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THE CITY OF NEW YORK

OFFICE OF THE COMPTROLLER
1 CENTRE STREET
NEW YORK, N.Y. 10007-2341

John C. Liu

COMPTROLLER

September 28, 2010

To the Residents of the City of New York:

My office has audited the Office of Payroll Administration’s (OPA) monitoring of the oversight of the
CityTime project by Spherion Atlantic Enterprises LLC (Spherion). We audit entities such as OPA as a
means of ensuring that systems and technological resources of City agencies are cost effective, efficient,
secure, and operate in the best interest of the public.

In 1998, the City, through OPA, awarded a contract for the development of CityTime, an automated
timekeeping system that would interface with the City’s Payroll Management System. The contract was
awarded to MCI Systemhouse Corporation and subsequently assigned to Science Applications
International Corporation, the developer since 2000. In 2001, OPA contracted with Spherion to provide
quality assurance services for the project. The contract was initially for three years, worth approximately
$3.4 million, and subject to five, one-year renewals by the City. There have been 11 amendments to the
contract, and payments to Spherion have exceeded $48.2 million. The initial CityTime contract totaled
- approximately $63 million and as of September 30, 2010, will cost the City approximately $628 million.
Thie project was intended to be fully completed by June 2010, and to serve 81 agencies and approximately
180,000 users—Ilater adjusted to 165,000 users. As of June 2010, CityTime has been implemented at 58
of 81 agencies, with approximately 58,000 employees using the system.

The audit found that OPA mismanaged its quality assurance agreement with Spherion, which severely
limited Spherion’s ability to oversee the development of CityTime and may have resulted in significant
increases to the cost and duration of the project. Thus, the audit recommends that the OPA Board of
Directors (Board) create an independent crisis management team to advise the Board on whether it is
feasible to continue the CityTime project. In doing so, the team should validate the established budget
and timeframe needed to complete the project, estimate future maintenance costs, and consider whether
these costs outweigh system benefits. Should the Board then decide to continue the project, it should
empower the crisis management team to oversee and evaluate project decisions as well as developer
performance in achieving project milestones.

The 'results. of the audit have been discussed with OPA officials, and their comments have been
considered in preparing this report. Their complete written response is attached to this report.

If you have any questions concerning this report, please e-mail my audit bureau at
audit@Comptroller.nyc.gov. '

Sincerely,

John C. Liu
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The City of New York
Office of the Comptroller
Financial Audit

Audit Report on the Office of Payroll Administration’s
Monitoring of the Oversight of the CityTime Project
By Spherion Atlantic Enterprises LLC

FM10-135A

AUDIT REPORT IN BRIEF

In 1998, the City, through the Office of Payroll Administration (OPA), awarded a
contract for the development of CityTime, an automated timekeeping system that would
interface with the City’s Payroll Management System (PMS). The contract was awarded to MCI
Systemhouse Corporation and subsequently assigned to Science Applications International
Corporation, the developer since 2000.

In 2001, OPA contracted with Spherion Atlantic Enterprises, LLC (Spherion), to provide
quality assurance services for the CityTime project. Spherion was to validate the developer’s
recommended infrastructure, methods, and procedures; to certify the deliverables and project
phases; to assess risks and recommend mitigation strategies; to track the project; and to review
past and future work products and change orders.> Spherion’s contract was initially for three
years, worth approximately $3.4 million, and subject to five, one-year renewals by the City.
Since 2001 there have been 11 amendments to the contract, and payments to Spherion have
exceeded $48.2 million (total contract authorization is for $51.2 million).

The initial CityTime contract totaled approximately $63 million, and as of September 30,
2010, will cost the City approximately $628 million. The project was intended to be fully
completed by June 2010, and to serve approximately 180,000 users at 81 agencies. This number
was later adjusted to 165,000 users at 81 agencies. As of June 2010, CityTime has been
implemented at 58 of 81 agencies, with approximately 58,000 employees using the system.

This audit determined whether OPA, through Spherion effectively monitored its
agreement with the CityTime developer and whether Spherion provided the oversight necessary
to complete the CityTime project.

! A deliverable is a term used in project management to describe a tangible or intangible object produced as
a result of the project that is intended to be delivered to a customer. A deliverable could be a report, a
document, a server upgrade, or any other building block of an overall project.
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Audit Findings

OPA mismanaged its quality assurance agreement with Spherion, which severely limited
Spherion’s ability to oversee the development of CityTime and may have resulted in significant
increases to the cost and duration of the project. In July 2001, six months after the agreement
was signed, it was amended to eliminate Spherion’s requirement to independently review and
certify project deliverables in a systematic manner, even though evidence indicated that
deliverables may have been substandard. Approximately a year later, OPA may have violated
Procurement Policy Board (PPB) rules by materially altering the agreement to include Subject
Matter Experts (SMEs) for project management services. As a result, Spherion was then
responsible for quality assurance and project management, thereby eroding the line between the
two conflicting responsibilities and eliminating the independence of the quality assurance
function. The primary purpose of an independent quality assurance function is to identify and
correct problems early in a project. Correcting these problems reduces costly reprogramming.

In 2005, OPA also relied on Spherion and its subcontractors to validate and estimate
information used to justify a major escalation of the project at a juncture when CityTime could
have been terminated or possibly rebid. To guarantee the objectivity of the information, OPA
should have used a completely independent party that had no interest in the development of the
project. Finally, OPA could not provide several years’ worth of quality assurance reports
therefore making it difficult to determine to what extent the project was being monitored by
Spherion.

Conclusion

Since its inception, CityTime has been plagued by poor management decisions. The
decisions and associated issues presented in this report deal only with OPA’s management of its
agreement with Spherion, which is relatively small in cost but significant to the success of the
project ($51 million compared to $628 million authorized to the developer). There is no way to
quantify the effects of these decisions in dollars or to determine whether the project would even
have been allowed to continue to the point it did. Every large and complicated project encounters
hurdles in its development. However, hindsight is not required to recognize the negative
consequences of these decisions for the CityTime project. As a result, the City has been left with
an overpriced system, which as of September 30, 2010, will cost approximately $628 million and
as of June 2010 had been implemented at 58 of 81 agencies but serving only 58,000 of the
intended 165,000 employees (35 percent).

Audit Recommendation

Due to the severity and magnitude of the issues encountered with the project, we are
making the following recommendation to the OPA Board of Directors (Board). Specifically, the
Board should:
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e Create an independent crisis management team to advise the Board on whether it is
feasible to continue the CityTime project.

In determining whether or not to continue the project, the crisis management team
should:

o Validate the established budget and timeframe needed to complete the project.

o Estimate future maintenance costs and consider whether these costs outweigh
system benefits.

Should the Board decide to continue the project after the aforementioned tasks have
been fulfilled, the Board should:

o Empower the crisis management team to oversee and evaluate project decisions as
well as developer performance in achieving project milestones.

Office of New York City Comptroller John C. Liu




INTRODUCTION

Background

OPA is responsible for the prompt and accurate payment of employee wages and salaries.
OPA is also responsible for coordinating uniform payroll policies and procedures among City
agencies; ensuring compliance with applicable federal, state, and City regulations; and ensuring
the integrity, accuracy, and operating effectiveness of the City’s payroll system.

OPA is implementing a custom built Web-based automated timekeeping system known
as CityTime. CityTime records, tracks, and reconciles employee time, attendance, and leave
data; provides enhanced support for the collection and approval of this information; and submits
the timekeeping data to the City’s PMS for processing.

In 1998, the City, through OPA, awarded a contract for the development of CityTime,
which would interface with the City’s PMS. The contract was awarded to MCI Systemhouse
Corporation and subsequently assigned to Science Applications International Corporation, the
developer since 2000. The initial contract totaled approximately $63 million. CityTime
development commenced in 1999 and was projected to be fully implemented in five years
(2004). It was initially designed to be based on a commercial off-the-shelf (COTS) client/server
application. In 2000, the City decided to switch to a Web-based application.

In 2001, OPA contracted with Spherion to provide quality assurance services for the
CityTime project. Spherion was to validate the developer’s recommended infrastructure,
methods, and procedures; to certify the deliverables and project phases; to assess risks and
recommend mitigation strategies; to track the project; and to review past and future work
products and change orders. Spherion’s contract was initially for three years, worth
approximately $3.4 million, and subject to five, one-year renewals by the City. In 2002,
Spherion’s contract was amended to include the services of Subject Matter Experts (SMEs),
individuals who would assist the City in analyzing and managing the CityTime developer’s
services and other implementation activities. Some of these SMEs were hired by Spherion at the
recommendation of OPA.

Subsequently, in 2003, a study commissioned by the developer stated that the
technological architecture employed since 2000 was unable to meet the needs of the City. At
this point, the developer began to redesign the system. Upon Spherion’s validation of the revised
design in 2005, the developer received a restructured agreement and an increase in funding to
total approximately $224 million in 2006; that amount increased incrementally to $628 million
as of June 30, 2009. The project was intended to be fully completed by June 2010, and to serve
approximately 180,000 users at 81 agencies. This number was later adjusted to 165,000 users at
81 agencies. As of June 2010, CityTime had been implemented at 58 of 81 agencies with
approximately 58,000 employees using the system instead of the intended 165,000 employees.

Since 2001 there have been 11 amendments to the Spherion contract, and payments have
exceeded $48.2 million. Table I, below indicates total contract authorization of $51.2 million.
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Table |
Summary of Spherion Contract Increases

Amendments Date Total Description

Original contract | 01/16/01 | $3,403,511 | ©riginal Contract Amount.
Changed objective and project structure by limiting

Amendment 1 07/10/01 Scope of Work.
Amendment 2 06/27/02 $7.947,378 Added SMEs and Optional QA Testing.

Optional QA Testing revised so that Spherion will
Amendment 3 03/06/03 provide consultants to perform Optional Services.

Revised payment schedule. The City is to pay for
Continuing QA, Optional Services, SMEs, and
Amendment 4 04/17/03 Consultants.

Revised objective. Spherion is to use its QA experience
in the performance of the QA services specified in the

Amendment 5 01/18/05 $8,572,287 Delivery/Payment Schedule.

Added a section for Spherion to perform background
Amendment 6 02/24/05 inquiries of its employees and contractors.

Added the Gartner Group as a subcontractor to perform
Amendment 7 05/23/05 an assessment of the viability of CityTime.

Added the Fair Isaac Corporation as a subcontractor to
perform an assessment of the design and implementation

Amendment 8 12/12/05 of the Blaze product (Rules).

Added Computer Network Solutions LLP as a
Amendment 9 07/27/06 subcontractor to perform a penetration test assessment.
Amendment 10 10/18/06 | $31,312,818 | TWo-year renewal.
Amendment 11 01/29/09 One-year renewal through 1/15/10.
Total $51,235,994

In 1996, the Comptroller’s Office was asked to review OPA’s Request for Proposal
(RFP) for a quality assurance consultant for CityTime. Within the resulting report, the
Comptroller’s Office recommended several needed enhancements for the RFP. Some of these
enhancements will be discussed later in this report.

On February 9, 2010, the Comptroller’s Office rejected OPA’s submission of a proposed
contract registration with Spherion for the services of a select group of SMEs and quality
assurance consultants in the amount of $8.1 million for a period of two years, January 16, 2010,
through January 15, 2012. The contract was rejected because OPA did not demonstrate that
Spherion provided a satisfactory record of performance.

Objective

To determine whether OPA, through Spherion, effectively monitored its agreement with
the CityTime developer and whether Spherion provided the oversight necessary to complete the
CityTime project.
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Scope and Methodology

We conducted this performance audit in accordance with generally accepted government
auditing standards except for organizational independence as disclosed in the subsequent
paragraphs. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives. This audit was conducted in accordance
with the audit responsibilities of the City Comptroller as set forth in Chapter 5, 8§93, of the New
York City Charter.

OPA is overseen by a two-member unsalaried board of directors, one representing and
recommended by the mayor, and one representing and recommended by the Comptroller. The
Comptroller’s designee was not involved in planning or conducting this audit, or in writing or
reviewing this audit report.

The New York City Charter requires that all contracts or agreements between City
agencies and vendors be registered by the New York City Comptroller. The Comptroller's
Office of Contract Administration is responsible for reviewing all contracts, contract
amendments, leases, and concessions between City agencies and vendors to determine whether
they should be registered. The Deputy Comptroller for Contracts and Procurement, who is the
senior executive directly responsible for this review, was not involved in conducting this audit or
in writing or reviewing it.

The scope of this audit was the duration of Spherion’s contract, January 16, 2001, to
January 15, 2010. To achieve our audit objectives, we reviewed and abstracted the agreement,
including all subsequent amendments between OPA and Spherion. We also reviewed
subcontractor agreements, OPA correspondence, New York City PPB rules, Comptroller’s
Directive #18, “Guidelines for the Management, Protection and Control of Agency Information
and Information Processing Systems,” CityTime project assessments, and other relevant
documents.

To obtain an understanding of the history of CityTime and OPA’s monitoring of its
agreement with Spherion, we interviewed OPA’s Executive Director, Deputy Executive
Director, Director of Management Review and Analysis, and Assistant Executive Director of
Development. To obtain an understanding of Spherion’s responsibilities, we interviewed
Spherion’s Regional Managing Director and Operations Director. In addition, we conversed with
officials from the Department of Information Technology and Telecommunications (DolTT) and
the Financial Information Services Agency (FISA). We also observed a CityTime weekly status
meeting with OPA officials and the developer, and attended a demonstration of the system.
Finally, we documented our understanding of CityTime through written narratives and
memoranda.

To determine whether Spherion performed the required reviews and certifications, we
reconciled Spherion’s Schedule of Deliverables and Payments to OPA’s deliverable and phase
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reviews and certifications. To identify the risks and recommendations pertaining to each
deliverable, we analyzed the OPA deliverable review reports.

To determine the effects of the changes made to the initial contract, we reviewed the
changes of Spherion’s responsibilities and assessed their impact on the CityTime project. We
also requested Spherion summary reports and biweekly project reports to determine whether
OPA ensured that they were completed, as required by the agreement.

To determine whether all payments made by the City to Spherion were adequately
supported and to establish the completeness of the population of invoices, we reconciled a list of
payments made through the City’s Financial Management System (FMS) to the invoices
provided by OPA. For those payments that could not be supported, we contacted Spherion
officials and reviewed their files.

Discussion of Audit Results

The matters covered in this report were discussed with OPA officials during and at the
conclusion of this audit. An exit conference was held on August 17, 2010. On August 24, 2010,
a draft report was submitted to OPA officials with a request for comments. We received a
written response from OPA on September 8, 2010.

In their response, OPA officials did not agree with the audit’s findings and did not
respond to the recommendation. Furthermore, they maintained that “the findings and
conclusions of this audit are not consistent with the demonstrated effectiveness of the system
now in operation for 70,000 employees. OPA's management of the CityTime project, assisted by
Spherion’s oversight, has resulted in a system that has dramatically improved the City’s
timekeeping accuracy and efficienc?j/, a system that will be working and working well for over
160,000 City employees by June 30".”

We continue to disagree with OPA’s position. The audit identified several serious
conditions that may have significantly contributed to the cost of the project, which started at $63
million and escalated to $628 million. GAGAS field work standards for performance audits
require audit findings and conclusions to be supported by sufficient and appropriate evidence. In
its response, OPA presents several arguments attempting to refute the report’s findings, but did
not provide any additional evidence in its response to this audit that would cause us to change
our findings and conclusion about its oversight of the Spherion contract and the CityTime
project.

Briefly, we would like to clarify and discuss certain omissions and errors that we believe
were included in OPA’s response to this audit as they provided the basis for our decision not to
alter our findings and conclusions.

e OPA stated that it required Spherion to review and assess every deliverable. However,
the last documented deliverable review provided by OPA was dated July 3, 2001. OPA
also stated that the poor scores assigned by Spherion to the deliverable reviews that were
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conducted between January and July 2001 were the result of Spherion’s late start to the
project and not the deliverables themselves. Yet, the Executive Director of OPA at that
time stated in a letter to SAIC that “SAIC has been guilty of producing deliverables far
below acceptable standards. The City has found that SAIC’s commitment to quality is
almost non-existent and is reflected from the top down.”

e OPA’s response asserts that the Spherion contract complied with the recommendations of
the Comptroller’s 1996 report (in obtaining certifications) stating “The Comptroller’s
recommendations included certifications, but explicitly excluded certification of design
and programming deliverables for which it specified reviews.” However, the
Comptroller’s 1996 report states that the consultants “produce certification letters at the
completion of each project phase.” By definition the development phase of the project
includes design and programming functions, which the 1996 report recommends to be
certified. This refutes OPA’s current assertion that it need not obtain certifications of
design and programming deliverables.

e OPA stated that Spherion’s objectivity was not compromised by providing both quality
assurance and project management services. However, the independent evaluator hired by
OPA cited the conflict in one of their reports stating, “PM / QA resources being provided
by same vendor raises question on objectivity of QA process.”

e OPA stated that a generally accepted guideline for the cost of quality assurance for major
IT projects is approximately 10 percent of the total project cost, which they state is “an
industry standard.” However, subtracting the cost of the project managers hired through
Spherion (which is not quality assurance), OPA only devoted 2.8 percent towards quality
assurance. This is far below the unnamed industry standard that OPA cites in its response.

The full text of the response from OPA is included as an addendum to this report. Our
comments concerning the response are included as an appendix which precedes the addendum.
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FINDINGS

OPA mismanaged its quality assurance agreement with Spherion, which severely limited
Spherion’s ability to oversee the development of CityTime and may have resulted in significant
increases to the cost and duration of the project. In July 2001, six months after the agreement
was signed, it was amended to eliminate Spherion’s requirement to independently review and
certify project deliverables in a systematic manner, even though evidence indicated that
deliverables may have been substandard. Approximately a year later, OPA may have violated
PPB rules by materially altering the agreement to include SMEs for project management
services. As a result, Spherion was then responsible for quality assurance and project
management, thereby eroding the line between the two conflicting responsibilities and
eliminating the independence of the quality assurance function. The primary purpose of an
independent quality assurance function is to identify and correct problems early in a project.
Correcting these problems reduces costly reprogramming.

In 2005, OPA also relied on Spherion and its subcontractors to validate and estimate
information used to justify a major escalation of the project at a juncture when CityTime could
have been terminated or possibly rebid. To guarantee the objectivity of the information OPA
should have used a completely independent party that had no interest in the development of the
project. Finally, OPA could not provide several years’ worth of quality assurance reports,
therefore making it difficult to determine to what extent the project was being monitored by
Spherion.

Removal of Reviews and Certifications
From the Quality Assurance Contract

Six months after the Spherion agreement was signed, OPA inauspiciously eliminated
Spherion’s contractual obligations to systematically review and certify developer deliverables.
This modification directly affected Spherion’s ability to oversee the project and ensure that the
system would work effectively and meet the user’s needs. It also fully reversed OPA’s stated
decision to implement a recommendation made by the Comptroller’s Office in 1996 after the
Comptroller’s office had performed a review of OPA’s RFP for a quality assurance consultant.

Under the original quality assurance agreement signed in January 2001, Spherion was to
review and evaluate the developer’s deliverables and produce letters of certification. The
schedule of 391 deliverables was attached to the contract in Appendix B. Spherion was required
to review and certify 128 “catch-up” deliverables as well as 263 ongoing deliverables that would
have theoretically seen the project to completion.®

During the first six months of the engagement (January-July 2001), Spherion reviewed
94 of the 128 catch-up deliverables.  Of the 94 deliverables reviewed, 90 received an average

2 Report on the Draft Request for Proposal for a Quality Assurance Consultant for CITYTIME, Report #
7B95-204S, issued May 17, 1996.

% “Catch-up” deliverables are those deliverables that were completed by the developer prior to Spherion’s
engagement in the project.
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score of 55 based on a scale of 1 to 100.* The scores assigned to deliverables by independent
quality assurance reviews helped to ensure that project deliverables were complete. The four
remaining deliverables were not assigned a numerical value. See Table Il, following for the
scores assigned to deliverables.

Table 11
Schedule of Deliverable Scores
Number of | Percent
Assigned Score | Deliverables | of Total
0 to under 9 0 0.0%
10 to under 19 3 3.3%
20 to under 29 5 5.6%
72%
30 to under 39 15 16.7% (65)
40 to under 49 10 11.1%
50 to under 59 16 17.8%
60 to under 69 16 17.8%
70 to under 79 .99
u 8 8.9% 28%
80 to under 89 14 15.6% (25)
90 to under 100 3 3.3%
90 100.0% | 100.0%

On July 10, 2001, OPA amended the original contract (Amendment ). Spherion was still
required to “review and evaluate the CityTime Developer’s Deliverables, and produce letters of
certification.” However, OPA added a qualifier in the amendment that stated, “as contained in
Appendix B.” Appendix B was revised to include only 97 catch-up deliverables, 94 of which
were already reviewed by Spherion before the amendment (the other three were not reviewed).
The remaining 31 were left out of the revised Appendix B. More importantly, Spherion accepted
and certified only 2 of the 94 deliverables it reviewed. Consequently, 126 of the 128 catch-up
deliverables never received an official certification that they would contribute to the delivery of a
system that would work effectively, meet user requirements, accomplish OPA’s CityTime goals,
and meet generally accepted standards.

Further, Spherion was also contracted to perform reviews and certifications of “ongoing”
deliverables that would see the project to completion. There were 263 ongoing reviews and
certifications in the original Appendix B. After Amendment I, 235 were eliminated from
Appendix B even though they were initially contractual requirements. Based on the
documentation provided, Spherion conducted only 1 of the 28 remaining ongoing reviews.

* The assigned scores refer to a determination of the completeness of any requirement falling within the
functional software design phase of the project.

10 Office of New York City Comptroller John C. Liu




Under the original contract, Spherion was also required to perform phase reviews and
certifications. The project was divided into four phases: Development, Test, Pilot
Implementation, and Agency Implementation. At the end of each phase, Spherion was required
to certify that the phase had been completed and would contribute to the development of a
system that would work effectively.  According to an OPA official, OPA directed Spherion not
to complete these certification reports.

The deletion of these certifications from the contract put the City at risk because the City
could no longer be assured that CityTime deliverables met contractual standards. Amendment I
also deleted the following language: “Spherion shall advise OPA of significant requirements that
the Developer knows or reasonably should have known be addressed or included in the
Deliverables,” This deletion eliminated a major safeguard against omissions in project design or
in developer performance.

A recurring Citywide system-development deficiency is the lack of independent quality
assurance. Recently, the Comptroller’s Office issued a compilation report summarizing several past
audits of systems development and highlighted the importance of quality assurance as well as of
oversight committees.” The Comptroller’s Office cited OPA in a 1996 report for not requiring
the consultant to certify developer deliverables, and in its response, OPA agreed to add
certifications to the request for proposal. The Comptroller’s report specifically warned OPA: “In
our experience, the lack of a strong Quality Assurance team on the project results in cost overruns
and inevitable delays. In many cases, the system will not perform as conceptualized, thereby
wasting funds allocated for the project.” With the exception of the aforementioned two
certifications, the CityTime project has since its inception continued without an independent quality
assurance team to certify project deliverables. Instead of completing CityTime by the original
completion date of 2004, the City was in the midst of a major technological overhaul of the project.
Since then, CityTime has missed deadlines and is grossly over budget. Although the decision to
weaken quality assurance was made 10 years ago, the effects are still impacting the successful
completion of the project today.

OPA Materially Changed Contract Scope, Raising Concerns about the
Independence and Objectivity of Quality Assurance

OPA may have violated PPB rules by materially altering the scope of Spherion’s work to
include SMEs in addition to its quality assurance staff. On June 27, 2002, OPA and Spherion
amended the agreement to include SMEs, individuals who were to assist the City in analyzing
and managing the CityTime developer’s services and other implementation activities. According
to OPA officials, OPA did not have the resources and personnel to manage the project and
required additional consultants to supplement OPA staff. PPB rules state, “Material alterations
to the scope of the work may be made only by a new procurement.” Even assuming the contract
permitted a material modification to the scope of services, once Spherion took on SME services
and became involved in the management of the project, such an arrangement created an inherent

> A Compilation of System Development Audits and an Assessment of Citywide Systems-Development
Strategy, Report # FS10-136S, issued May 13, 2010.
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conflict of interest and severely compromised Spherion’s independence and responsibilities as
OPA’s quality assurance vendor. As a result of these dual responsibilities, Spherion was
compromised in its ability to perform its quality assurance duties in any meaningful way to
ensure that the CityTime project was being properly performed.

Over the course of the project, through subsequent contract amendments, the engagement
became more a function of project management than of quality assurance. Three of the 11
amendments to Spherion’s contract included monetary increases. Spherion’s initial contract for
quality assurance was approximately $3.4 million. As of Amendment 10, signed in October
2006, the contract amount increased to $51.2 million, and quality assurance accounted for only
35 percent ($17.8 million) of the total contract price. The major part of the funds was allocated
to SMEs, as shown on Chart I, below.

Chart |
Allocation of Contract Authorization by Category

Breakdown of Contract Cost After Amendment 10
$51,235,994

Continuing QA
35%
$17,817,866

1

u2

Optional
Services by
SMEs
65%
$33,418,128

It is likely that the City overpaid for SME services since 2002 because they were not
competitively bid.  More important, the addition of SMEs to Spherion’s contractual
responsibilities raises concerns about Spherion’s role as the provider of independent quality
assurance.

Although Spherion’s ability to systematically review and evaluate the developer’s
deliverables was already compromised by OPA’s decision to remove that requirement from the
agreement, Spherion’s quality assurance team continued to work at the direction of OPA. OPA’s
decision that Spherion provide both quality assurance and project management functions put
Spherion in a position in which it was required to review and critique its own work.
Furthermore, Spherion retained its function as quality assurance consultant, responsible for
helping to ensure the timely and successful completion of CityTime. However, by 2006, nearly
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two-thirds of the costs of Spherion’s contract were directly related to the uncapped hourly
charges for SMEs. OPA’s decision to include SMEs under the quality assurance agreement
placed Spherion in a position rife with conflicting interests.

Independence and Obijectivity Issues
Regarding a Critical Report and Cost Projection

In 2005, OPA used reports generated by Spherion and its subcontractors to justify the
continuation and cost escalation of CityTime, even though the technology previously used had
been proven inadequate. For a project of this magnitude, the prudent decision should have been
to assign the assessment and cost projection to parties completely independent of and without a
stake in the continuation of the project. However, OPA’s decision to proceed as it did raises
questions, at least in perception, about the objectivity of these reports and the justification to
continue on the chosen course.

As previously stated, the technological architecture originally employed for CityTime
was proven to be inadequate. A study conducted in 2003 by Ariel Partners, LLC, a firm hired by
the developer, revealed that the technology used since 2000 was unable to meet the needs of the
City. The report concluded, “The software constitutes a fragile system that will be prohibitively
expensive to maintain and to extend.” Subsequently, the developer, with the approval of OPA,
began to design and build a new application based on a different platform. According to OPA
officials, the developer agreed to re-platform the package at no cost. However, in exchange the
City would restructure the developer’s contract to a “level-of-effort” contract.° Payments under
level-of-effort contracts are based on team size and duration rather than on fixed deliverables, as
had been the case.

Before the City gave its approval to modify the contract and continue the project, an
assessment of the scalability of the new system architecture had to be conducted. It was decided
that Spherion would subcontract the assessment to the Gartner Group. However, Spherion was
paid to coordinate, facilitate, and oversee Gartner. The report stated that the new technology was
sufficient and flexible enough to meet the needs of the City.

The City also had to give approval of the costs associated with the change in technology
and in contract strategy. Rather than having a party unrelated to the project draft a cost
projection, OPA assigned this task to Spherion SMEs. According to the projection, the total cost
to complete CityTime starting in 2006 and ending in 2012 was $209.43 million. However,
between September 1, 2005, and August 31, 2009, actual payments to the developer by OPA
were in excess of $411 million.” As of June 11, 2010, the developer still had well over $110
million authorized in its contract with only one-third of total targeted users implemented (58,387
of 164,807 users in 58 of 81 agencies). The cost projection either grossly underestimated the
cost of the project or did not include significant costs.

® A “level-of-effort” is used to define the amount of work to be performed within a period of time and is
measured in man days or man hours per day/week/month.
" Years refer to contract year, which ends in August.
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After the assessment and cost projection were presented, the City gave its approval and a
major escalation of the project followed. As a result, the developer’s contract was amended to
allow for a level-of-effort contract instead of fixed deliverables, even though past deliverables
were late and not always up to standard.® Level-of-effort contracts are more favorable to
developers than fixed-price contracts. Given the scale of the project, the size of the investment,
and past performance of the developer, OPA should have taken the most conservative approach
possible and assigned the assessment and projection tasks to parties completely independent of
CityTime to guarantee the objectivity of this information.

Missing Quality Assurance Reports

According to its contract, Spherion was required to provide quality assurance summary
reports. However, OPA could not provide quality assurance summary reports for the period
between January 2001 and April 2008. The earliest quality assurance summary report provided
by OPA was dated May 2008. This document outlines 15 different areas of the project. Each
area of the project appears to have been tracked. The categories include schedule, scope, risk,
and success-quality factors. These quality assurance summary reports were produced on a
weekly basis and appear to have been a valuable tool for monitoring and tracking the project.
However, we were unable to determine why OPA did not require these reports during the first
seven years of CityTime development.

Between July 2001 and May 2008, following Amendment | described previously, there
appears to be a significant lack of documentation regarding the oversight of this project. Under
the original scope of work, Spherion was required to systematically review and certify developer
deliverables. Had this requirement continued in force, one could examine Spherion’s
deliverables database and associated deliverable reviews and certifications to gain an objective
and independent understanding of the status of the project and the issues encountered. Since
OPA amended the contract and the quality assurance summaries were not initiated until 2008, it
is therefore difficult to determine to what extent the project was being monitored by Spherion.

Conclusion

Since its inception, CityTime has been plagued by poor management decisions. The
decisions and associated issues presented in this report deal only with OPA’s management of its
agreement with Spherion, which is relatively small in cost but significant to the success of the
project ($51 million compared to $628 million authorized to the developer). The independent
quality assurance function of a project is an invaluable safeguard designed to detect and prevent
many of the problems encountered in systems development. Although this presents no
guarantees, OPA’s decisions all but assured ineffective oversight. OPA removed from the
contract Spherion’s responsibilities to systematically review and certify project deliverables.
OPA decided to have Spherion provide both quality assurance and project management services,
which may have influenced, consciously or not, the progression of the project. OPA also
decided to have Spherion and its subcontractors compose reports used to justify the continuation

& Under a fixed-price contract, the contractor is paid a negotiated amount, regardless of incurred expenses.
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of the project when it could have been terminated relatively early on. There is no way to
quantify the effects of these decisions in dollars, or to determine whether the project would have
even been allowed to continue to the point it did. Every large and complicated project
encounters hurdles in its development. However, hindsight is not required to recognize the
negative consequences of these decisions for the CityTime project. As a result, the City has been
left with an overpriced system, which as of September 30, 2010 will cost approximately $628
million and which as of June 2010 had been implemented at 58 of 81 agencies but serving only
58,000 of the intended 165,000 employees (35 percent).

15 Office of New York City Comptroller John C. Liu




RECOMMENDATION

Due to the severity and magnitude of the issues encountered with the project, we are

making the following recommendation to the OPA Board. Specifically, the Board should:

1. Create an independent crisis management team to advise the Board on whether it
is feasible to continue the CityTime project.

In determining whether or not to continue the project, the crisis management team
should:

e Validate the established budget and timeframe needed to complete the project.

e Estimate future maintenance costs and consider whether these costs outweigh
system benefits.

Should the Board decide to continue the project after the aforementioned tasks
have been fulfilled, the Board should:

e Empower the crisis management team to oversee and evaluate project
decisions as well as developer performance in achieving project milestones.
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