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STAFF REPORT
SUBJECT:
Proposed ORDINANCE 2006-0359 would provide supplemental appropriation of $3,209,785 in expenditure authority to fund upgrades to the county’s human resource/payroll and financial software systems.
SUMMARY:
King County’s Peoplesoft Human Resource Management System (HRMS) and Oracle Financials system provide a variety of payroll services and financial information for approximately 1/3 of the County’s employees.  A request is being made at this time to upgrade the current systems to take advantage of improvements to the software and to maintain vendor support services, which are dependent upon using current versions of the software.  Vendor support for the Oracle system will be discontinued in November of 2007.  Vendor support for the Peoplesoft system will be discontinued in March of 2007.  Executive staff have thereby identified these dates as necessary implementation dates for the software upgrades.
The appropriation requests and schedule for upgrading the two software systems are as follows:

Peoplesoft    Upgrade



$2,854,347
(1 year to implement)
Oracle
 Upgrade



$355,438   
(3-5 months to implement)
Total






$3,209,785
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BACKGROUND:

Oracle Upgrade
King County currently utilizes the following two software systems to provide centralized accounting and financial information services:
Accounting Resource Management System (ARMS)

Oracle Financials Integrated Business Information Systems (IBIS)

The ARMS system is a legacy system used by approximately two thirds of the county’s agencies and does not require updates at this time.  Historically, the county has had two different financial systems because when the King County and Metro governments merged, it was expected that their computer systems would also be consolidated to increase efficiencies and enable enterprise-wide financial management and budgeting.  After a previous project that failed to achieve this consolidation was halted, a new project called the Accountable Business Transformation (ABT) is now being developed to complete that work.  Under the ABT project, all County agencies currently using the ARMS system would migrate to the Oracle system over the next several years.
The Oracle system provides general ledger information, accounts payable and receivable information, and purchasing/inventory applications.  The current appropriation request involves upgrades to the financial applications software, upgrades to the database, use of consultants, related equipment and rent expenses.  The total amount of these expenses is projected to be $355,438 including a 10% contingency.
This appropriation request would upgrade the Oracle Database version 9.2 to 10g and Oracle Applications from Release 11e8/11i9 to the current release 11i10.  This system was last upgraded to a web-enabled version – that project was funded in 2002 and completed in 2003.  
Oracle will be discontinuing support for the Oracle Financials version 11i8 in November of 2007.  The current project implementation schedule of 3 to 5 months allows for the software upgrade before discontinued vendor support of the existing product.  King County would be able to stay on the Oracle Financials system version 11i10/10g with full vendor support through November 2009 with the option of continued fee-based support for version 11i10/10g through 2012.  
This upgrade is included as Strategic Component 1:1 in the Strategic Technology Plan 2006-2008, which was recently adopted by the Council.  A business case for this upgrade, including a cost/benefit analysis, has been prepared by executive staff and reviewed by council staff.
Peoplesoft Upgrade

Similar to the financial information software situation, the county currently uses two different software packages for human resource services as well.  Approximately one third of the County’s employees are served by the Peoplesoft HRMS and payroll system.  The remaining employees are served by the legacy MSA system, which is proposed to be replaced by the Peoplesoft system as a part of the ABT project.  
The Peoplesoft system provides and prints pay check and benefit information.  The upgrade to the county’s current version of the Peoplesoft system (version 8.0) was funded in 2002 and completed in 2003.  The proposed upgrade to version 8.9 would be fully compliant with current tax and regulatory constraints.  The upgrade would also migrate the Benefits Health Improvement Project (BHIP) to the unified 8.9 payroll application, thereby uniting the payroll and benefits environment.  

One of the primary objectives of updating this software system is to ensure the secure and accurate delivery of payment and benefits to the county employees served by the software.  Vendor support and maintenance is an important part of keeping the system running properly.
In December of 2004, Oracle acquired Peoplesoft and became the vendor for both the Oracle financial systems and the Peoplesoft systems.  Oracle will be discontinuing support for the county’s current version of Peoplesoft (8.0), including tax updates, in March of 2007.  The current one-year implementation schedule for the Peoplesoft Upgrade does not allow for uninterrupted full vendor support of the existing product.  The Executive will likely have to contract with a third party vendor for product support between March of 2007 and October of 2007.  The more critical deadline for Peoplesoft 8.9 upgrade implementation occurs with the need for updated 2008 tax updates by the first quarter of 2008.  Executive staff have recently expressed their understanding that Oracle will extend support services for Peoplesoft versions 8.8 and above through a six year period.
The current appropriation request involves consulting costs, upgrades to the software, training, related equipment and rent expenses.  The total amount of these expenses is projected to be $2,854,347 including a 20% contingency.
The proposed Peoplesoft 8.9 upgrade is included as Strategic Component 1:1 in the Strategic Technology Plan 2006-2008, which was recently adopted by the Council.  A business case for this upgrade, including a cost/benefit analysis, has been prepared by executive staff and reviewed by council staff.
Council Concerns
The King County Council has expressed a strong interest in controlling the costs of software upgrade projects such as the one currently under consideration.  Following the Council’s approval of upgrades to the Peoplesoft and Oracle software systems in the 2002/2003 timeframe, the Council passed Motion 11795.  This Motion cited the advice of Moss Adams Advisory Services, the external consultant that produced the King County Strategic Technology plan.  Moss Adams recommended that the County establish partnerships with other governmental agencies that would achieve economies of scale through pooled procurements of software purchases.  One concern expressed by the Council was the relative frequency of the need for software upgrades in order to continue to receive vendor support for the systems.
ANALYSIS:

Project Cost Considerations

Of the proposed $3.21 million appropriation amount approximately 54%, or $1.72 million, has been budgeted for Consultant services.  The Executive’s transmittal letter cites “surveys of comparable governments undertaking this upgrade found similar budgets”.  In 2002, however, when Oracle software upgrades were proposed to the Transit and Wastewater Treatment Divisions, consultant expenses accounted for only 38% of the $3.97 million requested project amount.  The current project proposes upgrades to two software systems as opposed to the one system contained in the 2002 proposal.  Additionally the Peoplesoft upgrade, which accounts for a majority of the appropriation request requires a significantly higher degree of management and coordination.  Although no changes are currently proposed, expenditures for consultant services is deserving of continued oversight and attention.
It should be noted here that the total project costs for this upgrade are not fully reflected by the amount of supplemental appropriation authority currently being requested by the Executive.  An additional $852,572 worth of internal staff time will contribute to the total expense of the upgrades of both the Peoplesoft and Oracle software systems.  This amount is not included in the current appropriation request since the internal staff time is already appropriated and allocated under the department budgets for the respective internal staff members.  The total expected cost of this project including the expense of internal staff is $4,062,357. 
Council Concerns related to Motion 11795

Executive staff has reported that King County has yet to establish or realize partnerships with other local and state governments as suggested within Motion 11795.  To date, executive staff has not reported on “the potential benefits of participation in a cooperative purchasing alliance with other cities and counties”.  In response to the Council’s concerns regarding the requisite frequency of software upgrades, executive staff does note that the previous upgrade cycle time of 3 years has been effectively extended by the vendor (Oracle) to 4 to 5 years.  This time extension may yet realize some of the cost savings intended by the Council. 
Implications to the Accountable Business Transformation (ABT) Project
The current appropriation request has considerable implications for the larger ABT project, which will consolidate the entire County’s financial and human resources software packages to the products currently being upgraded.  This upgrade therefore, keeps the county moving in the direction of the previously identified ABT project goals.  This appropriation request offers the Council an opportunity to provide policy and budgetary direction on the ABT project.  Two issues deserve attention at this time.

· In the 2005 Budget adopted by the King County Council, a proviso was inserted that created an expenditure restriction on $2.356M of the budget for the ABT project.  The proviso required the transmittal of a business case, roadblock document and human resources implementation plan.  These documents and related issues have been recently reviewed by council staff.  The intent of the requirements outlined in the proviso has been satisfactorily addressed and the proviso deserves revisiting as a result. 
· The magnitude and complexity of the ABT project warrants an according level of oversight.  In an effort to attract experienced, capable staff to oversee the project it would be advisable to create an additional full time equivalent position within the Executive’s Administration to perform such duties.
In response to issues noted above, the Committee Chair directed staff to prepare a striking amendment.

STRIKING AMENDMENT:   The amendment removes the expenditure restriction on $2.356M of appropriation authority for the ABT project in the 2005 Budget.   The amendment also creates an additional full time equivalent (FTE) position within Executive Services Administration.  These changes are based on a consideration of the following issues:
· The requirements of the proviso of $2.356M in ABT project funding, which was included in the 2005 adopted budget, have been satisfactorily addressed.

· An additional FTE in the Executive’s Administration will provide redundancy and succession planning in the day to day operations of the accountable business transformation project.
Proviso

Recognizing that the responsibilities of the additional FTE in the Executive’s administration will need to be more specifically identified, executive staff have acknowledged that a position description and supporting funding will need to be identified.  As a consequence a proviso has been prepared that will do the following:

· Acknowledges the creation of one full time equivalent position for a deputy program sponsor.
· Requires the submittal of a position description and funding source identification for the deputy program sponsor position within the 2007 Executive Proposed Budget Request.

Reasonableness







Ready for Action

Approval of Proposed Ordinance 2006-0359 should be based on a consideration of the following:

Pros:

· The executive’s staff appears well prepared to undertake this upgrade project.  All supporting materials, including the business case and cost/benefit analysis, have been reviewed and evidence a thorough consideration of project issues.
· Authorization of the supplemental appropriation will minimize the county’s risk of operating with limited or no vendor support for the software systems.

· Authorization of the supplemental appropriation will allow the Accountable Business Transformation project to move forward.
Cons:

· Consultant services for this project are expensive relative to past King County software upgrade projects.
· Executive staff has not yet met the Council’s request in Motion 11795.  Cost savings for software upgrades cannot be said to have been achieved as a result of County efforts to partner with other local and state government agencies. 
Based upon above striking amendment and proviso restriction, the proposed ordinance 2006-0359 appears to be a reasonable business decision based upon the these factors.

INVITED:

Sid Bender, Budget Analyst, Office of Management and Budget

Bob Cowan, Director, Office of Management and Budget

Caroline Whalen, Deputy County Administrator, Department of Executive Services 
Nancy Wickmark, Project Management Officer, Department of Executive Services

ATTACHMENTS:

1. Proposed Striking Amendment S1 to 2006-0359
2. Title Amendment T1 to 2006-0359
3. Proposed Ordinance 2006-0359
4. Transmittal Letter, dated August 9, 2006

5. Fiscal Note
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