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                                2008-0415
STAFF REPORT
SUBJECT:  
This item is a discussion of the detailed implementation plan for the accountable business transformation program and an appropriation to complete the program. 
SUMMARY: 
Proposed Motion 2008-0414 would approve the Detailed Implementation Plan (DIP) for the Accountable Business Transformation (ABT) Program. This plan would take the program from the planning phase to program implementation. The program would be complete by the end of 2012. 

Proposed Ordinance 2008-0415 would make a supplemental appropriation of $83,973,548 to the Office of Information Resource Management (OIRM) capital projects fund. This appropriation would fund the program through implementation and contains $19,378,511 in program contingency, or 30% of the program cost. 

BACKGROUND: 

The Accountable Business Transformation 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. 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there has been improvement with the PeopleSoft and Oracle systems, many of the business systems and practices are still outdated, and inflexible.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 a budget development and monitoring module for county-wide implementation. 
This current program (and other ancillary projects associated with replacing the financial systems) was born out of a prior failed effort to replace the enterprise systems project (the Financial Systems Replacement Project or FSRP). From 1998 to 2000, these prior efforts led to approximately $42 million in County expenditures and resulted in moving one-third of the county’s payroll to the PeopleSoft system. Other aspects of the program, originally approved in the program scope were not implemented and these efforts did not lead to single software systems for financial accounting, human resources or budgeting. 
There have been a number of legislative actions taken regarding what is now known as the ABT program. A brief legislative summary is included below: 
· Motion 11729 (June 2003) approved a vision and goals statement for replacement of financial, human resources and budget management systems and accepted a plan for development of an approach for dealing with roadblocks to implementation. The vision statement approved by this Motion is as follows: 
· King County’s financial, human resource, and budget management functions are fully integrated, efficient and effective, and enhance the county’s ability to provide essential services to its customers. 

· Motion 12024 (October 2004) approved policies for the program. Specifically, the following policies or goals were adopted: 
· Human Resources and Payroll Policy: Pay all employees on a common, bi-weekly, pay cycle from a single payroll system by migrating all employees to the PeopleSoft system. 
· Human Resources Policy: Align all county human resource practices and procedures to ensure that business needs are met through legally defensible human resource practices. 

· Financial Policy: Process core county financial transactions from a single integrated system by implementing Oracle Financials countywide. 

· Budget Policy: Standardize and streamline operating and capital budgeting by implementing a public sector operating and capital countywide system. 

· Motion 12274 (April 2006) the County amended the 2006-2008 Strategic Technology Plan to make the ABT program the number one efficiency goal.
· Ordinance 15595 (September 2006) provided funding for human resources/payroll and upgrades to existing financial systems software as well as removed existing expenditure restrictions in the 2005 budget. 
· Motion 12364 (October 2006) approved the ABT Program Charter which delineates clear responsibilities, accountability and clear lines of succession within the program. Besides the problem statements and vision statements discussed earlier, this program charter provided nine guiding principles for the program:
· Ensure effective leadership, comprehensive stakeholder agreement and alignment with the county’s goals. 
· Apply the technology governance direction for future project efforts. 

· Standardize and streamline operations and business practices to adopt best practices. 

· Consolidate and integrate the computing infrastructure to eliminate redundancy. 

· Reduce computer maintenance, management and service costs. 

· Improve customer service, decision support, and reporting capabilities. 

· Enhance existing service levels and capabilities. 

· Ensure the privacy and security of financial, human resource and budget information. 

· Commitment to organizational and “county cultural” changes must be accepted and effectively implemented. 

· Motion 12581 & Ordinance 15903 (September 2007) approved the High Level Business Plan. This document instructed the Executive to prepare: 

· A Detailed Implementation Plan which discusses and identifies the methodology that will be used to implement the high level business design. 

· An updated cost-benefit analysis for completion of the program. 

ANALYSIS:
The ABT Program Management Office (PMO) has divided the program into five distinct deliverables:
· Business Case – Provided justification for initiating the ABT Program. 
· High Level Business Plan – Develop the ABT program scope in terms of business processes to be included in the migration to Oracle Financial and PeopleSoft. Also includes identification of requirements for a county-wide budget system. 
· High Level Business Design – Determine how selected business processes fit in Oracle Financials and PeopleSoft; and develop a blue print for how the process will be implemented in the new software system. Evaluate and select a budget system that meets county requirements. 
· Detailed Implementation Plan and Cost/Benefit Analysis Update – Determine the activities, resources and schedule for implementing Oracle and PeopleSoft and the budget system countywide. Develop an additional cost/benefit analysis for moving forward with implementation. 
· System configuration and migration – Countywide implementation of Oracle, PeopleSoft and a budget system as detailed in the detailed implementation plan. 
With approval of the ABT Program Charter in October 2006, the business case stage was completed, and the County Executive was given direction to proceed with the program. With Approval of the high level planning process last fall, the Council directed the Executive to prepare the Detailed Implementation Plan. The ABT Leadership Committee approved the High Level Business Design in February, 2008. This approval delineated the scope of business processes to be included in the ABT program.  Approval of this package of legislation will approve the final planning documents in the form of the Detailed Implementation Plan which includes the Cost/Benefit Analysis Update and move the County to the final stage of the program which is configuration and migration. 

Furthermore, the governance structure for the program was created.  The program charter created a number of committees with specific tasks to accomplish and with approval responsibilities and clearly indicated the oversight and leadership roles for the program.  

Program Leadership and Oversight

Technology Governance
At the August 22, 2007 meeting, Councilmembers inquired as to how this program fits in with the technology governance structure of the County. The ABT program, like any other Information Technology (IT) program, is subject to the technology governance structure of King County. This process involves the Strategic Advisory Committee (SAC) setting high-level and planning goals for the County and the Project Review Board monitoring program progress and overseeing the release of funds as each stage of a program is completed. In addition to this structure, the ABT program Charter also defined a number of roles, created additional committees for oversight and delineated a specific approval process for various stages of the program. The oversight model is discussed in more detail in subsequent pages of this staff report. 

· Executive Sponsor: the King County Executive is known as the Executive Sponsor and is ultimately responsible for the success of the program. The Executive sponsor provides program leadership, advocacy with other elected officials and is responsible for directing executive department program compliance. 

Two bodies provide policy direction and high-level oversight for the ABT program: the County Council and the ABT Leadership Committee which is a sub-committee of the Strategic Advisory Council. 

· Metropolitan King County Council: has County Charter based powers to establish policy and to provide oversight of the county. With respect to this program, the Council uses these powers to approve any changes to the ABT program direction, program governance and management organization; appropriating and disappropriating funds for the ABT program; and providing its own independent oversight over ABT planning. 
· Strategic Advisory Council-ABT Leadership Committee: This committee is chaired by the County Executive and comprises elected officials from all county agencies.  The current make up is 1) the County Executive (Executive Sponsor), 2) two members of the County Council, 3) the Sheriff, 4) the Assessor, 5) the Prosecutor 6) the Presiding Judge of the Superior Court and 7) the Presiding Judge of the District Court. The ABT Leadership Committee is responsible for:
· Review and Approval: of major ABT policy-related transmittals to the County Council that are proposed by the Executive Sponsor. 

· Oversight: of the implementation of ABT to: 

· Ensure consistency with the adopted ABT program direction, scope schedule and budget.
· Monitor that the program stays within scope, schedule and budget. 
· Recommend to the County Executive any changes to adopted program scope, schedule and budget.

· Advocacy/Support: within each member’s respective independent agency: 

· Advocacy for the program

· Ensure that business practices are aligned with the program, and

· Commit appropriate levels of funding and resources within each agency. 

· External Advisory Committee (EAC): The ABT Leadership Committee has established an EAC comprised of private sector and non-county sector members experienced in the implementation of enterprise resource planning systems such as Finance, Human Resources and Budget systems as an advisory group to the ABT Leadership Committee and ABT Program Manager. The role of the EAC is to: 
· Review ABT program initiatives and progress for reasonableness based on private sector and non-county public sector experiences; and

· Provide county officials and the ABT program an external perspective from which to evaluate proposed business process changes to county operations. 

· Project Review Board (PRB): As it does for all projects under its jurisdiction, the PRB will monitor the ABT program. The PRB is chaired by the Chief Information Officer (CIO) and includes the Director of the Office of Management and Budget, the Assistant County Executive and the Director of the Department of Executive Services. The PRB serves in an oversight role and monitors the ABT program monthly to review program progress and to approve the release of program funding. 

· Capital Project Oversight (CPO): this office was created by the Council after formal adoption of the program charter. While this sections addresses project oversight as outlined by the program charter, the CPO has a formal role in oversight of ABT. That role was outlined when the ABT Program was added to the list of major capital projects under the oversight of the CPO. 

The prior grouping of boards and committees all have the role of providing oversight and high-level direction to the program in one way or another. The ABT program charter also created a series of committees and groups that have the specific role of providing direction of the actual implementation of ABT program work. These committees are discussed below.
· ABT Management Team: the ABT Management Team is chaired by the ABT Program Sponsor (the Director of the Department of Executive Services) and is responsible for ABT implementation. Other members of the Management Team are the Director of the Office of Management and Budget, Chief Information Officer, Assistant County Executive and Deputy Program Sponsor (Deputy Director of Department of Executive Services). The primary role of the management team is to provide senior management level planning and operational leadership for the program and to resolve program issues. In addition, the management team proposes program policies and plans, such as this HLBP, to the ABT Leadership Committee and monitors program progress, the ability to stay within scope, schedule and budget, and assures realization of program benefits. 
· ABT Advisory Committee: The ABT Advisory Committee meets at least quarterly (or when requested to do so by any member of the Committee). It is comprised of the members of the ABT Management Team and six high-level staffers appointed by each of the separately elected organizations. This Committee is advisory to the ABT Management Team. 
· ABT Operations and Change Management Committee: This committee is comprised of the Deputy Program Sponsor, Department of Executive Services division directors, a representative from the Office of Information Resource Management (OIRM) and each separately elected organization. This is the first level of the governance structure and this Committee is charged with resolving issues raised regarding ABT implementation. Those issues that cannot be resolved at this level are elevated per the issue management plan outlined in the program Charter. 

When taken as a whole, the ABT Governance Structure is as shown in the Chart below. 


[image: image2]
Program Governance Approval of the Plan: 

Within the Program Governance, discussed earlier, the DIP was approved by each step of the governance structure at the following times: 

1. ABT Operations and Change Management Committee: June 16, 2008. (The OCM Committee did not receive a recommendation on budget system implementation schedule). 

2. ABT External Advisory Committee: June 16, 2008. (Noted concern for the large scope and risk associated with migration of three systems). 

3. ABT Management Team: met with Executive Sponsor to form an Executive recommendation prior to the Advisory and Leadership Committee meetings. 

4. ABT Advisory Committee: July 18, 2008. (Concern regarding the delay in budget system implementation was raised). 

5. ABT Leadership Committee: July 23, 2008. (Concern regarding the implementation schedule, delay of budget system implementation and cost of the program were raised). 

Detailed Implementation Plan:
The DIP is intended to be a “how-to” manual for implementation of the ABT Program. The key questions answered by the document are summarized in the Executive’s transmittal letter as: 

1. How will King County transition its financial and human resource information technology from existing, less efficient processes and systems to countywide business processes supported by fully integrated systems? 

2. What benefits will King County realize relative to the costs of implementing ABT? 

3. How will we ensure that King County employees understand and embrace systems integration transformation to ensure that the impacts on work performed are positive and significant? 

The plan will cover software fit/gap analysis, detailed design, development and configuration, testing, training and full implementation. The Executive, as the Executive Sponsor, has indicated that the transmittal meets the key objectives for the program by including: 

1. A clear and achievable ABT scope, 

2. A comprehensive cost estimate, 

3. An updated and verified cost benefit analysis

4. A realistic schedule for implementation. 

The recommendation from the Executive is that the County move forward with the implementation of a unified financial system (Oracle), a unified human resources system (PeopleSoft) and a countywide budget system (Cognos). There were other items considered by the Program Management Office (PMO) for implementation. 

The program deliverables can be broken into several categories or initiatives aimed at improving operations, consolidation information and eliminating side systems. Specifically, the initiatives can be categorized as follows: 

Finance Initiatives: 

· Implement a single, integrated Oracle financial system

· Re-design account reporting processes

· Improve general accounting and cost-accounting processes

· Streamline accounts payable activities

· Implement common procurement and payables systems

· Automate procurement and many vendor services like electronic catalogues

Human Resources, Payroll and Benefits Initiatives:

· Implement a countywide human resources management system with automated workflow and employee self-service

· Implement a single payroll system with a common pay cycle

· Implement the automated time and attendance module of PeopleSoft

Budget Initiatives: 

· Implement a single, integrated, business intelligence application for planning and budgeting

· Redesign the budget process leveraging tools available in the new finance and human resources systems. 

In addition to these initiatives, which will achieve the ultimate goals of the ABT Program, the Executive has identified a number of additional initiatives which he categorizes as Phase II projects. Inclusion of these initiatives, at this time, would have driven the project cost in excess of $100 million. As such, the Executive is not recommending implementation of these initiatives at this time: 

· Data archival study

· Leave administration

· ePerformance

· Recruitment: Talent Acquisition Management, Candidate Gateway

· Governance, Risk and Compliance (internal controls manager)

· Reporting: implementation of a metrics reporting solution

· Enterprise Learning Management

There were several key decisions that program managers had to confront prior to completion of the DIP. Specifically, the underlying assumption of the program is that the County’s business processes will be modified to match what the software can support without customization wherever possible. With software packages, there are two types of changes 1) configuration and 2) customization. With configuration, the software can be “set-up” to operate in such a way that it will work for your business process. With customization, the software code needs to be rewritten to modify the software to meet your business need. 

A key “lesson-learned” from the financial systems replacement project was to reduce or eliminate the need for customization. Once software is customized, each subsequent upgrade typically requires the customization work to be redone. Software that is merely configured has the ability to keep the configuration as software is upgraded. This should be noted as a key improvement to the program planning effort. 

Due to our current limited computing capabilities, the various county agencies have implemented over 330 different side-systems on just the finance and human resources. Implementation of the single financial system and single human resources system will allow for the elimination of approximately 218 of these side systems. The information currently contained in these side systems will be migrated to the County’s unified system where that information will be reportable and usable. 

The second key decision point was whether to upgrade and re-implement the latest version of PeopleSoft and Oracle prior to implementation and migration. The recommendation is to re-implement the latest versions of the software. This will have the added advantage of allow the County to take advantage of any new features of the software as well as requiring new users to either or both of the systems to only have to learn the systems once. 

Contents of the Detailed Implementation Plan: 

The DIP is a ninety-four page document that also contains twenty-one appendices. This section of the staff report should only be used as a guide to help members navigate the plan document. The following is a discussion that provides an enhanced table of contents that should help members find information quickly. Please refer to your ABT binders for the attachment letter tabs. 

A: Detailed Implementation Plan – this document contains the Executive’s recommended approach towards meeting the program goals. 

B: Functional & Organizational Phasing Strategy Plan – this document discusses the timing for moving/phasing agencies to the new systems as well as the schedule for retiring legacy systems. 

C: Fit/Gap Analysis Strategy and Plan – this document discusses the methodology undertaken to identify areas where the County’s business practices “fit” within Oracle or PeopleSoft. For those that don’t fit, the document identifies a methodology for addressing the gap. 

D: Business Process Redesign Strategy Plan – This document discusses the plan for moving the County towards business process that can be adapted to match the software suites. A major flaw of the FSRP project was a reliance on the adaptation of the software to match the County’s process. 

E. Organizational Change Management Plan – the PMO’s charge under the program charter is to ensure “sustained commitment and buy-in from all stakeholders.” This document discusses the plan for doing so. 

F. Transition Period Strategy Plan – this document discusses the PMO’s plan for having a successful transition from the legacy systems to the new unified systems. 

G. Training Strategy – This section discusses the conceptualized training regimen for all types of users, including end users, production support staff and program team members. 

H. Testing Plan – a description of the testing plan for ABT implementation and the methods, tools, resources and roles required to achieve the plan. 

I. Program Success Criteria – this section discusses the methodology that will be undertaken to assure and measure program success. This includes an indication of the reliance upon meeting success criteria, at the identified level and within the identified amount of time. 

J. Technology Architecture Plan – This document is a discussion and recommendation on the technology infrastructure requirements made for the program. This review was a comprehensive look at the business needs which also included decisions based upon choosing options which provided for lower up-front acquisition costs as well as lower recurring costs over time. 

K. Interfacing Systems Strategy Plan – This plan discusses the strategy for addressing the integration requirements between Oracle/ PeopleSoft and any side-systems that will need to be maintained after migration. 

L. Reporting Plan – This document discusses the reporting tools that will be available in PeopleSoft and Oracle and the strategy for making those reports available to system users. 

M. Data Management Strategy and Plan – now that financial information is going to be retained centrally within the unified systems, there is a greater emphasis placed on treating data as an asset. This plan discusses the archival needs of dated material and also discusses methodologies for maintaining access to archival data. 

N. Modifications Strategy Plan – in areas where Oracle or PeopleSoft cannot be configured to incorporate our business process and our business process cannot be changed, a system modification will be necessary. This document provides a framework for controlling modifications and, to the extent possible, minimizing the number of modifications.  

O. Issue Management Plan – This section provides a roadmap for addressing issues in a timely and consistent manner to control scope, schedule and budget. 

P. Risk Management Plan – This document highlights the major risk categories, potential risks facing ABT implementation and includes a process, tools and resources necessary to mitigate the potential risks. 

Q. Resource Loaded Project Plan – This document is a series of illustrations showing each task for each part of the program. This information is at a very detailed level and focuses on each aspect of the various ABT implementations. 

R. Comprehensive Resource Plan – This document estimates the resource requirements necessary to implement the ABT program. This section estimates those resources for each ABT implementation. 

S. Post Implementation Support Plan – This appendix details the staffing support model, tools and technology needed by support staff and other aspects of maintaining and supporting the new software after implementation. 

T. Budget System Implementation Plan – this section details the timing and effort necessary to bring the countywide budget system online. This section has been modified to reflect the Executive’s recommended implementation schedule. 

U. Cost Benefit Analysis – This section details the return on investment the County can expect if all the program savings are achieved and the program stays within budget and schedule. 

Executive’s Recommended Schedule

There are several segments included in the program implementation. These steps are discussed below. 

· Financial Systems Schedule: 

Begin implementation – January 2009

Complete Implementation – January 2011

· Human Resources Schedule: 
Begin PeopleSoft Project – November 2008

Implement PeopleSoft as System of Record – September 2009

Migrate Group 1 of 3 to Biweekly pay – January 2011

Migrate Group 2 of 3 to Biweekly pay – July 2011

Migrate Group 3 of 3 to Biweekly pay – January 2012

· Budget System Schedule: 

Complete Budget Process Review – June 2009

Implement Cognos Capital & Operating System – April 2012

Implement Budget Performance Management & Reporting – December 2012
Because this is an efficiency program, and one in which the bulk of the savings can be achieved only after full implementation, Council staff inquired as to the additional steps taken to address a reduction in the amount of time necessary to execute the program. 

The PMO hired Ciber, Inc. a consulting firm with extensive experience in planning and implementation of these types of programs. Ciber consider an implementation schedule that was shorter but involved implementing the human resources, financial systems and budget system at the same time. That option was rejected because:  

· Finance needs to be live prior to the new payroll system.

· The new labor distribution system needs to be in place prior to going live with the new payroll system. 

· The budget system relies upon data from the human resources system. 

· Bargaining the effects of bi-weekly pay for about 40 bargaining units that are currently on MSA payroll. 

ABT Program Budget 

Executive’s Recommended Budget

The Executive’s recommended ABT implementation budget is $83,973,548. Of that amount, 30% or $19,378,511 is project contingency. Proposed Ordinance 2008-0415 appropriates funding to two different projects, one for ABT and the other for Project Contingency. 
It should be noted that the total cost for implementing a single financial, human resources and budgeting system could total $137 million. The summary of this is included below and includes the recommended 30% contingency: 
· Prior Effort Costs: 

$42 million

· ABT Planning & Design:
$11 million

· ABT Implementation: 
$84 million
· Total: 



$137 million

Once again breaking the program into the three major deliverables of finance, human resources and budget, the Executive is requesting funding to cover 3 years for human resources and financial systems and 5 years for the budget system. The Budgets break down as follows: 

Single Financial System: 


$29,097,704

Single Human Resources System:
$30,663,047

Countywide Budget System: 

$4,834,285
Total 





$ 64,595,036

In general, the costs are broken into three categories, direct costs (including consulting costs), Program Management Office (PMO) staffing and technology related costs like software licensing, software maintenance, training and hardware. 

In total, these major expense categories break out as: 

Direct Costs: 



$33,205,192

Technology: 




$17,044,160

PMO Staffing: 



$ 8,364,795

Facilities Charges: 



$4,351,461

Total





$62,965,608

Of the direct costs, approximately $22.6 million will be spent on outside consulting services. Additionally, the program will spend $26.2 million on King County staffing, $7.4 million on software and licensing, and $5.6 million on infrastructure and equipment. 

While the funding request for outside consultants is higher than would normally be expected (35% of the budget, not including contingency), it would be exceedingly difficult for the County to hire and retain many of the software developers, programmers and system integrators necessary for program success. 

The Program Management Office has also researched the costs incurred by other organizations that have implemented this type of dramatic systems replacement. The information found that King County’s program would require approximately 1.8% of county’s annual expenditures, based on the 2008 adopted budget (excluding the 2nd year of Transit spending). The table below shows that the ABT Program costs compare favorably to those experienced by other public organizations. The expenditure levels assume that all project contingency is expended, but do not include expenditures from prior efforts nor do they include planning and design funding. Note that the County’s level of expenditure would be lower than both the mean and median numbers from the selected group of organizations. 

	Organization
	% 0f Budget

	Clark County, WA
	1.1

	City of Portland, OR
	1.7

	King County, WA
	1.8

	City of Sacramento, CA
	2.2

	City of Tacoma, WA
	2.4

	Johnson County, KS
	2.5

	City of Raleigh, NC
	7.0

	Mean Percentage
	2.7

	Median Percentage
	2.2


Project Contingency
As noted previously, the Executive is requesting a 30% project contingency of $19.4 million. The Executive has cited the program complexity and recommendations from the ABT Management Team and External Advisory Committee as the reasons for the requested level of contingency. 

The program has identified two areas that could potentially dictate use of the contingency appropriation. The first is changes in scope or schedule, specifically, the PMO has identified that the program may be instructed to add new deliverables or activities that could increase the scope or schedule. This program is very sensitive to time changes because of the large amount devoted to staffing and consulting services. 

The PMO also identified a potential shortage of resources as an area that could require the use of contingency. Specifically, staffing issues, in this case, means county employees not being able to assist ABT because of their other duties, or an inability to recruit and retain backfill employees. Technology resources, or computing and software resources will need to be available in a timely manner or it could require use of contingency. Finally, contract resources, could dictate the use of contingency. The program budget assumes that the contractors in place will be able to complete their tasks in the timeline covered by their contracts.  
Program Financing
The Executive plans to fund the program by using interim financing or Bond Anticipation Notes (BANs) until at least 2012. At the time of program completion, the interim financing would be converted to permanent financing in the form of a 15-year Limited Tax General Obligation (LTGO) Bond. This is timed to coincide with when the County begins to receive the benefits from the unified systems. The County has used this methodology in prior projects. 

However, funding the program with this methodology will have the adverse effect of increase the amount of the borrowings thereby increasing the annual debt service payments. It appears that using BAN financing will increase the principal for the permanent financing by approximately $1.25 million. 
Currently the Executive estimates that the annual debt service payments will be $8.5 million per year with approximately $3 million or about 35% paid by the general fund. The final debt service calculations will be completed at the time of the permanent bond sale. The budget office has been estimating the general fund’s share of this program at approximately $30 million. This request is slightly lower than that estimate in that 35% of $84 million is approximately $29.4million. 
Cost/Benefit Analysis Update

As part of the Detailed Implementation Plan, the PMO has contracted to do an updated cost benefit analysis. The PMO office analysis shows that the total benefits, over a 15 year period, are approximately $73 million if all contingency is used. This number relies heavily on the assumption that on an organization-wide basis, the County will be able to eliminate approximately 147 FTEs that are currently performing financial, human resources or budget work. The Auditor has reviewed these estimates and provided a response included below. Auditor’s office staff are here today to provide a brief overview of their due diligence work. 

“As part of its 2008 work program, the King County Auditor’s Office was asked to provide oversight of the Accountable Business Transformation (ABT) program.  Most recently, ABT engaged a team of independent consultants to assist in the development of a new cost benefit analysis of the program.

The Auditor’s Office conducted a due diligence review of the cost benefit analysis and concluded the following:

· Under a reasonable range of assumptions, ABT shows benefits exceeding costs.
· Those benefits are very sensitive to several assumptions such as FTE reductions and staffing efficiencies over time.

· ABT will not pay for itself unless the estimated dollar savings can be achieved
· The county has adopted a method to help capture the savings.
· The county has the opportunity to become more cost-effective in future years.”

The Auditor has recommended that the Executive report annually on the savings achieved from the ABT Program, should the Council approve implementation. 

Additionally, there is a unique factor in this study that needs to be highlighted. The analysis assumes a 5% inflation factor for labor costs. This is a blended number intended to incorporate cost of living adjustments, merit increases as well as benefit increases. While under normal circumstances this might be an appropriate estimate, we are currently experiencing an economic climate where cost of living adjustments alone may exceed the 5% estimate for 2009 and possibly beyond. This would have the added effect of actually increasing any potential benefits from the program as the implementation costs would rise. This is due to the fact that virtually all of the potentials savings from the program are related to the reduction in the number of full time equivalent employees necessary to accomplish finance, human resource and budget related work. A larger base of employee costs would yield larger net present value (NPV) savings. 

This due diligence report was requested by the Council to align the King County Auditor’s recommendations with the final cost benefits analysis. In 2004, the County contracted for a cost/benefit study of an enterprise replacement project. The selected consultant was Dye Management Group. This report, titled Quantifiable Business Case (QBC): Business Operations Model Report (the Dye Report), stated total net benefits of $176.1 (NPV) million over a ten year period. The King County Auditor’s Office was asked to review the work of Dye and discovered that an incorrect methodology was used. In using a proper methodology, the Auditor’s Office indicated benefits of $90.9 million over the same timeframe. The Auditor’s Report also noted the following: 

· Cost estimates appeared reasonable (although they were presented in 2001-02 costs and need to be updated). These implementation costs were listed at $71.5 million, including debt service. 

· Major county operations costs were self-reported and a detailed benefit costs study of specific operations was not conducted. 

· Human resources improvements, which represent over 70% of the economic value, use unverified benefits assumptions. If HR improvements are excluded from the $90.9 million a NPV benefit of approximately $17 million would be achieved. 

· A positive net present value (NPV) supports the option of moving forward with ABT in a phased manner. 

The ABT PMO agreed that the Auditor’s Office presented sound rationale for the changes made to cost/benefit assumptions. One that was not reconciled between Dye and the Auditor’s report was the use of a discount rate (5% and 10% respectively). Discount rate analyses, used in determining NPVs, places a higher value on a dollar today than one in the future. This rate can make large changes in costs and benefits of large projects spanning several years. In other reports, the Auditor’s office recommended that the Office of Management and Budget develop a countywide policy on discount rates, which it did subsequent to the Dye analysis. 

Independent Capital Project Oversight
With adoption of the 2007 annual budget, the County Council created an independent office of capital project oversight. Four projects were assigned to this new office including the ABT Program. The CPO office will have a role in overseeing the program for compliance with scope, schedule and budget as approved by the Council. The CPO will also monitor efforts to document and achieve projected cost-savings. 
POTENTIAL ISSUES: 

There are several potential issues that Councilmembers may want to consider prior to approval of the program. 

1. Budget System Schedule: For several consecutive years, the County Council has been concerned about the management and oversight of capital projects. In addition, Councilmembers have been concerned for a number of years regarding the inability to get timely and accurate information from the County’s financial systems. Currently, the county does not have a countywide budget system. 
In response to those concerns, part of the ABT program has been the selection and implementation of a modern countywide budget system. The procurement process has been completed and a vendor has been selected. A committee of county staff as well as the PMO made a recommendation that the Capital Budget system be implemented in 2010 for use in developing the 2011 budget. However, the Executive’s recommendation is that the operating and capital budget modules be implemented together after all other aspects of the ABT program are complete. The schedule for this would be a system implementation in early 2012 for use in the 2013 budget. The Executive has noted a reduction in program risk by delaying the budget system implementation. 

It should also be noted that the budget system will be a very strong tool available to the County’s in moving forward with better performance measurement, management and reporting. The delay of the implementation of these aspects of the budget system will also wait until the end of 2012 under the Executive’s proposal. 

Council staff will work on options for dealing with the Budget System Schedule and present those options at the next Committee meeting. 

2. Project Contingency: The Executive has noted that advisors and the County’s project management methodology have  recommended a somewhat larger contingency for this program may be advisable. The Executive’s request is for approximately $20 million in contingency. This request represents about 30% of the program costs. 

The Council, in other major capital projects, has been unwilling to appropriate such large project contingencies. In approval of prior projects, the Council has considered several alternatives to the appropriation of large contingencies. These could include: 

· Reduction or elimination of contingency appropriations

· Increased involvement of OMB prior to program expenditure

· Increase involvement of the CPO 

· Modified flexible budgeting approaches whereby Councilmembers would have an opportunity to be notified prior to contingency expenditures. 

· Some combination of these. 

3. Savings Reporting: the King County Auditor’s Office has recommended that the Executive report annually on the savings achieved as the various phases of the program are implemented. In prior efforts, the County Council has adopted a methodology for assuring those savings are documented and achieved. Assuring this reporting requirement would require an amendment to the ordinance in the form of a proviso requiring annual reporting. 

Council staff will continue to work on this issue and provide options at the next Committee meeting. 
REASONABLENESS:
This item is not yet ready for Committee action. 
INVITED: 
Caroline Whalen, Deputy County Administrative Officer, ABT Deputy Program Sponsor

Bob Cowan, Director, Office of Management and Budget

Manny Ovena, ABT Program Manager
Ron Perry, Deputy County Auditor, King County Auditor’s Office

Bob Thomas, Senior Principal Management Auditor, King County Auditor’s Office

ATTACHED: 
A. Proposed Motion 2008-0414
B. Proposed Ordinance 2008-0415
C. Transmittal letter dated July 29, 2008
D. Auditor’s Office Due Diligence Report

E. Auditor’s Office PowerPoint on Due Diligence

F. Fiscal Note

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


� From ABT Due Diligence Report, included as attachment D to this staff report. 
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