
TO: HONORABLE MAYOR AND
CITY COUNCIL

FROM: ScottP. Johnson

SVB-JE rT SEEBELO"
W~.J.:'- I' DATE: March 23, 2004

Approved .Date 3/Z.3~4

CQUNCJL D.JSTRICT: City-wide
SNI AREA: ~

SUPPLEMENTAL~-

SI1BJECT: UPDATE ON FUNnING AL TERNATIV:ES FOR THE CUSP PROJECT~
AN IN'TEG RAL TE,DUTILITY BILL .'IN, G CUSTOME R SERVICE AND~, , ~ ':"" c" ,

PERFORMANCE MONITORING SYSTEM

BACKGROUND

On March 10, 2004, staff presented an update on the CUSP prdject, an integrated utility billing,
customer service and perfPrnIance mQUitdring system, to the Making Govettl1'nent Work Better
(MGWB) Committee.. Included with the presentation was an ROl analysis that included a
funding plan thatwou.ld expand the City's commercial paper (CP) program to fund the project
related cdstS.. The MGWB Committee requested that staff also review and anaJyZe two
additional funding options in lieu ofe~ternalborrowjI)g; 1) use existing balanqes that maybe
'4v~I'4pte inth~ resp~ctiveu.ti.1ityfunqs, anq 2) boqow av~lable baJances ftom oth~rfunds. Staff
computed the net present value of each option. Based dn the analysis, the commercial paper
pr~gtatn op.tidn would yield the l~west cost to the City with a net present value benefit of
apprdximately $1.36 million compared to borrowing project costs from other City funds.. This
supplemental memorandum provides the requested analysis.

ANALYSIS" j

~

Although the Council previously directed staff to proceed with the request for proposal process
for CUSP, given the current budget challenges, st~tfJeviewedadditional altem~tiv~ solutions to
be con~idered by th~ MGWB Cqmmitte~.. Based on the risks and C()st$ associatedwitb each
option, the MGWB Committee directed staff to move forward and present two options to
council; .1) proceed with CUSP, an offth~ shelf, licensed softwaresorution with on-going
technology support from the City's Infotn1ati()n Technology D~artmeht; or 2) Contract with an
outsourcevendor for the CUSP system who would provide support forCOSP system. It should
b~ noted that the outsoillceQption would be a contractual arrangement between the City and a
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third party-vendorover a two year period.. The City would not own tbe CUSP project. in
reviewing funding options, the Outsource option would not qualify for the commercial paper
progtron described below due to the inability to capitalize and finance a system that the City
would not ultimately own. The estimated total costs to impl~ment th~first option, through the
"go-1.ive~~ date are $7.8 million. Go-1.ivecost components inc1.ude the following irn;plementation
and stabilization costs, which are to be expended over an eighteen-month implementation period
once a:I1 implementation vendor has been chosen:

.....

Software;
Hardware' ,

hnplememation vendor tr~vel aIld related expenses;
Initial software 1ic~nsing;
Dedicated city staff, leas~ space; and
Project management and coordmation.

As a means to fund the implen:t~ntation costs for the CUSP project, staff has considered .three
alternatives as directed by the MGWB Committee. The table below lists each funding
alternative, average annual project costs and opportunity benefits for each alternative, and thene(
present value o.fthese components over a ten-year period. Discussion relative to ~achalternativ~
considered is presented immediately following the table.

CUSP Project Fundinf! Alternatives

$932,[65 $346,466 $(4,854,789)Prom:am

Use of existing balances in
respective utility funds (3) N/AN/A N/A

Bouow available balances $940,263 $2.00,145 $(6, 1.95,(j~9)
ftQ~ oth~f funds ..

(1) Averagean~ual payments are calculated over a IO-yearpaybackperiad for each option (principal.
interest and borrowing costs). amortiz('d from ihefirst year thetespectf.ve option wottldgo liv~.
Assumes the annual operating revenues for each-utility service receiving benefit wouldfundihe
amortized repayment amounts,

(2) Average annual opportunity benefits include the continued ability to earn interest onfunds remaintng
in Ci.tylnvestment PoQ!.

(3) Based on a pro-rata di.stributionofprQject (:O$ts, e:J;isting funds are insufficient to fund the required
gQ~Jive costsfor the CUSPptoject.

Itsh()uld be noted that the average annual payment is one-half of one percent (0..5%) of total annual
reyenl!es of$170 million generated by fhe./our Ciry utility services benefiting from the project. The
impact on future rates has not been calculated. The model assumes that the annual paymel1ts would
begin: in:fl$caJ year 2006-Q7 (th~firstyear following imp/ementatiol1.)
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Using the Cohltnercial Paper program to fund CUSP project costs alIa
existing cash reserves necessary to fund existing operations, while pro
to invest unexpended funds during the tenn of the payback period. AE
aboy~, the Commercial Paper program results in the most economic bl
lowest cost to the City, from a net. present. value perspective (results in
millioQcompared to borrowing up-front ftom internal City funds).

ws 

the City to maintain
longing the City's ability
presented in the table
~n(}fit for the City at the
a savings of nearly $1

1JseofExistin Balances in R ective Utilit Funds
Staff has reviewed required project cost-sharing levels for the four utility funds that will receive
direct benefits as a result of implementing CUSP:

Fund Share ofPro'ect Cost
IntefJrated Waste Management Fund (Fund 423) $ 4,400,000
Water Utility Fund (Fund 515) $ 960,000
StQrm Sewer Operating Fund (Fund 446) $ 825,000
SeWer Service and Use Charge Fund (Fund 541) $1,.6.15,000

The pro-rata share of project costs for each utility fund is based on: 1) the number of annual bil1$
S~l)t~Q custQmers for each utility service; and 2) the amount of annual operating revenue
generated by each utility fund.

After analyzing the tespectiveutility fund'5 projected budget "stateme
fundS" (including projected tate increases). the initial analysis indicate
available in the Water Utility and Sewer Service and Use Charge Funa
qnrestricted ft+nd bal~ce available in the Integrated Waste Manageme
Qpera~ing F~ds are not sufficien~ to cover th~irpro-rata share of the (
cos~s.

1ts 

of sources and uses of) 
that funding may beswhi.lethe 

levels of
.,

[It and Storm S~wer
;USP project estimated

Based on a pro-rata distribution ofproject costs, existing funds areinsl
required go-live costs for the CUSP pro] ect.. Therefore, it wQuld be nec
availabl~ fund balances in other City funds.

tfficient to fund the
:essary to borrow from

BQ'r!ow FrQmQtber Fyngs
Staff continues to review the feasibility of borrowing cash resources a,
to pay for the implementation costs of the CUSP project. Staffhas ideJ
Treatment Connection Fee Fund (Fund 539) as a possible alternative tc
CUSP implementation costs. The Joan payback period would commen
2006-07, when it isanti!:'ipatedthat the CUSP project will go live. Pay
schedul~s would br; established for each borrowing fund consistent wit

'ailable 

in other City fundsltified 
the Sewer

f facilitate a loan for thece 
during fiscal yearD4Ck 

periods and pa~ent.h 
the levels of resourceS"
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estimated to be available over the term of the loan. Loan payments would include interest
commensurate with the amount earned by the City's Investment Pool.

Regardless of the amount loaned from another fund to cover the cost of the CUSP project,
paying for the project using the borrowing alternative results in a $7.8 million outlay of funds
during the first two years of the project. Unlike the Commercial Paper funding option,
expending all project-related funds from existing City cash balances results in lost opportunities
for the City to invest the unexpended funds at a higher rate than the borrowing rate in the
commercial paper program.

CONCLUSIONS

In conclusion. based on the net present value calculations for each option. the City would be
better off to utilize the expanded commercial paper program to fund the CUSP proj ect costs.
Staff estimates that the net benefit to the City for the commercial paper program compared to
borrowing internally from other City funds would be approximately $1.36 million. This net
benefit is due to lower borrowing costs for the commercial paper program and increased interest
earnings resulting from investing the City's cash on hand in the City pool. Additionally, in
reviewing fund balance in other funds, staff was unable to identify a fund that has sufficient
available balances or that does not have sufficient funds available to commit over a ten year
period. Therefore, if Council directs staff to move forward with procuring the licensed CUSP
solution, staffrecornmends expanding the City's commercial paper program to fund the project.

COORDINATION

This memorandum has been coordinated with
Information Technology and Finance and the
Manager.

~~
Director, Finance Department
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-3rd Party Data
.New Accounts
-Account

Maintenance
.Bill Printing &

Mailing
-Online Acct

Management
I- Delinquent Accts



CUSP Evaluation Methodology and Criteria

The following methodology was developed by the project team c
TMG, an industry recognized CIS evaluation consultancy firm S1
selection and negotiations for procuring CUSP like systems.

Llld 

with the help of>ecializing 
in evaluation,

Phase 1: Minimum Requirements Review -General Services 1
screened the proposals to insure that they met the minimum requ
RFP.

Jepartment 

stafflrements 
stated in the

Phase 2: Functional Proposal Review -An Evaluation Panel c(
Finance, ESD, City Manager's Office and IT staff was fonned to
proposals.

msistingof City
review all twelve

Phase 2 of the evaluation process was based on the following critena:

-,based 
on their implementation

ter service providers along wit:b
selection team also considered
ner Information System (CIS)the 

market.

!Functionality 25%

~

he selection team evaluated a
olution based on the function~
eRFP.

IIld 

scored each proposer's
llity requirements outlined in

10%~echllical Architecturel ~~,selection team scored the'~hnical 
architecture requirem

vendors' 

responses to thelents 
that were included in the

~

OnfOmlanCe with

ity Technical

Standards

20% trhe selection team evaluated e
~T standards requirements as 0

-.

ach proposal against the City'~;utlined 
in the RFP.

15%!project Management he selection team evaluated a
pon the vendor's responses to
uestions in the RFP.

nd 

scored the proposals basedI 
the Project Management

Icostsnal 

& IT evaluationIConsideredjconsidered after initial functio

A detailed weighting of 500 features listed in the RFP was develo
categories noted above. Each member of the evaluation team SCOt
on the criteria.

Iped 

wnilln the'ed 
the proposals based
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Phase 3: Product Demonstrations, Cost Evaluation and Inter
consisted of two major steps. Step one included one'-day product
concurrent technical and project management interviews with eac
product demonstrations and technical sessions were facilitated b\
functionality, ease of use, technology, and project management b
Call Center, and IT staff.

views 

-This phase
demonstrations with
:h proposer. These
, TMG and scored on

v Finance, ESD, Central

The following criteria were used to identify the finalists:

Criteria
Functional

Wei2ht I Description

45% Using scripted demos, the evaluation
accurate picture of the percentage of
would like to avoid customizations).

team was able to get a verymatching 
features (San Jose

Technical 30% A list of detailed technical questions
answered and sent back to the CUSP

was 

sent to vendors that were
Technical Evaluation team.

References Pass/Fail

m 

made reference calls to liveId 
used for all calls. This

The Detail Functional Evaluation tea
vendor sites. A form was prepared a1
process had a Yes/No rating.

Optional
Features

10% Vendor's ability to fulfill San Jose's
CUSP and their strategic plan for cor
and billing for the City is at the cente
Optional Features section of the prop
overall vendor score.

tleeds 

in the next phases oflsolidated 
customer service

r of this ~ection. Scoring theosals 
helped to determine the

Vendor

Viability
PasslFail Research vendor's financial health ar

implement systems of this size in the
history and standing with past custon
section applies to the systems integra
involved in a single proposal.

ld 

overall capacity to
CIS domain. Also, vendorlers 

was scrutinized. This
tors as well as product vendors:

15% The vendors answered a list of questi
one-hour interview with the CUSP pI
vendor scores

ons 

and a participated in a
'oject manager to determine

Project
Management
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Step two of this phase consisted of high-level product demonstrations and oral
presentations to the CUSP Steering Committee. After reviewinQ the prior rankings and
related rationale from the Evaluation Team, making observations. and conclusions from
the product demonstrations and oral presentations, considering the architecture required
for each solution proposed by the three vendors and reviewing the cost proposals and
proposed timelines for implementation by each of the three proposers, the CUSP Steering
Committee moved two finalists forward for the final evaluation, )coring and ranking.

The following criteria was used by the Steering Committee to rank the finalists:

Scoring Criteria I Weight Definition

Look and Feel 10%

Ease 

of use of each product was sco
demonstration by the vendor to the:

red 

during a product~teering 
Committee.

Functionality 10%

We 

evaluated the functional require
demons~ation of the high-level feat

ments 

against each vendor'sUTes.

TechnicalArchitecture

10%

The 

vendors were evaluated based (architecture 
discussion.

III a high-level technical

DomainExperience 15%

The 

vendors were evaluated based cexperience 
with refuse and water se

municipality experience. The selec1
total number of live CIS installation

n 

their implementationrvice 
providers along with

ion team also considered thes 
the vendor has in the market.

25%

The 

selection team evaluated and scthe 
vendor's presentation on Projec1eXDenence.

ored 

the finalists based upon
Management methodology an<

PrOject
Management

I

Fit 30% Solution fit with the City's IT mastf plan, resources and standard~;

For the purpose of getting an independent, external perspective on the evaluation process
and its fairness, Nanda Kishore, Chainnan of BridgeS pan, reviewed the evaluation
methodology and scoring details during this step of the evaluation process.
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