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SUBJECT:  This Proposed Ordinance would amend the 2004 Budget Ordinance (No. 14797) by modifying budget proviso language related to a business case for the Institutional Network (I-NET) and by deleting an expenditure restriction on the capital improvement program (specifically, project 377119, Network Infrastructure Optimization).

SUMMARY:
The 2004 adopted budget included the following:

	Appropriation Unit
	Appropriation Amount

	I-NET Operations
	$1,720,680

	OIRM Capital Projects
	11,697,594


Included within the Office of Information Resource Management (OIRM) Capital Projects appropriation is project 377119 Network Infrastructure Optimization with a 2004 budget of $1,100,560.  This project is a Countywide program designed to improve the efficiency of the County’s network infrastructure from a service, operational, technical and financial perspective.  Elements of the program were detailed in the May 5 staff report.
Ordinance 14797 included the following proviso:

Of this appropriation, $430,170 shall be expended only after the council has approved by motion a new I-NET business case and operating and maintenance plan that incorporates recommendations from the project review board and the external consultant that is conducting the network infrastructure optimization project.  The external consultant’s scope of work shall include development of the following deliverables: (1) development of entrepreneurial opportunities to better utilize the I-NET infrastructure; (2) alternative product development that will look at developing alternative I-NET products; and (3) a sourcing opportunity assessment that will examine alternatives to operating I-NET by the county, including public partnerships, facilities management and outsourcing.  A new I-NET business case and operating and maintenance plan shall incorporate comments made by the project review board in 2003 and shall incorporate a financial and marketing plan that considers diminished public, education and government (PEG) fees.  Deliverables developed by the external consultant shall also be incorporated into a newly developed business plan and operations and maintenance plan for I-NET and reviewed by the project review board in 2004.  Comments made by the project review board in 2004 shall be incorporated into the new I-NET business plan and operations and maintenance plan and forwarded to council by motion by July 15, 2004. (Emphasis added)
 

The adopted budget ordinance also includes the following expenditure restriction:

 
Of this appropriation, $50,000 shall be expended solely to expand the consultant scope of work for CIP Project 377119, Network Infrastructure Optimization Project, Fund 3771.  The consultant’s scope of work shall include development of the following deliverables: (1) development of entrepreneurial opportunities to better utilize the I-NET infrastructure; (2) alternative product development that will look at developing alternative I-NET products; and (3) a sourcing opportunity assessment that will look at alternatives to operating I-NET by the county, including public partnerships, facilities management and outsourcing. (Emphasis added)

 

BACKGROUND: 
 
The Institutional Network (I-NET) is a means of providing a high-speed, broadband fiber-optic network that connects public sites, including County facilities, schools, museums, and public libraries within King County.  The I-NET consists primarily of two parts: an upgrade to the County’s data and voice infrastructure and a non-profit business offering Internet and high-speed communication services to public sites and non-profits.

The May 5 staff report included background information regarding the capital project to build the I-NET and the financing.  That staff report also included a discussion of operations of the I-NET, including the fact that the I-NET operated at a loss in 2002.  From a budget standpoint, the I-NET operations produced a modest excess of revenue over expenditures in 2003.  This, however, did not include depreciation or interest on the bonds that helped pay for the infrastructure.
ISSUES:

The first issue is that the Council does not, apparently, believe that they approved the beginning of operations for the I-NET.  As evidence of this, the Council did not approve the Executive’s “Implementation Plan for King County Institutional Network (I-NET)” that was prepared in 1999.  There have been two major consultant reports produced regarding the I-NET; one by Gartner in 1999 and one by Pacific Technologies, Inc. in 2002.  Both of these reports included recommendations with regard to ways to optimize I-NET operations and to guarantee financial success for the I-NET.  Neither of these reports, however, satisfactorily provided answers to the Council’s questions.  In addition, the I-NET capital project did not go through the IT governance process.
Secondly, over the years, the Council has been concerned about the financial viability of the I-NET.  Staff understands that there is disagreement between the Council and the Executive with regard to what the I-NET was intended to accomplish from a financial operations standpoint.  For example, the Executive believes I-NET operations were never intended to provide sufficient revenues to cover depreciation or interest on the bonds.  The lack of a quantified business case prior to implementation of the I-NET project means that this cannot be verified.
The third major concern of the Council is that the County is not fully utilizing the capability of the fiber optic network, that the County is not taking advantage of a great opportunity for efficiencies and cost savings.
At the May 5 meeting of BFM, council staff discussed an amendment to Proposed Ordinance 2004-0105 that would clarify the Council’s intent in the budget proviso.  This amendment was intended to make it clear that the Council wants a quantifiable business case in addition to a business plan.  Executive staff voiced concern about preparing a quantified business case at this point, noting that a quantified business case is typically prepared before a project is launched.  In the case of I-NET, the network has been up and running for a number of years.  What exactly is the Council looking for and how would the Executive provide this in the format of a quantified business case?
In order to make sure that there was agreement between the Executive and the Council with regard to what the Council is looking for, the Chair of BFM instructed Council staff to work with Executive staff to develop an agreed set of deliverables.  In the discussions, council staff made it clear that the request for a quantifiable business case now is a way to rectify the fact that a quantifiable business case for the I-NET was not developed prior to embarking on construction of the I-NET infrastructure.  Without a quantifiable business case, there is no clear record of the following:

· What problem the I-NET was designed to solve

· The vision or mission that addresses the identified problem

· Specific objectives to be achieved (goals)
· The rationale to support the preferred approach

· A statement of benefits to be derived

· Measures for gauging success

· Identification of risks

· Alternatives considered

· Cost estimates and sources of funding

There are other elements of a quantifiable business case that would not be appropriate to include now that the I-NET has been in operation for a number of years.  Council staff recommended using the requirements and review process that the Executive has been developing for IT business cases.  These requirements include common definitions, templates and required elements.  A document from the Center for Technology in Government at the University of Albany has been suggested by OIRM as the reference for business case development.  In addition, OIRM has developed an evaluation checklist.
The Executive’s response to this recommendation was one of agreement.  However, Executive staff pointed out that a number of elements of the checklist would not be appropriate given the fact that this is not a startup plan.  In staff to staff discussions, agreement was reached on which elements of the checklist would not apply and which would need to be modified.  The agreed checklist is included in this staff report as Attachment 4.
ANALYSIS:
As a reminder, there are two issues that need to be reviewed by the Committee:  the OIRM Capital Fund Expenditure Restriction and the I-NET Proviso.

OIRM Capital Fund Expenditure Restriction
As noted above, IBM was engaged as the consultant to provide services under Phase I of the NIO project.  IBM has completed that work.  The language in the expenditure restriction appears to require that IBM’s scope of work be expanded to include the preparation of the business case and operating and maintenance plan for I-NET that is required by the budget proviso.

By this Proposed Ordinance, the Executive seeks to delete this expenditure restriction.  The Executive argues that there is no nexus between the Network Infrastructure Optimization project, managed by the County Information Officer, and the I-NET, which is managed by the Information Technology and Telecommunications Services Division of the Executive Services Department.  Further, the language of the expenditure restriction requires that the Executive use the same consultant (IBM) that has been engaged on the NIO project to provide the work with regard to the I-NET.

The Executive notes that amending the contract with IBM to include this work would violate King County Code provisions with regard to the procurement of professional/ technical services.  The Code requires a competitive procurement process for professional/technical services when the value of those services exceeds $25,000.  In the case of the consultant work required by the budget proviso, the Executive believes that the scope of work required for I-NET is sufficiently different from the scope of work provided by IBM with regard to the NIO project that amending the IBM contract to include this work on the I-NET program would violate the intent of KCC 4.16.080 – that intent being that the County seek proposals for professional/technical services through a competitive process.  Staff analysis indicates that amending the IBM contract could be viewed as a violation of the intent of the Code.

I-NET Proviso
The budget proviso requires that ITS hire an external consultant to prepare a new I-NET business case and operating and maintenance plan.  The proviso sets forth certain issues and/or deliverables that should be included in the consultant’s scope of work.  By this Proposed Ordinance, the Executive seeks to change the language of the proviso by changing the phrase “I-NET business case” to “I-NET business plan.”  The Council’s intent in including this proviso in the 2004 budget ordinance was to require an external consultant overseen by the Office of Information Resources Management (OIRM) to develop a business case for I-NET that would include a vision and goals statement, a financial plan, a staffing model, a marketing plan and performance measures that incorporate comments made by the Project Review Board and the County Auditor.  These documents would also incorporate updated financial and marketing projections.

In view of the intent of the Council, the attached amendment (A2) to the proposed legislation will retain the original language of the proviso and add the descriptive “quantified” before the word “business.”  This would be more in keeping with the Council’s intent that I-NET has reached a point where a quantified business case needs to be developed in order to aid in policy decisions about the future of the I-NET.

The amendment also would change the due date for the quantified business case and other reports from July 15, 2004 to September 30, 2004.  Executive staff have agreed to this timeline.  Since the due date would be changed to the last day of the third quarter, there would not be time for the Council to review and approve the reports in order to release the funding that is restricted by the proviso.  The amendment would therefore release the funding upon receipt of the required reports, trusting to the understanding reached that the content will satisfy the needs of the Council.  In addition, the reports would be available for the Council to consider in the context of the 2005 budget process.
REASONABLENESS:
With regard to the expenditure restriction, the Executive has made a good case that the I-NET is not directly related to the NIO project in the sense that the NIO is managed by OIRM and the I-NET quantified business case is an ITS project.

With regard to the proviso, the changes proposed by the Executive would appear to be contrary to the intent of the Council.  Alternatively, passage by the Council of the proposed ordinance as amended by A2 would be a reasonable business and policy decision that is in keeping with the intent of the Council in including this proviso in the 2004 budget ordinance.

ATTACHMENTS:
None
INVITED:
Caroline Whalen, Deputy County Administrative Officer, Dept of Executive Services

Steve Call, Director, Office of Management and Budget

Kevin Kearns, Division Director, Information and Telecommunications Services

John Anthony, Assistant Division Manager, Information and Telecommunications Services

Steve Fields, Budget Analyst

Proposed Substitute Ordinance No. 2004-0105.2 was passed out of the Budget and Fiscal Management Committee on July 7 with a DO PASS recommendation.
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