paying interest only

	2012
	$5.70
	$0.40
	 
	($0.65)
	$18.60
	Paying interest only

	2013
	$3.70
	$1.40
	 
	($1.40)
	$17.85
	Using savings to pay down debt and interest

	2014
	$3.20
	$2.30
	 
	($2.30)
	$16.18
	Using savings to pay down debt and interest

	2015
	$1.80
	$3.50
	 
	($3.50)
	$13.24
	Using savings to pay down debt and interest

	2016
	 
	$4.00
	 
	($4.00)
	$9.71
	Using savings to pay down debt and interest

	2017
	 
	$4.10
	 
	($4.10)
	$5.95
	Using savings to pay down debt and interest

	2018
	 
	$4.30
	 
	($1.28)
	$4.87
	Using savings to pay down debt and interest

	2019
	 
	$4.30
	 
	($1.85)
	 
	Debt Retired

	2020
	 
	$4.30
	 
	 
	 
	Savings Continue

	Total
	$18.60
	$24.30
	 
	($19.74)
	 
	 


*Note: Projected savings were based on the CBA excluding savings from cost avoidance

REASONABLENESS:
This project appears to be a necessary investment for the County to make given the age of the existing system, increasing lack of support and maintenance costs, and risk to operations if the telephone system fails.  Furthermore, this project is debt financed and no debt payments are planned for 2011; thus the project will have no impact on county funds until 2012.

INVITED:
· Bill Kehoe, Chief Information Officer, Office of Information Resource Management
· Dwight Dively, Director, Office of Performance, Strategy, and Budget
· Helene Ellickson, Budget Supervisor, Office of Performance, Strategy, and Budget
ATTACHMENTS:
1. Proposed Ordinance 2010-0603
2. Transmittal Letter, dated November 18, 2010
3. Fiscal Note
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