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Proposed Ordinance 2002-0403 was passed out of the BFM committee on September 11th.  The committee expressed concern for the expense of this upgrade and reluctantly agreed with its necessity at this time.

SUBJECT:


AN ORDINANCE making a supplemental appropriation of $3,966,000 from the Transit and Wastewater Treatment Capital Project Funds for the Oracle software upgrade to the IBIS financial system.

SUMMARY:


Proposed Ordinance 2002-0403, if approved, would allow the expenditure of $3,966,000 from the Transit and Wastewater Treatment Capital Project Funds.  This appropriation would upgrade the Oracle computer software for the IBIS financial system.  

King County has two major financial systems: MSA ARMS and IBIS.  The MSA ARMS system is a legacy system used primarily by most of the county departments except the former Metro departments of wastewater and transit.  The wastewater treatment and transit divisions and a few “straddle” agencies use the IBIS financial system.  The IBIS financial system uses Oracle as its operating software for general ledger, accounts payable and receivable, order entry, purchasing and inventory applications.  Oracle will discontinue support for the product versions that the county currently uses (version 10.7C of its application software and version 7.3.3.6 of the database software) in June 2003.   This project would upgrade the financial applications software, upgrade the database, replace computer hardware, and use consultants and internal staff to install the software and provide staff training on the new system.  
As Chart One illustrates, the majority of expenditures for this project would go to consultants (38 percent) and county staff (22 percent) to implement the software upgrades.  About 13 percent of the project would go towards software and the remaining expenditures would go to purchase computer equipment, provide staff training and create a contingency fund.   Following is a project summary:

Consulting
· This project allocates $1.5 million (or 38 percent of the project) for consultants to implement the software upgrades, develop a training program and materials, and provide quality assurance.  This consulting cost estimate was provided by Finance and Information and Telecommunications Services Divisions in concert with Oracle technical staff.

· A request for proposal (RFP) process using a fixed bid contract would be used to select the consultant.  The executive estimates that implementation would take six to eight months followed by two months of post-production support.

Internal Salaries

· Salary charge backs for internal King County employees working on the project and term-limited positions will be $881,000 or 22 percent of the project.  This project would require some county staff to be loaned to this project.  The project would also hire two term-limited positions: a project manager ($263,000, with benefits) and one technical lead analyst ($187,000, with benefits) funded for 15 months.  The project will also have a lead functional analyst that will be loaned to the project ($187,000, with benefits) funded for 15 months; this position will not be backfilled.  On the functional team, six people would be loaned to this project for six months on a part-time basis ($165,000) and would not be back-filled.  On the technical team, one person would be loaned to the project for 75 percent time.  This position would be required to be backfilled.  The remaining three technical team members already provide ongoing maintenance of the current system and would transfer to maintaining this new upgrade to the system, therefore, their costs would not be new costs to the project. 

Computer Software
· This project allocates $535,000 (or 13 percent of the project) for a change in the Oracle server license and upgrades to the Business Objects and Noetix Views reporting software licenses.  This software cost is a one-time purchase.  The County would incur annual costs for ongoing support and maintenance of the software.  These annual costs are computed as a percentage of the original cost of the software license.  The County’s cost for Oracle’s support of the IBIS system has been $110,000 per year.  The executive stated that this cost is expected to remain approximately the same after the installation of the Oracle upgrade.  The County would need to purchase additional licenses or expand the license if the number of users expands significantly, for example, if Oracle was included in FSRP.

Computer Equipment
· This project allocates $500,000 (or 13 percent of the project) for new computer equipment. Since the new software will not operate on the existing computer operating system, this project would replace computer equipment that will operate the new software.  The new operating system will be a vendor supported Tier One Unix system.  The cost estimate for new equipment was estimated by Information and Telecommunications Services Division.  Council staff has not validated the executive’s costs estimate.
Training
· This project allocates $300,000 (or 8 percent of the project) for staff training. 
Contingency
· This project allocates $250,000 (or 6 percent of the project) for a contingency fund.  The executive stated that the size of the contingency is similar to contingencies established for other projects of similar size and scope.  The executive usually uses a contingency of ten percent, but since this project is using a fixed rate contract therefore feels that the contingency does not need to be at ten percent.
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ANALYSIS

The total cost of the project is $3,966,000.  Transit will pay 72 percent and Wastewater will pay 28 percent of the project’s cost.  The Transit Capital Fund (Fund 3641) will contribute a total of $2,858,700 to fund the Oracle project.  The Transit Capital Fund portion of the Oracle project will be supported from $275,000 disappropriated from the Information Systems Preservation project and $2,583,700 in fund balance from the Transit Capital Fund.  The Wastewater Capital Fund (Fund 4616) will contribute a total of $1,107,300 to the Transit Capital Fund.  The wastewater portion will come from the FSRP project contained in the Wastewater Fund. 
Historically, the county has had two financial systems because King County and Metro were separate governments with separate computer systems.  When King County and Metro merged, it was expected that their computer systems would also be consolidated to increase efficiencies and enable enterprise-wide financial management and budgeting.  This consolidation has not successfully occurred with the financial system, therefore, King County and the former Metro agencies still operate with independent financial systems.   This project would upgrade one of the county’s two major financial systems (IBIS), while the larger effort to consolidate financial systems is on hold.  
The Financial Systems Replacement Project (FSRP) was a complex enterprise-wide capital project that was intended to replace the county’s multiple financial systems with one integrated financial, payroll and human resource system.  The project received funding in 1997 and was to have been completed by May 2000.   The project failed to achieve its objective and was suspended in July 2000 (Ordinance 13905).  A consultant (Dye Management) was consequently hired to conduct a critical assessment of the suspended project, a business case for re-starting the project and an implementation plan to recommend project direction for a possible restart.  The Budget and Fiscal Management Committee was briefed on the final consultant report, known as the Dye Management Report, in July 2001.  

Section 119 of the adopted 2002 budget contained a proviso stating that funds set-aside for development of plan schedule and scope for a possible FSRP restart ($450,000) shall only be spent once council approves the plan.  The executive’s proposed plan to restart FSRP (Proposed Ordinance 2002-0209) was referred to the Budget and Fiscal Management Committee last week.  
QUESTIONS
· How does this project fit with the county’s efforts to consolidate the two major financial systems at the county?   As mentioned above, the county operates two major financial systems.  Since a possible restart of a project to move to one financial system is on hold, the county needs to maintain and operate two separate major financial systems.  This Oracle upgrade project would maintain the IBIS financial system that is needed until the county consolidates both financial systems.   
· Could the FSRP project be restarted soon so that this Oracle upgrade project is not needed?  It is unlikely that the FSRP project could be fully developed, approved and the core financials portion of the project implemented before Oracle will desupport the Oracle software in June 2003.  

· Would the county be spending twice to replace financial systems at wastewater and transit: once for the Oracle upgrade and again for a future financial software conversion with an FSRP restart?  A future financial reporting consolidation will require some additional resources in addition to this IBIS upgrade request.  The amount of future spending will depend on the selection of the financial software for FSRP.  FSRP undertook to replace the IBIS/Oracle and MSA ARMS financial systems with a financial system using SAP software.  The Dye Management Report recommended that the county reevaluate its financial software selection.  If an FSRP restart project continues to implement SAP software, there would be additional resources required to convert both financial systems to SAP.  If an FSRP restart project decides to implement Oracle, instead of SAP, software, there would be less additional resources required to convert both financial systems to SAP Oracle since the county would only need to incur the incremental costs for the additional users, modules and installation outside of wastewater, transit and the “straddle” agencies.  Regardless of the financial software selected for a future FSRP, there will be additional costs for another system integration.  
This project provides certain residual value that would assist in an FSRP restart.  
1. This project incorporates common, standardized best practice business process for two county departments and a few “straddle” agencies.  A major finding in the Dye Management Report was that the lack of common, standardized business practices required heavy product customization that contributed to the project’s failure.  This project will also train staff on change management, business process management and Web-enabled applications that would assist in a future FSRP.
2. This project aligns the system with Web-enabled architecture.  This is consistent with one of the County’s Strategic Technology Plan’s Guiding Principles to encourage Web-enabled architecture.  This project transitions one of the financial systems to current technology standards that will be common to another financial system selected for FSRP.  Since this architecture is less desktop dependent, there should be savings in desktop support.
3. Some computer equipment purchased could be used for a possible FSRP restart.
This Oracle upgrade project would use about $1.1 million currently reserved by the Wastewater Division for a possible FSRP restart.  Public citizens pay for this portion of the Oracle upgrade project and would also pay for a portion of an FSRP restart through their sewer rates.  During the 2002 sewer rate process a total of $7.5 million was added to the Wastewater Treatment Capital program for FSRP.  The sewer rate allocates $1.5 million annually from 2002 through 2006.  If additional funds are needed for FSRP since part of the funds reserved for FSRP are being spent on the Oracle upgrade project, the sewer rate may need to be increased.  The executive stated that the sewer rate may need to be increase by about $0.008 per $1.0 million in additional resources needed. The earliest this would impact the sewer rate would be 2005.  For 2003 the sewer rate was adopted at $23.40.  
REASONABLENESS:

Since Oracle will no longer support the Oracle software used on the IBIS financial system after June 30, 2003, new software implementation will take about a year and there is no current plan to restart FSRP, this supplemental request appears reasonable.

ATTACHMENTS:


1. Fiscal Note for Proposed Ordinance 2002-0403
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