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Oversight: Cost Overruns and Improving the City’s Management of Large Technology Contracts

I. INTRODUCTION
On October 23, 2017 the Committee on Contracts, chaired by Council Member Helen Rosenthal, will hold an oversight hearing to explore the City’s management of large technology contracts and ways in which Local Law 18 of 2012 may be amended to further improve the reporting on cost overruns. Among those expected to testify include representatives from the Mayor’s Office of Contract Services (MOCS) and members of the public.  
II. BACKGROUND 
The City’s management of large contracts, particularly technology projects, has often resulted in significant cost overruns – where the ultimate project costs have vastly exceeded original budget projections. The Council has held several oversight hearings to address issues related to cost overruns, including hearings on two notable over-budget technology projects, CityTime and the Emergency Communications Transformation Program. CityTime, launched in 2007, was an information technology initiative designed to provide an automated system of timekeeping and payroll for municipal employees originally budgeted at $63 million and ultimately cost well over $700 million.
 The Department of Investigation (DOI) found that $600 million was fraudulently allocated,
 and after the DOI investigation the City was ultimately reimbursed for 80% of the cost.
 
The Emergency Communications Transformation Program (ECTP) is an on-going project that was launched in 2004 to modernize and consolidate the City’s 911 emergency communication system, originally projected to cost $600 million for construction and $8 million per year for maintenance.  The ECTP project has already exceeded $2 billion dollars and continues to grow. During a joint oversight hearing with the Technology Committee, DOI testified that their investigations of both CityTime and ECTP revealed “shortcomings in the way the City managed these contracts.”
 DOI acknowledged that IT contracts, by their nature, have particular complexities distinct from other kinds of city contracts that may need additional safeguards.
 The City has implemented many of the recommendations that have come out of both investigations, and DOI, MOCS, and the Department of Information and Telecommunications (DoITT) have worked collaboratively to explore the best ways to address concerns related to large technology contracts.

In recent years, both the Council and the Administration have taken proactive steps to address cost overruns by expanding oversight and improving deficiencies in management and procurement.
III. LOCAL LAW 18 OF 2012

Historically, the Council’s ability to scrutinize expenditures for projects was hindered by the limited information provided by City agencies.  The Council often received opaque project data, which obscured the problems until projects had veered significantly off-course and agencies expended vast resources.
 This made it difficult for the Council to intervene in a timely fashion. The Council passed Local Law 18 in March of 2012 to address this issue, requiring the disclosure of certain cost increases in construction and service contracts associated with projects in the capital budget of $10 million or more.
 Specifically, Local Law 18 requires the Mayor to report to the Council on project cost increases at two stages.
 First, the Council receives notice whenever such a contract is extended or modified in a manner that increases the cost of the contract by 20% or more.
 Second, once such an extension or modification has taken place, the Council is notified regarding any additional contract extensions or modifications that result in a 10% cost increase above the revised contract value.
 Pursuant to Local Law 18, all notifications must include explanations about the basis and anticipated scope of the cost increase, and be sorted by project in the quarter following contract registration with the Comptroller.
 
IV. POLICY CHANGES & INITIATIVES
The Administration has proposed several policy changes and initiatives to address cost overruns. In 2011, the Committee on Contracts, joint with the Committee on Technology held an oversight hearing to examine the structure of the City’s management of information technology contracts in order to identify systematic shortcomings that fostered ballooning costs. During this hearing, the Administration acknowledged management deficiencies and proposed a six-point plan to improve management of contracts of all capital projects, “whether brick and mortar or fiber and code”.
 The six-point plan included:
 

1. Using commercial, off-the shelf products, instead of developing a stand-alone solution, when such products can meet agency’s business needs at far less time and expense. 

2.  Changing the way the City negotiates significant IT contracts by: 

a.  using modular contracting; 

b. shifting to fix-priced contracts for IT projects instead of time and material contracts; 

c. having  DoITT, MOCS, and the Law Department develop a set of standard contract clauses and terms and conditions for IT contracts to create uniformity among agencies;
 and 
d. employing a contract negotiation team that includes oversight from entities such as the Office of Management and Budget (“OMB”) and MOCS to help get the City a better deal
3. Assess all IT projects over $10 million to determine whether they should be value engineered
 for scope and cost reductions.

4. Evaluate the nature and scope of Project Management/Quality Assurance engagements to determine whether the Project Management/Quality Assurance vendor should report to an entity, or business unit, independent from the managing project.

5. Explore how IT projects are managed across the board to develop and implement best practices for IT project management across City agencies. 

6. Revisit E.O. 140
 and the need for additional IT investment governance/accountability to determine whether there’s a need to develop or re-invigorate a City Hall-led governance structure for significant IT projects.
 

At another hearing held by the Committee in 2014, DoITT detailed specific recommendations the city had begun implementing after a review of the technological aspects of the implementation of the emergency communication system program.
 DoITT’s recommendations included: a governance model that offers clear accountability or direction for stakeholder decision making and escalation; dividing up large IT programs into multiple, smaller, and more manageable projects; and developing a sourcing strategy for remaining procurement, which would remove “layered procurements” by buying directly from the source rather than through a systems integrator.
 DoITT also recommended the appointment of a Vendor and Contract Management lead, and to provide staffing necessary to oversee numerous vendor engagements and contracts associated with ECTP.
 While these recommendations were specifically to address deficiencies in the overall management of ECTP, DoITT hoped they would offer guidance to the City for management of future large-scale city contracts. DoITT also provided insight into initiatives related to overall procurement of technology programs.
 
In 2014, DoITT announced the launch of “SI contracts,” the first ever standard technology contracts, developed specifically for New York City projects.
 According to the administration, SI contracts offer competitive pricing, well-defined requirements, performance standards, and are “written in plain language for ease-of-use by technical and non-technical project managers and executives.”
 DoITT stated that SI contracts provide greater accountability and protective measures, as code reviews and deliverable inspections can be done at any time. This allows the City to default the contractor if the project is not meeting deadlines or will launch late.
 According to DoITT, the contracts also invite a wider range of competition, as they are organized in two classes – those up to $5 million and those up to $25 million.

Other initiatives implemented to address contract delivery include DoITT’s “Workshop Training Program” which offers training on Program/Project Management and Project Delivery topics to staff at City agencies.
 As of December 2014, DoITT conducted more than 200 workshops for more than 1500 participants from 30 different agencies.
 Each session includes “high-level, informal discussions” on topics ranging from project management work planning, risk management, and requirements elicitation.
 
V. ANALYSIS OF TECHNOLOGY CONTRACT OVERRUNS FY15 –FY17 
Despite the above-mentioned policy changes and initiatives, significant cost overruns remain in the city’s procurement of technology. Analyzing the Local Law 18 reports the Council receives quarterly from Fiscal Year 2015 (FY15) to Fiscal Year 2017 (FY17) it is evident that technology contracts contribute a sizable percentage of overall contracts valued at $10 million or more.  A significant number of these contracts also undergo modifications that lead to substantial increases in the contract value.
 Between FY15 and FY17, fifty-nine contracts were listed in section B, indicating that they received a minimum of a 20% increase from the original contract value.
 Thirty-eight contracts were listed in section C, indicating that the contracts received additional modifications or extensions resulting in a 10% cost increase above the revised contract value.
 In short, contracts in section C received additional funding more than once. Of the fifty-nine contracts listed in section B, twelve were technology contracts, and of the thirty-eight contracts listed in Section C, six were technology contracts.
 

Several characteristics laid out in the report suggests trends related to the technology contracts that undergo cost overruns. Contracts for which only one solicitation occurred weighed heavily on the inflated contract value of overruns in Sections B and C in the reports.
 Between FY15-FY17, the total maximum contract value of all twelve technology contracts in section B was $784,288,110.
 Seven contracts, where only one solicitation was conducted, made up roughly 69% of the total maximum contract value.
 Likewise in Section C, where the maximum contract value of all contracts was $442,692,052.
 Two contracts, both only conducted one solicitation, contributed to 47% of the total.
 

The average cost increase for technology contracts receiving their first modification above 20% (those in section B) was 43.3% and for contracts that received more than one modification above 10% (section C), the average was 52.9% from the original contract value.
 Several contracts in both section B and C were far above the average, some reporting an increase of over 60%.
 Two technology contracts reported an increase of over 100% from the original contract value.
 High percentage increases from the original contract value, though troubling, may suggest the vendor underbid, broadened scope of work, or a contract was extended/renewed for additional periods or services.
 While the report generally includes detailed descriptions of why the vendor requested an increase, some descriptions are incredibly vague.
 

Between FY15 and FY17, three technology contracts received several modifications, appearing in section B in an earlier quarter and again in section C in a later quarter.
 Two of these contracts were renewals.
 Contract 1 procured mainframe computer and software tapes/memories.
 Contracts 2 and 3 were related to the equipment, operations, and maintenance of the ETCP and the Public Safety Answer Center II (PSAC2), where operators answer emergency calls.
 Notably, Contract 1’s first modification led to an increase of the original contract value by 40%, and after the additional modification the increase was 92.2%.
 The table below provides the changes in contract value for these three contracts.
 
FY15-FY17 Technology Contracts That Appear in Section B and Section C of LL18 Report
	Contract # 
	Contract Description 
	Original Contract Value
	Max Contract Value – Section B
	Max Contract Value- Section C
	Total % Change

	“Contract 1”
	Mainframe Computers
	$29,090,434
	$40,941,135
	$55,899,076
	92.2%

	“Contract 2”
	Server & Equipment for ECTP
	$90,627,562
	$127,965,517
	$152,261,989
	68% 

	“Contract 3”

	Operations & Maintenance of PSAC 2 
	$21,199,524
	$28,746,399
	$34,918,637
	64.7%


Source: Reports to the Council Pursuant to LL18 of 2012- FY15-FY17 
While the reporting provided by Local Law 18 raises questions about the way the City procures technology and the cost overruns that result, the current format of the report has limitations. The report provides a retroactive approach to avoiding substantial overspending on large city projects. Several contracts listed on the cost overrun report have total project spending to date that exceeds the maximum contract value, demonstrating a vital inefficiency in the reports. A more proactive strategy would be improving the City’s ability to reduce the number and scope of contract overruns, and to reflect more accurately actual project spending. 
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