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Executive Summary

BACKGROUND AND OBJECTIVES

The State of Wisconsin {State) Department of Administration (DOA) initiated an
ERP System Feasibility Study (Study) in November 2004 to research the feasibility
of implementing an Enterprise Resource Planning (ERP) system to meet the
State’s  financial management, procurement, human tesoutces, payroll
administtation and other administrative business needs. The consulting firm of
Salvaggio, Teal & Associates (STA) was enpaged to assist in the study. This report
documents the results of the study.

An BRP system is a suite of fully integrated software applications that are used to
petform an organization’s adininistrative business processes such as financial
management, procurement, personnel, and payroll administration. In State of
Wisconsin terms, ERP is a software package that provides functionality similar to
cutrent State systems (e.g., WiSMART, Central Payroll, PMIS, State Budget
System, and numerous agency administrative systems) but in one, fully intepgrated
system.  What distinguishes ERP systems from “stand-alone” best-of-breed
administrative software solutions is the integration that allows for more efficient
processing and eliminates redundant data entry. A detailed definiion of ERP
systems is provided in the Backgronnd and Scope section of this report.

Wortld-class businesses have found that implementing an ERP system is a
fundamental way to imptrove the efficiency and effectiveness of their business
opetations. Until recently, the government functionality of ERP systems has
lagged behind private sector functionality, but ERP functionality for the public
sector has matured considerably in recent years. States like Pennsylvania, Missouri,
and Montana have employed ERP systems as a way to achieve more efficient
government, streamline administrative business processes, and provide improved
setvice to employees, vendors, and other stakeholdets via self-service functionality.
In fact, more than twenty (20) states have implemented or ate in some phase of
implementing ERP software.

APPROACH AND METHODOLOGY

The ERP System Feasibility Study included the following high-level tasks, the
results of which are summarized in this report to the State’s Chief Information
Officer (CIO):

¢ Conducted initial planning sessions to confirm overall project scope;
¢ Reviewed and evaluated statewide administrative systems cutrently in use;

¢ Reviewed documentation of the State’s hardware/systems infrastructure for
potential of existing technology to support or integrate with ERP solutions;
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OUR FINDINGS

Conducted intetviews with key administrative systems stakeholders at the
enterprise-level and the largest user agencies, and documented results as
support for our recommendations;

Developed an “As Is” vs. “To Be” business model that documents those
systems that would be geplaced/potentially be replaced by a statewide ERD

system;

With assistance from State staff, quantified the major areas of savings and
efficiencies to be derived from business process improvements associated with
the implementation of a statewide ERP system; )

With the assistance of State staff, gathered high-level information on the costs
of cutrent systems, including full-ime equivalent (FTE) positions involved in
the use and support of each major system that would be replaced by a
statewide ERY systemn;

Calculated and documented the estimated costs of implementing and
maintaining a statewide ERP systetn; and

Prepared this written report documenting the results of our study.

Out findings as a result of this study are documented in detail in the Sindy Findings
section. The results of this study should be considered as high—level guidance for
moving forward with ERP. Study findings are provided in five categoties:
¢ “AsIs” vs. “To-Be” Systems Environment
. ¢ General Findingé

¢ Process Improvements
¢ Financial Analysis
¢ Headcount Analysis
Study Findings are summarized as follows:
“As-Is” vs. “To-Be” Systems Environment
The “As-Is” and “To-Be” Systems Environment diagrams were created from
interviews with subject matter experts and from systems survey responses from the
seven agencies included in the Study. Our findings indicate that ERP systems
represent an opportunity to consolidate systems into a more streamlined
envitonment with greater functionality and access to data.
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General Findings
Key findings include:
1. Numerous stand-alone systems maintained at the enterprise level and in

specific user agencies are required to meet the State’s administrative business
needs. Currently, there are mote than 122 systems that support hutnan
tesoutces, payroll administration, and financial management areas. Based upon
current assumptions of ERP scope, approximately thirty-eight (38) HR /Payroll
and fifty-nine (59) financial management systems could be eliminated. The
functionality of the remaining twenty-five (25) systems is considered to be
outside the cutrent assumed scope of the ERP project.

The State currently has no enterprise-wide procurement, asset management, ot
human resources systems in place. The State does not cutrently have the
ability to track State, University, and municipality “spend” on goods and
services at the commodity level. A number of the State’s future centralization
and efficiency initiatives (e.g., strategic sourcing) will requite the ability to
analyze the State operations on: a macro level to maximize the results of these
initiatives. A

The technology underlying many of the State’s administrative systems is dated.
Some of these systems are twenty to thirty years old. Aging systems are often
difficult to modify as the ongoing business needs of the users chanpe over
time. This also exposes the State to the risks of technical obsolescence and
increased difficulty in retaining staff with appropriate knowledge of those
systems.

The cuarrent statewide systems do not meet the user agency business needs, as
indicated by the “front-end” systers and numerous agency-level systems that
either enhance or duplicate functionality that would be expected in a statewide
system.  As a result of these unmet needs, the State’s business processes are
less efficient and effective, and agencies continue to spend significant amounts
of money on systems with functionality that is contained in ERP systems —
money that could be spent toward the implementation of a single, statewide
ERP system. Ior example, DHES and DOC expend approximately $1 million
pet year to maintain and suppott their shared Fiscal Management System.

The statewide systems used for financial management (WiSMAR'T), position

control (PMIS), payroll administration (Central Payroll System), and budget
development (State Budget System) are not integrated.  Considerable
reconciling effort is spent to keep these systems synchronized. Additionally,
the numerous “silos” of data and lack of integration across statewide systems
inhibit the State’s ability to provide timely and accurate statewide teporting at
the enterprise level.
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Payroll processing requires the coordination of a multitude of systems and
processes to complete recurting and annual payroll tasks. The State does not
maintain enterprise position history, employee history, or payroll history. Tack
of common, sophisticated time scheduling, teporting, and management tools
has led to payment of extensive overtime to employees. One agency
interviewed incutred $25 million in overtime in the last fiscal year when it had
planned to spend less than half that amount. Additionally, the State has
complex human resouices and payroll requitements associated with its
nineteen (19) batgaining unit agreements. We anticipate that a high percentage
of the State’s human tesources and payroll requitements (including collective
bargaining agreements) can be met through Tier 1 ERT software solutions.

6. ERP software functionality is a good fit for meeting the State’s business
requirements. Though a detailed study has not been conducted, we anticipate
that Tier 1 ERT softwate solutions will meet 85% to 95% of the State’s
functional requirements without customization.

7. The State’s current strategic technology- direction is compatible with
commercially available web-enabled Tietr 1 ERP solutions, as well as several of
the Tier 2 solutions. Tier 1 software vendors ate view as industry leadets by
prominent information technology research firms and are consideted the most
viable companies for meeting the needs of the largest and most sophisticated
governmental otganizations. Tier 2 vendors are often viewed as industry
climbers who work aggressively through new software releases to add
furictionality and/or features currently provided by the Tier 1 vendots.

Process Improvements

A total of 95 process imptovement oppottunities were documented as patt of this
study and can be found in the Study Findings section. These improvements address
potentiat  process/integration efficiencies, functional enhancements, cost
savings/avoidance, staff reductions, use of technology enablets, employee and
vendor self-service, and reduced cycle times.

Financial Analysis

Based on an eleven-year planning period, the ERP Project is expected to offer the
State a 77% internal tate of return (IRR) on its invested capital and pay back its
initial investment in year four (4) of the project, based on the calculated system
savings, projected process improvement savings, and an estimnated total ERP
project cost of $135 million (over eleven years).

Headcount Analysis

A pottion of the estimated Value Pocket savings (approximately 12.5%) would
come from reductions in State personnel (approximately 151 FTEs). In the course
of evaluating systems for replacement by ERP, agencies reported approxirmately 40
FI'Es associated with the maintenance of systems that would likely be replaced by
ERP. Total reductions of approximately 191 FIEs could be achieved through
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implementation of an ERP solution. These FIE reductions would likely be
distributed across the following functional areas:

Accounting

Budget

HR/Payroll - 23
Procurement 43

Syst

S

It is assumed that most of these FT'E savings would be realized over time through

attrition, employee retirement, reassighment to approved but unfilled positions,
and the like.

RECOMMENDATIONS

The following recommendations are made as a tesult of this study:

1. State leadership should consider implementation of a statewide ERP system.
All State agencies would be required to participate.

2. The functional scope of the ERP System should include the following
functional areas:

¢ Procurement

e-Procurement
Vendor Self-Service

Strategic Sourcing

¢ Financial Management

*

General Ledger

Accounts Payable

Accounts Receivable and Billing
Cash Receipting

Asset Managerment

Grant Accounting / Management
Project Accounting

Budget Development (some ERP vendots may need to propose third-
party solutions to meet budget development requirements)
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¢+ Human Resources

¢ Personnel Administration

¢ DPosition Control

¢ Compensation

* TPayroll

* Time Reporting and Employee Leave Accounting
s Benefits Administration

e Applicant Services

e Training and Employee Development

* Employee Sel-Service

The University System institutions should be excluded from participation in
the statewide ERP systemn with one exception — we recommend the inclusion
of the University and other governmental municipalities for eProcurement and
strategic sourcing only. This will allow the State to further leverage the
combined spend as a means of obtaining better pricing from the vendor
community. Note that although the University System is excluded from
participation, provision should be made for integration between University and
ERP systems where continued exchange of data will be required.

Additional analysis should be conducted to confitm whether the Depattment
of Transportation should be included in the scope of the ERP system or
whether interfaces should be developed to/from existing DOT administrative
systems. Qur report assumes the inclusion of the DOT,

Additional analysis is requited to determine whether an ERP system can meet

the functional requirements for enterprise I'T" asset inventory management. If
not, consideration should be given to maintaining the ATM-IT System and

interfacing it to the new BERP system. Our report assumes that AIM-IT is

replaced by the new ERP system.

It is recommended that the State initiate and implement an agpressive strategic

sourcing effort as part of its ERP project in order to reduce the cost of goods -
and services purchased, and to assist in funding the consulting services

required to successfully implement the new ERP system. Strategic sourcing is

a process that creates quantifiable, hard-dollar savings by reducing the cost of

purchased goods and services.

Implementation of an ERP system with full eProcurement capabilities is
critical to strategic soutcing success as the ERP system will suppott the:
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7.

¢ Captuting and repotting on all procurement activity for price
benchmarking;

¢ Monitoring and controlling of maverick (off-contract) spending by
agencies;

¢ Tracking of savings incurred;
¢ Tracking of petformance mettics by commodity and vendot; and

¢ Tracking of agency usage by commaodity and vendor.

The ERP system should be implemented in three phases covermg an estimated
total of 42 months (3.5 years):

¢ Phase 1: The Procutement modules will be implemented in the first 18
months.

¢ Phase 2: Implementation of the Financial Management modules will begin
twelve months after initiation of the Procurement phase and continue over
the following 18 months.

¢ Phase 3: Implementation of the Human Resources and Payroll modules
will begin twelve months after initiation of the Financial Management
phase and continue over the following 18 months.

See Recommendation #2 above for a listing of functional areas included in
Procurement, Financial Management, and Hutnan Resources.

In a majority of ERP - implementations, Financial Management and
Procurement models are deployed simultaneously. However, following
extensive discussions with State management, STA determined that the three-
phased deployment plan described above is most propetly aligned with the
strategic initiatives of the State. "This plan provides the most immediate savings
to the State while allowing the costs to be spread over two biennia.

The State should establish an ERP Steering Comumittee to provide leadership
and guidance for all future ERP System activities. Defining an appropriate
governance structure for this large, multi-agency, multi-discipline project will
be essential for obtaining initial buy-in and long-term support of agency and
enterprise stakeholders.
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Background and Scope

BACKGROUND

The State of Wisconsin (State) Department of Administration (DOA) initiated an
ERP Feasibility Study in November 2004 to research the feasibility of
implementing a new ERP system to meet the State’s fimancial management,
procurement, human resources, payroll and other administrative business needs.
DOA engaged the consulting firm of Salvaggio, ‘T'eal & Associates (STA) to assist
in the study. This report documents the work and results of the study.

WHY CONSIDER ERP?

There ate numetous reasons why the State should consider implementing an ERP
systetn. ‘The major drivers toward ERP can be grouped into 3 categories: (1)
legacy system deficiencies, (2) technology enablers, and (3) the results of a cost-
benefit analysis (CBA). The CBA is discussed in the Findings Section of this report
under Finansal Analysis. Legacy system deficiencies and technology enablers are
discussed below.

Leguacy System Deficiencies

Deficiencies associated with the existirig legacy statewide administrative systems
include:

¢ Limitations on meeting new functional and data requirements without costly
modification.

¢ Inefficiencies and staffing costs associated with maintaining multiple stand-
alone systerns at the statewide level as well as additional “shadow” systems in
the user agencies to provide functionality not met by the statewide systems
(e.g., DIIS, DWD, DOA, DNR, DOR, DOT, and DOC),

¢ Limited accessibility to information, as reporting is limited to a set of standard
reports and queries or a request for a new report. A major benefit of ERP
systems is to provide propetly trained end users with access to the data needed
for timely analysis and decision-making.

¢ Datais maintained in multiple “stand-alone” systems and is not updated across
systems in a “teal-time’” mode. Data maintained in independent databases ot
shadow systems can produce conflicting information.

Technology Enablers

The most compelling reasons for implementing an ERP system lic within the
technology enablers that support the system. Typical technology enablers found
in BERP systems include:
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Integration with a Common Database

Thé most distinguishing factor of an ERP system is its mtegrauon across all
system modules vs. the current environment that utilizes separate “stand-alone”

systems, some of which have automated interfaces between them. This
integration is suppotted by a single database across all functions (or at least a single
database  for  [R/payroll  functions and another for financial
management/procurement functions). In this way, data elements (e.g., account
codes) ate not duplicated when used for more than one purpose. With no
duplication, every function has access to the most recent information; once any
change is made, it is itnmediately available to all functional modules.

Real-Time Processing

Unlike the current systems that often have delays from the time an action is
recorded by the user until that information is available to others due to batch or
nightly updates, ERP systems use real-time processing, so processing results are
imnmediately available to all other modules. Reports are generated using up-to-date
information.

Increased Functionality/Best Business Practices

Today’s ERP systems provide a considerable amount of functionality to meet
governmental financial management, procurement, human resources/payroll, and
other administrative business needs. The application modules that often comptise
ERP systems have typically been designed in accordance with industry-standard
best business practices.

While best business practices have not been defined by any governing body or
tesearch firm for the private or public sector, such practices have evolved over the
years with each new softwate release and have been wvalidated with each ERP
implementation. Best business practices, together with the flexibility provided by
technology epablers inherent in ERP softwate today, allow governments to
conduct their administrative business processes in a more efficient and timely
mannet. Best business practices promote standardization of business processes
across governtnent, and it is critical that the government embrace these “best
practices” in order to implement the ERP software with minimal customization.
Some simple examples of best practices found in ERP systems include:

¢ Asset Management module “sweeping” the Accounts Payable module for
potential capital assets based on specified parametets (selected object codes
and threshold amounts) to reduce the possibility of capital assets going
unrecorded;

¢ Electtonic three-way tatch of invoice, purchase order, and receiving report
reduces the use of paper documents and processing time, and allows staff to
focus their efforts on exception resolution;

March 7, 2005
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¢ Distribution of the automated requisitioning function eliminates the paper
requisition document and workflow ensures compliance with- pre-defined
business rules and approval paths;

¢ On-line catalog maintenance and access for purchasers within the State ensute
the use of approved suppliers and the latest pricing for goods; and

¢ Vendor access to payment information reduces staffing required to answer
vendor inquities.

Web-Based / Open Architecture

Today’s leading ERP solutions are deslgned to be accessed through the use of an
industey-standard web browser. Vendor products ate transitioning to 2 “pure
web-based” architecture whereby no code resides on the client other than the web
browser. Web-based ERP solutions result in easier deployment and lower costs of
IT infrastructure, network administration, and information access. They also give
access to the ERP systemn at any time as Jong as they have access to a web browset.

The leading ERP systems comply with open architecture standards as well. Open
architecture provides a means whereby the ERP system can be linked to specific
“best-of-breed” software if the need atises (e.g., possibly to meet fleet
management requirements). Open architecture also provides the ability to
interface the ERP system to common desktop “office suite” applications (see
Desktop Software Integration below). :

Scalability
Allows the State to size its system components to meet its ever-changing business
needs. Increased capacity can be added, upgraded or removed as computing needs
change, without substantial changes to the application. Scalability considerations
include increasing memory, adding additional processors, and installing additional
disk storage.

Portability

Provides flexibility for application software systems to run on multiple hardware
platforms or provides built-in capabilities for switching between platfortns without
requiring re-installation or additional customization.

Graphical User Interface

ERP systems utilize a graphical user interface (GUI) that provides user-friendly
features similat to other office functions on the user’s desktop, such as intuitive
icons, pull-down menus, point-and-click navigation, pop-up windows, scroll bars,
radio buttons, the use of color for clarity and emphasis, and tool bars to assist in
the user’s learning and ongoing use of the System. They also provide on-line help
menus and on-line documentation, as well as screens that can be customizable to
user roles, to enhance the end user experience. ‘The same interface and commands
are used for all functions, thereby facilitating training for users that access multiple
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functions and functional areas.

Efficient Modification Where Necessary

Assuming that an open (n-Tiet) architecture is used (browser-based user intetface,
database, business rules, and web setvet), the business rules associated with the
system atre separated from the rest of the architecture, thus it is easier to change
the business rules (a2 common occutrence in government) than if they were
included in the user interface or the database design.

Extensive Development Toolset

ERP systems provide for a single (often proprietary) toolset to support software
configuration, customization, and ongoing administration of the system. Use of
the toolset requires specialized training and knowledge. The development tools
ate also utilized in establishing workflow, secutity, and in implementing a software

upgrade.

Relational Database Technology
Today’s ERP systems utilize powerful relational database technology, which

" organizes trecords into a seties of tables that may be connected by common “data”.

Relational databases facilitate ad hoc reporting and querying without the use of
extensive programming knowledge.

Application Modularity

An FRP system consists of a series of application modules {e.g., general ledger,
accounts payable, purchasing, asset management, payrolf). A breakdown of typical
modules is described above. These application modules are designed to be “stand-
alone” if necessaty though some modules requite that others be in place to fully
utilize the functonality provided. This modular approach allows governments to
selectively implement ERP functionality based on priorities, funding availability,

 and staff availability to implement and support the system. The entite ERP

solution may be built on a “piece-meal” basis. Additionally, the government can
substitute a thitd patty solution in lieu of the ERP module if necessary to meet the
government’s functional needs.

Advanced Reporting Tools

ERP systems typically provide a suite of ad hoc reporting /query tools to allow
propetly trained end users to develop their own custom reports. Electronic report
routing capabilities are often provided with some of the systems.

Security

ERP systems provide a robust security function across all ERP modules, including
role-based secutity, screen and field level security, and a comprehensive testing
progran to detect and correct potential security weaknesses.

March 7, 2005

Page 12




State of Wisconsin

Enteiptise Resource Planning
System Feasibility Study

Auntomated Workflow and Approvals

ERP systems provide automated workflow capabiliies that support electronic
document routing, review and approval, provides for inquities on document
status, and an efficient document filing and retrieval process. Automated
wotkflow also facilitates the implementation of a “paperless” envitonment.

Automated workflow eliminates “paper document shuffling” and oftentimes
reduces the layers of approval.

Drill-Down Capability

ERP “drill-down” capabilities allow an end user to drill down on a field on 2
screen ot repott through successively lower levels of detail all the way to the initial
entry source document.

Comprebensive Andit Trail
ERP systems provide on-line access to a comptehensive history of all changes
made to a record in the system.

Flexible Chart of Accounts

The flexibility provided by the chart of accounts is the greatest factor ‘in

determining the usefulness of a financial system. ERP systems provide for a

flexible and customizable chart of accounts structure that is supported by

relational database technology, sophisticated ad hoc repotting tools to improve
" financial and budgetary teporting, and minimization of the proliferation of

“shadow” systetns across state government.

Desktop Software Integration _

ERP systems provide the ability to easily extract data from the ERP software into
common desktop “office suite” applications such as the Microsoft Office suite for
data manipulation and analysis. Most ERP software also support the import and
export of data to/from the ERP system; this can facilitate the uploading and
downloading of information from different systems or soutces.

Electronic Data Interchange (EDI)
ERP systems ate designed to suppott popular EDI standards and technologies:

¢ UN/EDIFACT
¢ ANSIX12

¢ Internet EDI

¢ EDI/XML

¢ Web Setvices
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Remote Access

As ERP functionality matures, the need will atise to grant access to those not
considered traditional users of ERP systems — vendors, mobile managers, staff
working on specific grants, and all employees for self-service functions to name a
few. A web-based system facilitates providing this access at a lesser cost to the
State.

FUNCTIONAL SCOPE

An ERP system is a suite of fully inteprated software applications that are used to
perform administrative business functions such as financial accounting,
procurement, and personnel administration. What distinguishes ERP systems
from “stand-alone” best-of-breed administrative software solutions is the
integration that allows for more efficient processing and eliminates redundant data

entry.

The functionality provided by ERP systems is usually provided in major groupings
or modules. Modules include: Human Resoutces/Petsonnel/Payroll, Core
Financials, etc. Additionally, certain features such as automated workflow,
security, reporting, and the development toolset cross all functional modules.

ERP FUNCTIONALITY COMPONENTS

: Goneral Ledger -, e
{inciudes Budgetary Control and Chart of Accoun

The following functional modules of an ERP system were included in the scope of
this study, including:

Financial Management

General Ledger

The General Ledger is an integrated central repository of statewide financial data.
Numerous types of financial transactions are recorded in the General Ledger, both
directly and through data received from other ERP modules as well from
interfacing external systems. The General Ledger is the key module used in
financial reporting. The chart of accounts is established and maintained in the
General Ledger. Additionally, budgetary control is established and enforced
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through this module. Traditionally, this module is implemented first as most other
modules require some interaction with the General Ledger.

Additionally, the Genetal Ledger provides:

¢ Basic fund accounting;

¢ Corrective and/or adjusting journal entries;

¢ Interfund/interagency transaction processing;
¢ Month-end and year-end cfosing;

¢ State and federal reporting;

¢ Budget maintenance and monitoting;

4+ DBudget adjustments;
L 4

Governmental Accounting Standards Board (GASB) Statement No. 34

compliance;
+ Cost allocation; and

¢ Labor distribution.

Accounts Payable

The Accounts Payable module addresses the vatious means by which the State
pays for goods and services. The module is used to record liabilities and
payments. The automated matching process takes place in this module. Before a
payment Is processed, a successful “match” must be completed and sufficient
budget must exist to cover the payment. The Accounts Payable module shates the
vendor file with the Putchasing module. Additional functionality provided by this
module includes:

¢ Invoice processing;
¢ Automated matching process (purchase order, receiving report, invoice);

¢ Payment processing (discounts, holds, watrant/check printing, ditect deposit,
and handling);

4+ Automated bank reconciliation;
4 Electronic funds transfer;
¢ Form 1099 processing; and

¢ Employee reimbursement.
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Accounts Receivable and Billing

The Accounts Receivable module is used to record receivables and payments
received against specific customer accounts. Billing functionality suppotts the
processing of billings and generation of new receivables. Most systems also
provide functionality to support the collecton process (e.g., dunning nofices).

Cash Receipting
'The Cash Receipting module suppozts cash drawer and lockbox processing. This
module is typically designed to work with industry-standard thitd patty cash
register products.

Asset Management

The Asset Management module is used to capture and maintain information
associated with the government’s leased, capitalized, and non-capitalized assets.
Information maintained in this module includes acquisition cost, asset type,
location, asset description, model numbet, serial numbet, insurance information,
and replacement cost. Depreciation schedules ate used to maintain curtent asset
value.

Specific areas of functionality include:

¢ Asset creation,

+ Asset maintenance (including transfers),
+ Asset depreciation,

+  Asset disposal, and

4+ Asset retitement.

Grant Accounting / Management

Basic Grant Accounting modules suppott the establishment of a grant budget, and
the recording of expenditure activity against the grant budget and pre-defined
grant budget categories. These modules also allow for the reporting of grant
activity by period or over the life of the grant award.

More sophisticated Grants Management modules are just starting to make their
way into the governmental ERP matketplace. These modules allow for the
recording of detailed information about each grant, grant application activity, as
well as grant drawdown activity.

Project Accounting

Project Accounting modules address the recording, tracking, and repotting of
financial data for projects and contracts. These modules typically address the key
processes for operating and capital projects, including budget development,
project development, execution, and the project close process.
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A soclates

Project Accounting modules typically support the establishment of a project
budget (which is typically linked to a funding souice), and the recording of
expenditure activity against the project budget (by pre-defined project task or
activity). These modules also allow for the reporting of project activity by petiod
ot ovet the life of the project.

Purchasing / eProcurement

The Purchasing module provides traditional procurement functions such as
requisitioning, solicitations, purchase order processing, contract management, and
goods and/or setvices receipt. Vendor and commodity maintenance is also
addressed in this module.

New state-of-the-art eProcurement technology supports web-based vendor
registration, on-line catalog procurements, web-based solicitations, and reverse
auctions.

Budget Development

The Budget Development module enables the development of the State’s budget
at the agency and the statewide (appropiiation) levels. Budget Development
integrates with both human resources to facilitate salary projections and general
ledger to upload budgetary data for budgetary control. This module is intended
to support the analysis of histotical expenditure and budgetary data, allow “what
if”” analyses, salary and position budgeting, salaty projections, and other types of
forecasting.

Budget development functionality .required by sophisticated governments has been
the “weak link™ in ERP systems to this point, so many governments address theit
budget preparation needs through electronic spreadsheets or third party budget
development applications.

Human Resonurces

Personnel Administration

The Personnel Administiation module provides for the maintenance of personnel
information pertaining to each employee from application through retirement.
This information includes the following:

+ Basic demographic and address information,

Fmergency contact data,

¢
¢ Orpanizational and funding source data,
¢ Employment history, and

¢

Personnel actions (demotion, promotion, salary increase, leave without pay).
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Position Control

The Position Control module supports the maintenance of all budgeted and
authotized positions. More specifically, position control allows users to perform
the following tasks:

¢ Provides edits to ensure that no personnel action can take place without an
available qualified and active position,

¢ lracks and reports budgeted, filled, frozen and vacant positions,
¢ Links positions to a funding source, and

¢ Links positions to required skills, certifications, etc.

Compensation
The Compensation module enforces the administration of the State's rules for
calculating pay. In addition, this module includes specific functions as follows:

¢ Maintains effective salary dates,
¢ Calculates future pay increases,
¢ Calculates additional pay based on flexible, user defined critetia,

¢ Calculates step, increment, and percentage pay increases for all or a group of
employees,

¢ Projects costs for future fiscal years, and

¢ Provides analysis of compensation by Chart of Account element.

Payroll

‘The Payroll Module provides for the calculation, production, and distribution of
payroll wartants and the processing of direct deposits. In addition, this module
provides the following additional functionality:

¢+ Maintains salary, deduction, and pay history and totals by employee and fund,

¢ Complies with State and TFederal payroll tax withholding and reporting
requirements,

¢ Supports retroactive and manual payments, and various pay cycle frequencies,

¢ Calculates benefit deductions based on rules specified in Benefit
Administration module, and

¢ Calculates pay based on user-defined ctiteria (pay status, overtime rules, etc.).

Payroll modules in some ERP systems now provide employee travel
reimbursement processing as well.
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Time Reporting and Employee Leave Accounting
Time Reporting addtesses the administration of the State's rules for captuting and
calculating time. This module includes these functions:

¢ Supports positive and negative (exception) time entty,

¢ Provides on-line time entry and the charping of time to pre-defined Chart of
Accounts elements,

¢ Calculates overtime hours and eligibility,
¢ Suppotts flexible definition of shift and work schedules, and
¢ Provides flexible workflow for review and approval of automated timesheets.

Leave Accounting addresses the administration of the State's rules for granting and
using the vatious types of employee leave. In addition, this module provides the
following features:

¢ Calcilates leave eligibility and leave availability,

¢ Allows employees to request leave on-line with automatic routing for approval,
¢ Notifies employees of leave that will be lost or automatically paid,

¢ Integrates leave types with Benefits Administration and Payroll, and

¢ T'racks leave taken, leave lost, and leave payments by leave type and reason.

Benefits Administration

The Benefit Administration module supportts the comprehensive administration of
multiple employee benefit, retirement and insurance plans. In addition, this
module addresses the following functionality:

¢ Maintains multiple eligibility rules,

¢ Maintains eligibility dates for different plans based on different rules,

¢ Tracks eligibility and entollment of dependents,

Maintains beneficiary information,

Calculates employer and employee costs,

Provides on-line (Web based or kiosks) and telephone benefit enrollment,
Interfaces with benefit providers and third party administrators, -

Provides functionality to ensure compliance with COBRA requirements, and

e ¢ o ¢ + o

Tracks information related to FIIPAA requi;:ements.
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Applicant Services
This module provides functionality to suppott the application process associated
with a new job posting. Additionally, this module includes these capabilities:

¢+ Manages recruiting of both internal and external candidates,
¢ Manages testing requirements and results,
¢ Suppotts the submittal of applications and resumes through the web, and

¢ Supports compliance with civil service requirements.

Training and Employee Development
Training and Employee Development addresses the' management of employee
training and skills. Additionally, this module includes the following capabilities:

¢ Provides standard career development curriculum based on position, skill
category, and other criteria,

¢+ Allows employees to request training on-line and route request for appropriate
‘approvals,

¢ Records training session attendance, grades, costs, certifications, ete.,
¢ Tracks classes and coutses needed for career / job progression planning, and

¢ Tracks training class prerequisites.

Employee Self Service

Employee self-service allows State employees to perform common functions
previously performed by human resources and payroll statf through a web browser
ot kiosk after entering their authorized user IDD number and password. Some
functions typically accessed through the web by State employees include:

Viewing pay stub and withholding information,

Changing basic employee information (e.g. address change),
Changing benefit options,

Checking leave balances and requesting time off,

Checking the status of the travel reimbursements, and

& B & & & &

Registering to attend a training course.
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System-Wide

Security
Secutity is used to regulate who has access to what information. ERP systems
typically offer a comprehensive secutity function that provides fot:

User log-in

Row level (record) secarity

Data field level security

Restricted access to specific screens or processes

Object sécutity

* o © ¢ © @

User group secutity

Workflow :

Workflow allows for the establishment of business rules, roles, and routings that
ate used to route electronic documents (e.g., purchase requisition, timesheet) to
proper supervisors and management for approval. It should be noted that
workflow functionality is being used in a very limited manner in the public sector
because it is typically complicated and expensive to configure. Governments most
often use workflow in conjunction with procurement processes. Workflow
facilitates an organization’s transition to a “papetless” environment. To work
propetly, Workflow typically requires extensive configuration and a depree of
standardization of approval processes across the enterprise. For this reason, it is
best to limit the numbert of workflows to be implemented.

Reporting
ERP systems typically provide a suite of reporting tools that are used to develop
ad hoc reports and on-line queries.

Development Toolset

FBach ERP vendor provides a suite of tools that are used to configure, custommize,
troubleshoot, and maintain the application software. The toolset is usually
proprietary to each specific vendor.

This study excluded the Inventory and Fleet Management modules because (1) an
enterprise-wide business need did not exist for the functionality, and (2)
commercially-available “best of breed” solutions exist for these functional areas
that provide robust functionality at a reasonable cost to implement and maintain.
Should the State proceed with the acquisition of an ERP system, favotable terms
and conditions can be negotiated for these ERP modules. Brief descriptions of
these modules are provided below:
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Inventory

The Inventory module supports the establishment, storage, tracking, and disposal
of inventory items, automated inventory replenishiment at pre-defined reorder
points, and recording of all inventory activity, The Inventory module is typically
inteprated with the Purchasing and Accounts Payable modules, and checks the
General Ledger for funds availability when replenishing goods in inventory.

Fleet Management

Fleet management functionality has just recently become an offering of ERP
vendors, 'I'raditionally, this functionality has been provided by specialized “stand
alone” software applications. Fleet Management functionality includes asset
identification, patts inventory maintenance and processing, and work order
processing. Mote advanced applications also provide fuel supply management,
driver licensing, accident tracking, and risk management functionality.
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18 Assoolstes

Key Assumptions

GENERAL

Following ate general assumptions used in this study.

+

The University System is excluded for all purposes of the study, except for
strategic sourcing. We have included the University expenditutes in our
calculations associated with leveraging spend.

For estimating some suppott costs, it is assumed that a full time equivalent
number of hours per year for a contractor is 1,920 (2,080 hours less ten days of
vacation and ten days of holidays}.

All amounts are in cutrent dollars (i.e., ho adjustments have been made for
inflation).

With the exception of strategic sourcing, this report includes system savings
and value pockets from DOT, DNR, DOC, DOA, DWD, DOR, and DHFS.

" These seven agencies represent 86% of the total State budget. Al other

agencies represent the remaining 14% of the budget. Savings for the agencies
not surveyed were estimated by extrapolating the savings amounts identified by
the seven agencies.

The duration of the ERP implementation will be 3.5 yeats ot 42 months. The
Procurement modules will be implemented duting the first 18 months.
Implementation of the Financial Management modules will begin twelve
months after initiation of the Procurement phase and continue over the
following 18 months. Implementation of the Human Resoutces and Payroll
modules will begin twelve months after initiation of the Financial Management
phase and continue over the following 18 months.

The planning schedule contains a Year 0 (fiscal year ending in 2005). This year
was included to allow the State to plan for and select the ERP systetmn.

To add a degree of conservatism, it is assumed that a six-month stabilization
period will be required after each eighteen month deployment before
significant process saving will be realized. Therefore, no systems savings were
projected, during Years 0, 1, or 2 (FY2005 through FY2007). The first process
savings are projected to begin in FY2008 for Procurement. Financial

improvements begin in FY2009, and Human Resoutces improvements begin
in FY2010.

Savings from the elimination of existing and planned systems are assumed to
begin with the completion of the Thase 2 Financial Management
implementation. Although some existing systems may teplicate functionality -
of the new Procurement modules, ties between cutrent procurement systems
and related financial systems would likely delay elimination of those systems
until the Financial implementation is complete.
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COST ESTIMATES

Following the completion of the Financial and HR/Payroll implementations,
we have “phased in” the savings by assuming that no costs would be

eliminated in the twelve months of production. In subsequent years, we
assumed that 100% of the costs would be eliminated.

State personnel costs include a 35% load for employer-supplied benefits. No
load was added for conttactor costs.

Tax systems maintained by the Department of Revenue as well as refirement
and other benefits administration systems maintained by the Department of
Employee Trust Funds are excluded from the functional scope of this study.
Automated intetfaces between these systems and the ERP system will be built.
The State should explore the use of the benefits administration self-service
functions in the new ERP System in order to improve process efficiency and
custotner service.

Following are the primaty assumptions used in estimating the cost to implement
and maintain a statewide ERP systern,

¢ ‘The ERP system will be implemented in three phases covering an estimated

total of 42 months (3.5 years):

¢~ Phase 1: The Procurement modules will be implemented in the first 18
months.

¢ Phase 2: Implementation of the Financial Management modules will
begin twelve months after initiation of the Procurement phase and
continue over the following 18 months. -

e Phase 3: Implementation of the Human Resources and Payroll.
modules will begin twelve months after initiation of the Financial
Management phase and continue over the following 18 months.

¢ Although the system will be implemented in three phases, it is assumed that

one suite of ERP modules will be selected at the beginning of the project to
address all Procurement, Financial Management, and HR/Payroll needs. State
management has expressed a desire to select one system but only purchase the
modules as the respecive implementation phases begin. As such, the
estimated software license cost of $8 million has been divided equally over
Years 1, 2, and 3 of our analysis.

Prior to the aforementioned phases, the planning schedule contains a Year 0
(fiscal year ending in 2005). During this time period, it is assumed that the
State will move forward with procuring. ERP software and associated
implementation services (e.g., develop an RFP, develop a vendor evaluation
process, develop vendor demonstration scripts, etc.), and will perform certain
activities that will help the State prepare for implementing an ERP system,
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should the State decide to move forward with implementing ERP.

¢ It is assumed that the same version of the selected software will be
implemented for all modules over the 42-month project petiod (i.c., there will
be no interim upgrades to previously implemented modules).

¢ A technical upgrade (ie, no significant additional functionality will be
implemented) will occur during Year 6 of the project.

¢ An average houtly, expense-loaded rate of $220 is assumed for all contractors.

¢ The implementation work effort will be allocated as follows: 60% State
resources and 40% contractor resources.

¢ The hours for State employees are treated as a separate categorty below
(i.e., the asswmptions only apply to contractors, unfess otherwise
indicated).

PROJECT MANAGEMENT

This cost category includes the contractor/consultant effort involved in:

[

¢
¢
4

Creating the overall project plan;
Managing the overall project;
Creating status reports; and

Reporting to the executive steering comrnittee.

- INDEPENDENT PROJECT QOVERSIGHT

Year 0

As indicated above, it is assumed that in Year O the State will rnove forward with
procuring ERP software and associated implementation services (e.g., develop an
REP, develop a vendor evaluation process, develop vendor demonstration scripts,
ete). During this period, certain activities will be performed that will help the
State prepare for implementing an ERP system, should the State decide to move
forward with ERP. Presented in the table below ate tasks that could be petformed
during Yeat 0 and the possible consultant’s role in petforming each task:

| Desctiption of Consultant’s Role

Facilitate discussion of existing coding
document shortcomings and perform | block, documentation of coding block
“clean-up” activities (i.e., clean-up and its deficiencies, and management
object codes) of “clean-up” activities

Develop requirements for inclusion in | Lead wotk sessions with each
REP functional team to develop
requirements for inclusion in the RFP.
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Provide assistance in support of

funding efforts

Suppor the Department on legislative

and funding issues on an “as needed”
basis.

Desctiption of Consultant’s Role

Development of evaluation process
and evaluation guide

Facilitate development of an
evaluation guide that will addtess the
evaluation process to be followed,
evaluation criteria, scoring system, and
roles and responsibilities of evaluation
commimittee members.

Development of Request for
Proposal(s)

Lead the development of the Request
for Proposal(s) for acquiring ERP
software and implementation services.
The RFP will contain the key
information necessary for vendors to
prepare a comprehensive tesponse
including background, information
regarding current environment,
requitements, schedule of activities,
terms and conditions, etc.

Development of demonstration
evaluation scripts

Facilitate development of
demonstration scripts that will be
provided to the vendots so they can
structure their software
demonstratons.

ERTP / Change Management Ttaining

Work with project management to
develop and present an overview of
ERP software, how it will impact the
State’s business processes and staff,
and provide an initial discassion on
organizational change managetment.

Data cleansing activities

Function in a facilitation role and
provide project managernent to ensute
this task is completed as appropriate
and on a timely basis.

Development of existing reports
inventory

Assist project management in
developing the standatds / format to
be used in documenting existing
reports.

Development of project risk
assessment methodology and initial
risk management plan

Develop the risk assessment
methodology and tools to be utilized
for the project.
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Years 1 -4

It is assumed that one FIE would perform the oversight role in Yeats 1 and 4.
"Two FTEs would be needed for oversight throughout Years 2 and 3 due to the
increased project activities associated with overlapping implementations of
Procurement and Financials in Year 2 and Financials and HR/Payroll in Year 3.
An average hourdy rate of $200 is assummed for all oversight hours.

SOFFWARE CONFIGURATION AND PROCESS REENGINEERING

"This cost category includes the contractor/consultant effort involved in:

¢ Reviewing the “As Is” process documentation

¢ Developing “Yo Be” processes in keeping with the processes embedded in the
selected ERP software

¢ Configuting the ERP softwate in accordance with the defined “To Be”
PEOCCSSBS

4 Detforming configuration unit testing and assisting in integgation, system, and
stress testing

WORKFLOW CONFIGURATION

This cost category includes defining the State’s workflow business rules and
configuring the ERP system’s workflow functionality in accordance with those
rules. Included are the hours necessary for analysis, design, construction, testing,
and moving the technology into the production environment.

CUSTOM DEVELOPMENT

Interface Development

This cost category includes the entite effort required to develop an
interfaced/integrated environment, which would include the ERP system, the
State’s legacy systems that remain, and the systems of entities external to the State.
This effort includes analysis, design, construction, testing, and moving the
interfaces into the production envitonment. The State intends to leverage its
investment in the enterprise service bus (ESB) to facilitate integration with the
State’s legacy systerns and other external systems

Software Modification

This cost category includes all the effort necessary to develop
modifications/enhancements to the ERP system in order for the ERP system to
meet the State’s business requirements (i.e., analysis, design, construction, testing,
and moving the modifications/enhancements into the production environment).
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Report Development

This cost category includes all the effort necessary to develop the repotts necessary
for the ERP system to meet the State’s business tequirements (i.e., analysis, design,
construction, testing, and moving the repotts into the production environment).

Data Conversion / Loading

This cost category includes all the effort necessaty to convert/load data into the
ERP system (ie., analysis, design, and construction- of the conversion/loading
ptogratms, testing, and getting the necessary data loaded into the production
system). The manual data loading effort is also included in this category.

CHANGE MANAGEMENT & DEPLOYMENT

This cost category includes the effort required to work to build executive
sponsorship, and to create and manage communication regarding the initative.
The category also includes the effort required to suppott the agencies duting the
deployment of the ERP system.

TRATNING AND DOCUMENTATION

Project Team Training

This cost category includes the expenditures necessaty to train the project team. It
is assumed that the State will pay for the project team to attend classes given by the
ERP vendor rather than having the training delivered on a per-hour basis.

»

End-User Training and Documentation

'This cost category contains the effort for contractors/consultants to develop end
uset training matetials based on the “TI'o Be” process designs, to train the State
trainers to assist in delivering training to the end usets, and to assist in delivering
the training..

It is our understanding that the State will investigate ways to deliver cost-effective,
on-demand training by leveraging its investment in online training by providing
training resources through the Virtual University.

INFRASTRUCTURE DEVELOPMENT AND PROJECT SUPPORT

This cost category includes the cost of resoutces to:

¢ Install the ERP hardware

¢ Apply updates/patches to the ERP softwate duting the implementation period
¢ Install the ERP software

¢ Control the movement of software configuradon changes through the
development environment and into the production environtent

' ¢ Direct system stress (L.e., volume) testing
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¢ Tune system performance
¢ Assist in developing procedures for ongoing system operations
POST-IMPLEMENTATION SUPPORT

We are assuming the implementation contractor will stay on to provide post-
implementation support six months after each phase goes live.

STATE EMPLOYEE IMPLEMENTATION COST

 Year 0
The number of State employee hours was estimated by STA based upon STA’s
expetience with similar efforts.

Years 1 -4

It is assumed that the implementation wotk effort will be zllocated as follows: 60%
State resources and 40% contractor resources. These resources would be involved
in activities relating to all of the cost categoties presented above, including
deployment. We also assumed that only 60% of the State positions would be
backfilled at an average houtly rate of $§42.19 ($65k salary; 35% benefits; 2,080
hours per year). Backfilling will begin six months prior to the beginning of each
project phase.

APPLICATION SOFTWARE LICENSE AND SOFTWARE MAINTENANCE FEE

The software license and maintenance fee was estimated based upon STA
expetience.

ALL OTHER (FACILITTES, ETC.)

We are basing the estimate for the project team facilities and infrastructure on STA
experience with similar projects. This cost category also contains a $5 million
contingency allotment.

ANNUAL OPERATING COSTS (DATA CENTER)

It is difficult at this stage of the initiative to estimate with any precision the annual
cost for this category. The estimate is based on the $2.5 million per year that the
State of Pennsylvania pays for hardware (setvers, opetating system, network,
switches, and firewalls, as well as hardware warranties). That amount was adjusted
pro rata for the State of Wisconsin’s smaller size in terms of number of employees
($2.5MM x 36k WI employees / 83k PA employees = $1.1MM).

ONGOING SUPPORT / OPERATIONS

Help Desk/Functional Support

It is assumed that only State resources will fill the positions covered in this cost
category.  In developing estimates for this (and all of the Ongoing
Suppott/Opetations sub-categories), we took into consideration the staffing levels
of other states and STA’s prior ERP experiences. Also, the assumption was made
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that the best and brightest from the ptoject implementation team would fill these
Ongoing Support/Operations positions.

It is assumed that 11 FIEs will support the HR/Payroll functional atea and 11
FTEs will suppost the Financial/Ptocurement areas. It is also assumed that 70%
of these resources will be centralized, and the remaining 30% will be housed in the
business-unit agencies.

Technical Operations and Support

It is assumed that only State resources will fill the positions covered by this cost
categoty.

"This cost category includes all activities to support the technical environment (e.g.,
hardware operation and maintenance, the application of software patches/fixes,
moving development items into the production environment, etc.) The category
also includes resources necessaty to suppott the system interfaces and
modifications/enhancements.

We are assuming that 15 State FTEs will be required to provide ongoing technical
operations and suppott.

Ongoing Training

We are assuming that 3 FTEs will be assigned to Financial/Procurement training
once that functionality has gone live. Three (3) more full-tithe trainers will be
added to handle the HR/Payroll areas once that functionality has gone live. The
training team will be supplemented, at titmes, by the ongoing functional and
technical support personnel. Virtual University may also provide a cost-effective
means to deliver on-demand training for end-users.

UPGRADE IN YEAR 6

For the purpose of our analysis, we are assuming the number of contractor houts
that will be required for the upgrade will be 15% of the hours requited for the
initial implementation. '
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Approach

HIGH-LEVEL TASKS

As stated in the Execntive Sunmmary, the ERP System Feasibility Study included the
tollowing high-level tasks, the results of which are summarized in this repott to the
State’s Chief Information Officer (CIO):

¢
¢

¢

¢

Conducted initial planning sessions to confirm overall project scope;
Reviewed and evaluated statewide administrative systems cutrently in use;

Reviewed documentation of the State’s hardware/systems infrastructure for
potential of existing technology to support o integrate with ERP solutions;

Conducted interviews with key administrative systems stakeholders at the
enterprise-level and the largest user agencies, and documented results as
support for our recommendations;

Developed an “As Is” vs. “I'o Be” business model that documents those
systems that would be replaced/potentially be replaced by a statewide ERP
systemy

With assistance from State staff, quantified the major areas of savings and
efficiencies to be detived from business process improvements associated with
the implementation of a statewide ERP system;

With the assistance of State staff, gathered high-level information on the costs
of current systems, including full-time equivalent (FTE) positions involved in
the use and support of each major system that would be replaced by a
statewide ERP system;

Calculated and documented the estimated costs of implementing and
maintaining a statewide ERP system; and

Prepared this written report documenting the results of our study.

INFORMATION-GATHERING PROCESS

Using its proven ROI Methodology, STA held meetings with key statewide and
user agency stakeholders and subject matter experts (SMEs). Due to the short
timeframe mandated for completion of the study, we focused our information
gathering on the following agencies due to their size and complexity:

* Department of Administration (DOA)
*  Department of Corrections (DOC)
®  Department of Health and Family Services (DHES)

®  Department of Natural Resources (DNR)
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Department of Revenue (DOR)
Department of Transportation (DOT)

Department of Worlsforce Development (DWD)

Additional meetings were held with the Department of Employee Trust Funds
(ETE) to discuss how theit role in administering employee tetitement and other
benefit programs would impact the implementation of a new ERP system, and
with the Office of State Employee Relations (OSER) to discuss their role in
supporfing user agencies in human resource management.

Meetings were conducted on the following topics:

Project kick-off meeting and briefings with project sponsors

Roundtable discussion on human resources and payroll business processes
with DOA and OSER SMFs

Roundtable discussion with DOA. SMEs on State budget operations and
position control

Roundtable discussion with State Controller’s Office and other DOA
SMEs on statewide financial management operations and systems

Overview of financial management and budget opetations and systems
with SMEs from:

s DHFS
¢ DOR
o DWD
« DNR
e DOT

Overview of central payroll and position control processes and systems
with SMFEs from DOA

Roundtable discussion with user agency human resources and payroll
business process owners from:

e DNR
e DOA
¢ DOT
¢ DOC
e DHIEFS
o DWD
s DOR
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Roundtable discussion with DOA procurement business process owners

Roundtable discussion with user agency procuremnent business process
owners from:

» DNR
e DOA
o DOC
* DHEFES
» DOR

Roundtable discussion with Office of State Employee Relations regarding
State human resources management business processes

Discussion with Department of Employee Ttust Funds tepresentatives
regarding the State’s employee retirement and othet benefit programs and
associated systems

Discussions with Enterpnse Technology staff that suppott existing
statewide enterprise applications

Discussion with DOC information technology executive management

Meeting participants included:

Alice Morehouse — DOT Budget Director

Anthony Timmons — DOR Acting Director Financial and Management
Setvices Bureau

Bill Komarek — DWD Director, Human Resource Services Bureau

Bill Nash — DOA Assistant Director, Bureau of Development and
Operations

Bill Raftery — DOA State Controller
Blanca Rivera — DNR
Bob Halverson — DOA State Controller’s Office

Cheryl Anderson — DHES Ditectot, Bureau of Personnel & Employment
Relations

Cindy Dombrowski — IDOA Budget Analyst

Dan Caucutt — DOA Budget Office, State Government Opetations Team
Leader

Dana Denny — OSER

Dave Hintichs — DOA Deputy Administrator, Division of Entetprise
Technology
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Dave Schmiedicke — DOA. Administrator, Division of Executive Budget
and Finance

Deboeta Martinelli — DNR Director, Bureau of Human Resources
Demetri Fisher — OSER

Earl Fischer — DOC Administrator, Division of Management and
Technology

Elaine Gerber — IDOA Central Payroll Section Chief
Greg Smith — DWD .
Jan Hamik -- DOA Administrator, Division of Administrative Setvices

Jane Pawasarat — DOA Ditectot, Bureau of Procurement, Division of
State Agency Setvices

Jean Nichols — DOC Ditector, Buteau of Personnel and Human
Resources

Jetf Andetson — DOA State Controller’s Office
Jennifer Padden — DHES

Jenny Kraus — DOA Deputy Administrator, Division of Executive Budget
and Pinance

Jetry Salvo —DOC Director, Buteau of Finance and Administrative
Setvices

Jim Langdon — DOA Deputy Administrator, Division of State Agency

Setrvices

Jim Pankratz — OSERJon Kranz — Employee Trust Funds

Katen Timberlake — OSER Ditector

Kathy Skiera — DOA Applications Section Chief

Kipp Sonnentag — DWD Director, Bureau of Finance

Kirbie Mack - Administrator, Division of Enterprise Services

Leeann White — OSER |

Matilyn Klement — DOA State Controller’s Office

Matt Miszewski — DOA. Administrator, Division of Enterprise Technology
Mike Corbett — DOA Applications Section Chief

Mike Pohlman — DOA Ditector of Procurement, Division of
Administrative Services

Pat Fatley — DOA Administrator, Division of State Agency Services
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. Pat Lashore — Director, Budget and Strategic Services Bureau
®  Patricia Almond — OSER

% Paul Breen — DNR

x  Peter Olson — DOA Ditector, Buteau of Personnel

®  Sari King — DOA Assistant Administrator, Division of Enterprise
Technology

= Scott Thompson — DOR

*  Scott Thotnton —IDOA State Controllet’s Office

*  Sue Reinardy — Administrator, Division of Management and Technology
» Susan Christopher — DOT Ditector, Human Resoutce Services Bureau

*  Thomas Smith - DWD Direttor,.Buteau of Budget and Planning

FINANCIAL ANALYSIS PROCESS

The Financial Analysis evaluates the costs of acquiring, implementing and
operating a new statewide ERP system against the benefits yielded by the ERP
Systemn once implemented. These benefits include:

¢ Retiring multiple current administrative systems and their associated computer
infrastructure, often built on obsolescent technology;

¢ Avoiding the cost of new enhancements or upgrades to the multiple aging
applications;

+ Avoiding the cost of implementing additional new administrative systems now
not needed;

¢ Realizing savings from business process improvements facilitated by the new
ERT software system; and

¢ Reducing business risk through using adoption of industry-standatd platforms
and technology.
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ERP CosTs ERP BENEFITS / SAVINGS

» Upgtades e Benefits / Savings from

] Syster Saviugs:
P t M t ©
* Project Managemen ® Replacing/Retiting Current

) Systetns
s Implementation
< vs. ]® NotImplementing Planned /
® Software Anticipated Systems
¢ Hardware Risk Reduction:

* Business Continuity
¢ Ongoing Operations

Process Inmprovemsents:

Process Improvements

Each of the components of the Financial Analysis depicted in the diagram above
(ERP Costs, System Savings, Risk Reduction, and Process Improvements) is
discussed below.

ERP Costs

Based on prior experience in working with other large enterprise state and local
government ERP projects and our ERP cost-estimating model, STA provided an
estimate of the acquisition, implementation, and operating costs associated with a
new ERP system.

System Savings

STA collected the estimated operational and maintenance costs for existing
administrative systems that would be replaced by the new ERP system, and costs
related to anticipated systems that will no fonger be necessary. The estimates were
collected through the meetings listed above and through responses to a survey by
the participating agencies. ' 7
Risk Reduction

The category of “Risk Reduction” includes those factors observed as potential

tisks to project success. These risks are not included in the Finandal Analbysis
section, but ate documented in the Rirks and Lessons Learned section of the report.

Mazrch 7, 2005

Page 36




State of Wisconsin

STA

Enterprise Resource Planning -
$al ;aggio Teal & Assaciale_'f

System Feasibility Study

Process Improvement

STA also determined the expected business process improvements that the new
system could reasomably be expected to generate. The participating agencies
supported these efforts by providing specific metrics that drive the savings
calculations. In its methodology, STA calls these process improvements Falue
Pockets™ since the value to be realized from the improvements are generally
concentrated in a number of areas or “pockets” within the system. Locating and
quantifying these Value Pockets was a critical step in thoroughly evaluating the
ROI associated with the new ERP systein.

‘Through meetings and analysis of findings, STA also documented a number of
process improvements and efficiencies that will provide significant benefits to the
State but whose value is not quantifiable and/or cannot be validated. Benefits like
these are substantial and will result in tangible savings, although they may be
difficult to quantify.

After gathering this information, STA petrformed financial analysis using common
investrnent factors based on an eleven-year planning petiod. The results were
validated with executives and staff at DOA and are presented in this repott.
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Study Findings

COMPARISON OF “As-15 vs, “T0-BE” SYSTEMS ENVIRONMENTS

The following “As-Is” vs. “T'o-Be” Systetns Environment diagrams were created
from interviews with subject matter experts and from systems survey responises
from the seven agencies included in the Study.

All administrative systems teported in the systems surveys were included in the
diagrams. Central systems of the State were grouped by major function. Agency
systems were grouped by agency. Systems in the “As-Is” diagram wete noted as to
the likelihood that they could be replaced with ERP functionality. In the “To-Be”
diagram, those disparate systems that can likely be replaced by inteprated ERP
functionality were grouped together as being replaced by either Financial o
HR /Paytoll and the corresponding ERT reporting tools.
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GENERAL FINDINGS

All findings not specific to process improvement, financial analysis, or headcount
reduction are included as General Findings. These findings are described below:

1.

Numerous stand-alone systems maintained at the entetptise level and in
specific user agencies are required to meet the State’s administrative business
needs. Cutrently, there are more than thitty-eight (38) systems that support
human resources and payroll administration, and more than fifty-nine (59)
systems that suppott financial management areas.

The State currently has no enterprise-wide procurerment, asset management, ox
human resources systems in place.

The State does not cutrently have the ability to track State, University, and
municipality spend on goods and setvices at the commodity level other than by

tequesting that the user otganizations and/or vendors manually submit the

requested spend data.

Without a statewide asset management system in place, considerable effort is
required to compile fixed asset data required for statewide financial reporting
purposes. ‘The State Controller’s Office must rely on its user agencies for
compiling and validating much of this data.

A review of previous procurement studies noted that:
+ High-dollar purchases are being made off-contract;
¢ Overlapping contracts are being used for identical goods; and

¢ Multiple contracts exist with same vendor.

The procurement process is predominately a2 manual process. Agency'~speciﬁ_c
purchase requisitioning/ordering systems exist {e.g., Purchase Plus, Rapids,
Tips) that feed WiSMART through an interface.

The technology of the State’s administrative systems is dated. Some of the
systems are twenty (20) to thirty (30) years old, and as a result:

¢ It is often difficult to modify the systems as the changes require “hard-
coding” (i.e., changes must be made to the actual computer code instead of
simply changing data table entries to make -the changes as is the case in
mote modern systetns);

¢ The State is exposed to significant risk (e.g., some technologies are
becoming obsolete and will eventually become difficult to replace, and it
will become increasingly difficult to find people to maintain these systems);

¢ The staff with skills that maintain these systems ate rapidly approaching
retirement; and
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10.

11.

¢ The systems are difficult to use as they lack the modern, Windows-based,
common user interfaces that system users are accustomed to using (e.g.,
etmail, office applications, Internet browsing).

The current statewide systems do not meet the user agency business needs.
Examples of these needs include budget development “front-ends”, purchase
requisitioning, position control, cost, grant and project accounting, asset
management, time scheduling and reposting, human resources admitistration,
and financial reporting. As a result of these unmet needs:

¢ The State’s business processes are less efficient and effective than they
could be.

4 Agencies continue to spend significant amounts of money on systems with

~ functionality that is contained in ERP systems — this money could be spent
toward the implementation of a single, statewide ERP system. The
numerous agency-specific systems being used to meet administrative
business requitements are included in the Comparison of ““As Is” v “To Be”
Systemes Environnzents. For example, DHFES and DOC expend approximately
$1 million petr year to maintain and suppott their shated Fiscal
Management System.

The statewide systems used for financial management (WiSMART), position
control (PMIS), payroll administration (Central Payroll System), and budget
development (State Budget System) ate not integrated. Considetable effort is
spent to keep these systems reconciled. Common edits found in ERP systems
do not exist; for example, there is no edit to ensure that employees are placed
in valid, authorized positions before a payroll payment can be generated for an
employee.

The larger agencies maintain their own time reporting systems or utilize
PTAWeb, a web-based application developed by DWD that is now being
maintained by DOA as an optional-use enterprise application. Thete ate
instances in which agencies are maintaining multiple timesheets (e.g., some
DHFS employees complete one timesheet for payroll processing and leave
accounting purposes and a second timesheet to document the tasks they are
actually working on for project and grant accounting purposes).

The State’s entetptise payroll administration system deficiencies include:

¢ The Central Payroll System does not suppott complex time repotting and
shift differential calculations.

¢ ‘The Central Payroll System is not integrated with PMIS (position control).

+ Multiple time reporting and payroll feeder systems have been developed
and ate being maintained by the user agencies, resulting in considerable
duplicate data entry, lack of electronic intetface between some systems, and
lack of enterprise data across agencies.
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¢ No ability to track historical employee data when an employee transfers
from one agency to another agency or changes classifications.

¢ Limited capacity to generate enterprise statewide human resources and
payroll reports; agencies are often required to compile data manually.

¢ Iack of data to be used for workforce planning purposes.

¢ lLack of common, sophisticated time scheduling, reporting, and
management tools have led to payment of extensive overtime to
employees. One agency interviewed incurred $25 million in overtime in
the last fiscal year when it had planned to spend less than half that amount.

¢+ Considerable time and effort is required to meet the State’s affirmative
action reporting requirements.

¢ Many routine human fesource transactions are not automated. Human
tesources staff devote considerable time to tracking paper documents and
forms — forms and processes are not standard across agencies, resulting in
some duplication of work. In addition, paperwork relating to benefits
must be resubmitted, if an employee transfers to a new agency.

¢ The State has complex human resoutces and payroll requitements
associated with its nineteen (19) bargaining unit agreements. Complexities
assoclated with collective bargaining include:

¢ Multiple rules for employee leave accrual and annual carry-forward;
¢  Multiple methods for calculating pay;

e  Multi-dimensional eligibility and pay elements;

¢ Exceptions to generally accepted federal pay practices; and

¢ Prequent changes to biennial base pay and supplemental pay changes
process with each bargaining cycle, as well as to meet federal and state
mandated changes.

Additionally, the State must have the ability to retroactively process payroll-
related financial transactions when'it takes a long period of time to agree
on a contiact.

12. Multiple asset management systems (e.g., RMS, ‘Tivoli, I'TTP, Great Plains) are
being used to meet financial reporting, asset management, and Il inventory
putposes at the user agency level; no enterprise-level asset management system
exists.

13. The State lacks the ability to provide timely and accurate statewide reporting at
the enterprise level.
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14. Multiple vendor files exist within the State. The statewide vendor file resides

15.

in WiSMART, while user agencies maintain their own vendor files as well.

The State does not maintain enterprise data on:
¢ Posidon history,

¢ Employee histoty,

¢ Payroll history,

¢+ Employee training history, and

¢ Employee grievance and appeals history.

Based on our initial high-level review of the State’s statewide and user agency-
specific functional needs, it appears that ERP software functionality is a good
fit for meeting the State’s business requirements. Though a detailed study has
not been conducted, we ate confident that an ERP system will meet the needs
we documented and can infer from our prior experience with governmental
organizations. We anticipate that Tier 1 ERP software solutions will meet 85%
to 95% of the State’s functional requirements without customization.

It should be noted that the Department of Transportation has specific project
accounting, cost accounting, and federal reporting requirements that are not
traditionally found in baseline ERP software products.

PROCESS IMPROVEMENTS

Numerous process improvement opportunitics were noted duting our study.
Major opportunities ate listed below by topic or functional area:

Staff Reductions

4

Reduction in staff effort in a number of functional/process areas due to the
adoption of “best practice” processes and standardization of business
processes and supporting technology actoss departments.

Reduction in technical/programming costs over time by making more efficient
and accutate repotting capabilities available to the end user through enhanced
ad hoc reporting and inquiry functionality.

Better management decision-making through the availability of software tools
for decision support, such as reporting, modeling and forecasting.

Reduction in staff effort and technical support through elimination of
numerous “shadow systems” in departments.

Reduction in staff effort due to elimination of duplicate data entry and related
errors as pettinent data is entered once in the ERP system and then catried
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throughout the system and updates other modules whete approptiate.

Improved data inteprity and reduction in-staff effort due to elimination of
reconciling tasks associated with maintaining duplicate data in multiple
databases.

Reduction in staff effort over time due to papetless envitonment.

Reduction in staff effort over time due to mote efficient processing and
control of documents through enterprise-wide use of workflow management
in a number of areas in the organization, which provides for electronic
docament routing, review and approval, provides for inquities on document
status, and provides a more efficient document filing and retrieval process.

Reduction in staff training costs over time through the use of a consistent
enterprise-wide graphical user interface that provides an easy-to-use, intuitive
interface and user-friendly features such as pull-down menus, point and click
operation, pop-up windows, scroll bars, radio buttons, and on-line help to
assist in the user’s leaming and ongoing use of the system.

General Ledger

+

¢

Provide for an autommated reconciliation of bank activity per the ERP system to
bank transactions received from the State’s bank accounts through automated
means.

Reduction in staff effort to petform month-end and year-end close and in
preparation of annual financial reports.

Easier and timelier access to more consistent financial information for
adiministrative end users.

Improved efficiencies in interagency transfer processes.

Budget Development

¢

Reduction in staff effort to develop the State’s budget and administer a
distributed budget process through online entry of budget, online management
of changes and online reporting throughout the cycle.

More accurate budget numbers through quicker budget review cycles and

- improved forecasting tools.

Full integration with the General Ledger module to provide validation of all
account coding block elements enteted.

Full integration with the Position Control module to provide validation of
authorized positions.
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¢ Provide for “what if” budget forecasting.

¢ Tull integration to suppott the loading of the final Authorized Budget balances
in the General Ledger module.

Accounts Payable

¢ Reduction in staff effort to process payables due to automated three-way
(purchase order, invoice, receiving report) matching process that is fully-
integrated with other impacted ERP modules.

¢ Maximization of cash flow through automatic scheduling of payments based
on due date, while also taking advantage of vendor discounts where possible.

¢ Reduction in staff effort and better management of employee teavel through
automated handling of employee travel advances and travel reimbursement.

¢ DBasic vendor information (e.g., address change) can be maintained on-line by
vendors by utilizing self-service functionality through a web browser ot kiosk.

¢ Single consolidated vendor file for purchasing and accounts payable use
reduces duplicate data entry and provides for comsistent entry of vendor
information. :

¢ Remittance advice information can be accessed on-line by vendors by utilizing
self-service functionality through a web browser or kiosk. '

¢ Vendors can inquire into the status of their outstanding payments by utilizing
self-service functionality through a web browser or kiosk.

¢ Reduction in accounts payable cycle time.

¢ Employees can complete expense reimbursement reports by utilizing self-
service functionality through a web browser or kiosk, and obtain proper
approvals through pre-defined workflow capabilities.

¢ Employees check the status of travel and expense reimbursements by utilizing
vendor payment status inquity functionality through a web browser or kiosk.

¢ Compliance with all IRS 1099 reporting requirements.

¢ Provide mechanism for “offsetting” payment to vendors that have outsténding

liabilities to the State, due to unresolved contractual problems, failure to pay
taxes, coutt-ordered garnishments, or for other reasons as dictated by State
v,
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Accounts Recetvable

+

Establish a customer file for accounts receivable that is independent of the
vendor file used for purchasing and accounts payable activities.

Customer service improvements associated with standardized billings.

Ability to charge interest against customet accounts.

Automatic generation of customer statements with invoice and interest detail.
Automatic generation of dunning notices.

Access to dunning history for each customer.

Purchasing

+

Mote competition for the State’s business through mote dynamic pricing
models (e.g., vendor catalogs that can be accessed by the public). Price savings
through volume discount realization — cutrently vendors are able to use the
State’s disaggregated approach to purchasing to avoid offering volume
discounts (sell lower volumes to each agency); market teseatch shows 5% -
20% reduction in prices -- government expetience has been 2% - 10%.

Aggregation of buying information enables accurate repotting and strategic
buying (volume discounts) and pure matket-based competition.

Increased vendor access to bid opportunities through the use of “push”
technology to notify vendors of bid opportunities (based on the commedities
they are registered to provide) through industey-standatd email applications.

Full integration with General Ledger to:

e Provide automatic online budget validation and verification of account
distribution for transactions {e.g., requisition, putchase order).

® Provide the ability to post approptiate financial impact in the General
Ledger to support procutement activities (e.g., post pre-encumbrance fot
an approved purchase requisition, post encumbrance and liquidate pre-
encumbrance for a purchase order).

Automation of solicitation process

Single consolidated vendor file for purchasing and accounts payable use
reduces duplicate data entty and provides for consistent entty of vendor
information.

Lower inventory catrying costs.

Reduced paper printing and mailing costs.
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¢ Reduced purchasing cycle times by 50% to 80%

¢+ Enhanced budgetary control through funds validation provided through full
integration with General Ledger module.

¢ Reduced errors because of real-time data validation edits (reduces data entey
erross).

¢+ Automated workflow provides for automation of business tules to increase
compliance with state and agency policy, and approval paths with easy status
inquiry are provided online so management has visibility into the procurement
process as opposed to the current paper, phone, and in-person based tracking
mechanism.

¢ Improved State code/purchasing policy compliance because rules are
automated. For example, commodities requiting special approvals would be
automatically routed to the required approvers.

¢ Ability to receive invoices electronically from vendots and have the invoice
automatically posted to the State’s system (l.e., no manual entty).

¢ Reduction in maverick (off-contract) spending,

¢ Ability to consolidate State agency and University spend and leverage
combined spend to obtain better pricing from the vendotr community.

¢ Online receipt of goods by utilizing self-setvice receiving functionality
through a web browser or kiosk.

¢ On-line vendor registration and commeodity code maintenance through self-
service functionality through a web browser or kiosk.

¢ Automated history of vendor performance.

4 Improvements to the State’s monitoring and oversight of the procurement
ptocess.

¢ Establishment of standards for the effective use of reverse auctions.
¢ Increased monitoring of contract compliance and perfortmance.
¢ Reduced vendor printing and mailing costs.

¢ Ability to replace ovetlapping contracts by consolidating volume in sotne
categories,

¢ Ability to track and report on Chapter 16 state spending by various
combinations of commodity code, vendor, agency, and time period.

¢ Ability to standardize on a single commodity code system (NIGP is
recommended).
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Asset Management

+ Ability to consolidate all asset management and reporting activities into a single
systetn to track:

¢ Assets that meet the State’s capitalization threshold for financial reporting
purposes: ‘

e “Controlled” assets as required by State policy,
o “Controlled” assets as required by agency policy, and

e Information technology and infrastructure items.

Controlled assets are property items that are not to be capitalized per State
financial reporting policy but ate secured and/or tracked by State or user
agency policy (e.g., handguns, computers).

¢ Provide for integration with the Accounts Payable and Purchasing modules to
automatically identify expenditure transactions as asset acquisitions when items
meet uset-defined criteria (e.g., State capitalization policy and control by
specific GL. accounts or commodity codes). ‘This will ensure that new
putchases (both capitalized and conirolled) are accurately recorded in the fixed
asset records. Asset Management is fully integrated with Accounts Payable and
Purchasing modules to carty forward relevant purchasing, descriptive, invoice
and accounting information as a starting point for recording the asset.

¢ Asset Management is fully integrated with the Financial Management module
to support the recording of capitalized assets related to specific proprietary
funds and trust funds, and to the General Fixed Asset Account Group.

¢ Asset Management is fully integrated with the Financial Management module
to allow for recording depreciation expense in the Geperal Ledger for
capitalized assets of specified funds.

¢ FHasier and timelier access to asset information for administrators and end
users,

Project/Grant Accounting

¢ Enhanced grant and project accounting and integrated billing functionality will
eliminate the need for numetous agency “shadow systems”

¢ DBetter compliance with grant terms and conditions and more accurate
tepotting to grantors.

¢ More accurate and more accessible grant information for grant administrators,
managers and end users.
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Training
¢ Better management and coordination of staff training over time through
centralization of all training information.
¢ Increased utilization of training classes over time through better access to
classes by employees and easier management of schedules from staff.
¢ Employees can register for available training classes by utilizing self-service

functionality through a web browser or kiosk

Position Control

¢ Full integration with Human Resources and Payroll modules to ensure that no
personnel and/or payroll transactions can be processed without a propetly
authorized position to support the transaction.

¢ Mote accurate and timely reporting on staff budget as a result of unfilled
vacancies and better projection of liabilities from filled positions.

¢ Extensive position history.

Personnel Management

¢ More'timely and accurate reporting of employee information.

¢ Basic employee information (e.g., address change) can be completed on-line by
employees by utilizing self-service functionality through a web browser or
kiosk. |

¢ Ability to automate the reduction in force process based on specified critetia.

¢ Extensive employee history. 7

Time Reporting/Leave Accounting

Integrated time reporting and Ieave accounting functionality.
Supports positive or exception reporting of time information.

Employees can enter their own time information by utilizing self-service time
entry functionality through a web browser ot kiosk.

Employees can view their leave balances and request time off by utilizing self-
service functionality through a web browser or kiosk. -

Better policy compliance and fewer etrors on houtly employee timesheets
through balance validation during online timesheet entry.
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Payroll

L4

Payrolt remittance advice data can be accessed on-line by utilizing self-service
functionality through a web browser or kiosk.

W-4 data can be accessed and updated by employees on-line by utilizing self-
setvice functionality through a web browser or kiosk.

¢ CElimination of distribution process for paper paychecks and remittance
advices.

¢ Extensive payroll history.

Applicant Services

¢ Prospective applicants can complete applications for state jobs on-line by

utilizing self-service functionality through a web browser or kiosk.
Reduced paperwotk associated with the job application process.

Enhanced search capabilities for atching current State employees with the
skill set requirements for open positions in state government.

Benefits Administration

L 4

Partcipant self-service for maintaining basic information on-line by utilizing
self-service functionality through a web browser or kiosk.

Changes to benefits duting open enrollment can be completed by employees
on-line by utilizing self-service functionality through a web browser or kiosk.

FINANCIAT, ANALYSIS OVERVIEW

The Cost Benefit Analysis (Feasibility Study) evaluates the estimated cost of
implementing and naintaining a statewide ERP system vs. the potential
benefits/savings from such an implementation, including: (1) retiring current
systems and avoiding the implementation of planned/anticipated systems, (2)
reducing business ftisk, and (3) tealizing benefits/savings from process
improvements.

Each of the three dollar-quantifiable components of the analysis depicted in the
diagram below (tepresented by three of the boxes: ERP Costs, System Savings,
Process Improvements) is discussed in the Approach and Key Findings section below.
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ERP Gosts ERP Benefits / Savings

. System Savings:
s Project Management Y 98

* Replacing/Retiting

» Implementation Current Systems

Vs, ¢  Not Implementing
* Software : | : Planned / Anticipated

Systems
*  Hardware ’ .
Risk Reduction:

*  Ongoing Operations . * Business Continuity
e  Upgrades Process Improvements:

* Benefits/Savings from
Process Improvements

'The Feasibility Study was conducted for an 11-year planning petiod and was based
on the following assumptions regarding the timing of the initiative:

¢ Project Preparation and ERP Acquisition - Prior to the actual ERP
implementation effort (Years 1 through 3), the Feasibility Study -schedule
contains a Year 0 (assumed to be fiscal year ending in 2005). During this time
petiod, it is assumed that the State will move forward with procuring ERP
software and associated implementation services (e.g, develop and issue a
RFP, create a formal vendor evaluation process, develop vendor
demonstration scripts, etc.), and will perform certain activities that will help the
State prepare for implementing an. ERP system.

¢ ERP Implementation - It is assumed that the ERP system will be
implemented in three phases covering an estimated total of 42 months (3.5
years) as follows:

¢ Phase 1: The Procurement modules will be implemented in the first 18
months.

¢ Phase 2: Implementation of the Financial Management modules will begin
twelve months after initiation of the Procurement phase and continue over
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the following 18 months.

¢ Phase 3: Implementation of the IHuman Resoutces and Payroll modules
will -begin twelve months after initiation of the Financial Management
phase and continue over the following 18 months.

In a majority of ERP implementations, Financial Management and
Procurement models are deployed simultaneously. IHowevet, following
extensive discussions with State management, STA determined that the three-
phased deployment plan described above is most propetly aligned with the
strategic initiatives of the State. This plan provides the most immediate savings
to the State while allowing the costs to be spread over two biennia.

System Upgrade - It is assumed that a system upgrade will be peiformed in
Year 6 of the planning period.

Ongoing Operations - Ongoing opetational activities will begin when Phase
1 goes live (in the middle of Year 2) and continue through the remainder of the
Feasibility Study planning petiod.

APPROACH AND KEY FINDINGS

ERP COsTs

As mentioned previou'sly, this section of the document addresses each of the three
primary components of the Feasibility Study analysis:

+

ERP Costs - Cost to acquire, implement, operate, and upgrade a statewide
ERP system

ERP Benefits/Savings — System Savings - Savings resulting from
retiting/avoiding existing/planned systems

ERP Benefits/Savings — Process Improvements - Savings from improving
business processes in terms of reduced cost of process execution, as well as
imptroved process outcomes

The category includes cost estimates to acquire, implement, and maintain an ERP
system over an 11-year period. The primary inputs to this section of the Feasibility
Study were STA experience and responses to a Request for Information (REI):

¢ STA Analysis and Experience - ST'A has considerable expetience assisting

public sector clients in evaluating, selecting, acquiring, and implementing ERP
systems.  In particular, STA consultants have extensive expetience in
estimating ERP implementation costs.

Responses to a RFI - The State of Tennessee issued and received responses
to an RFT related to BERP systems. The RFI requested cost estitnates for the
ERP softwate (including ongoing software maintenance fees) and services
which would be required to (1) implement the software over a five-year petiod,
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and (2) perform a software upgrade in Year 6 of the planning schedule.

It is approprate to use the cost estimate from this RFI, as the State of
Tennessee and the State of Wisconsin are approximately the same size. The
“estimated ERP costs ate shown below.

State of Wisconsin -~ ERP Feaslbility Study
Sumrmary Estimated ERP Costs
{$ militons)

Implementation Costs

Consulling Fees $ 06 :‘ § 4115127.5226 § $1E615 - g $ - ? $ - ! $ - g $- 1% - $ 514
State Employeas 01y 071 23s 42 22. - R R T S 95
ERP Software — license -0 270 274 2T - 4 - 4 - a4 o4 -0 - - 8.0
Facilities & Olher 5.0 0.3 0.3 03 0.2 - - - - - - 6.1

Total Cost of Implementation 5.7 7] 180} 2671 139 - - - - - - 75.0

Ongoing Operations

ERP Software -- maintenance 02 07 1.2 1.4 4 4 14 1.4 14 14 2.2

Dala Center - 1.1 1.1 11 1.1 11 1 11 1.1 11 1.1 108
Support / Operations - - 4.1 22 35 3.5 3.5 35 3.5 35 3.5 281
ERP Upgrade - - - - - 2.1 - - - - 9.1

Total Cost of Ongoing Operations i3] 20f 45f 61] Bi] 452] Bi1l 61 B1] 64, 603

Grand Toiat § 5.7:5 911$209[35342181991% 61{% 15218 61185 B1}5 6115 611§ 1353

ERP BENEFITS/SAVINGS ~ SYSTEMS SAVINGS

It is assumed that savings will be realized from (1) retiting existing systems as

relevant portions of the ERP system become productional, and (2) avoiding costs -
that would likely be incutred to procure, implement, maintain, and upgrade

planned/anticipated systems duting the 11-year planning period (Yeats 0-10). An

ERP system would replace many of the business systems currently in use by the

State today — only highly specialized systems such as those at the retirement

programs in the Department of Employee Trust Funds would likely remain. For

information on the functional areas being considered in the ERP assessment, tefer

to the Background and Objectives section of this report. 'The costs in this

category are system operation and suppott costs, not uset-related costs.

Cost information for existing and planned systems was collected for the following
three systems categoties:

1. The State’s central administrative systems such as:
o WiSMART

¢ Purchasing Plus
e State Budget System
e Central Payroll

¢ Personnel Input and Vetification System (PIVS)
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e DPosition Management System (PMIS)

The Department of Administration (DOA) bills the cost of these systems to
agencies according to each agency’s respective use of the system.

2. Systems maintained by the agencies to enhance the functionality of the central
administrative systems. The costs telating to these systems are costs incurred
by agencies over and above the costs that are billed to the agencies by DOA
for operating and maintaining the central administrative systems.

3. Agency-specific systems that provide functionality that is within the scope of
the ERP study, but this functionality is not provided by the central
administrative systems {(e.g., Ilnventory).

A survey was conducted to collect costs from a limited number of agencies
(including the central administrative agencies) associated with their existing and
planned systems. Costs were collected from the following state agencies: 1DOT,
DNR, DOC, DOA, DWD, DOR and DHFS. These agencies tepresent 86% of
the total State budget. Meetings and follow-up discussions were also conducted to
collect system cost information.  All other agencies represent the remaining 14%
of the budget. Savings for the agencies not surveyed were estimated by
extrapolating the savings amounts identified by the seven agencies. :

Presented in the table below is a summary of the cost of existing and planned
Financial and HR/Payroll systems. Note that the financial systems category
includes the following modules: General Ledger, Accounts Payable, Accounts
Receivable, Project Management, Grant Accounting, Cost Accounting/Allocation,

State of Wisconsin - ERP Feasibility Study
Summary Savings from Elimination of Existing and Planned Systems
{$ millions)

System Category

Financial &

Procurement Systems 59 $ - $ - $ - $ 27:i$ 559 55/ 555 55:3 5518 55164 356

HRIPayroll Systems a3 - - - - 1.0 1.9 1.9 1.9 1.9 1.9 10.6
Grand Total a7 $ - 3 - $ - $ 273156413 7418 74193 7413 7415 74§ 462

Budget Developmedt, Asset Management, Purchasing, and Inventory.

It is assumed that systems savings would be realized over time. Note that the
system costs presented in the table above would not be realized as savings until
after relevant portions of the ERP system goes live (i.e., after mid-Year 4 for
Financials and mid-Year 5 for HR/Payroll). It is also assumed that the related
systems are eliminated twelve months after the relevant portion of ERP enters
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production. Due to the required interaction of legacy procurement and financial
management systems, no systems were considered for elimination with the go-live
of the procutement modules.

ERP BENEFITS/SAVINGS — PROCESS IMPROVEMENTS

The State could potentially realize process improvements in a number of areas of
the otganization as a result of implementing a statewide ERD system. STA has
coined the term “Value Pockets” for what are the most likely sources of value (ie,
cost savings and other benefits) to be found in each process/functional area within
the scope of a possible ERT implementation.

Dollar-quantifiable benefits were estimated from data collected from a limited
number of State agencies via a Valve Pocket survey and from data collected via
interviews with central sources (e.g., Accounts Payable). Meetings and follow-up
discussions were also conducted to collect information used to estimate savings
from process improvements. The compiled results of the sutvey ate in Appendix
DD of this document.

Savings factors wete applied to the data collected from the agencies. These
savings factors were detived from a variety of sources, including the expetiences of
other organizations, and estimates made by STA based on STA’s analysis of the
respective processes and STA’s experience, in general, in these mattets.

A portion of the estimated Vale Pocket savings (approximately 12.5%) would
come from the reduction in State personnel (approximately 151 FTEs). Tt is
assumed that most of these FI'E savings would be realized over time through
attrition, employee tetitement, reassignment to approved but unfilled positions,
and the like. In keeping with this assumption, it is assumed that a six-month
stabilization period will be required after each eighteen month deployment before
significant process saving will be realized. Therefore, no process savings wete
projected, during Years 0, 1, or 2 (FY2005 through FY2007). The first process
savings are projected to begin in FY2008 for Procurement.  Financial
improvements begin in FY2009, and Human Resources improvements begin in
FY2010.

Note that the State expecis to begin achieving savings from pte-system
implementation process improvements as eatly as F¥2006. However, because the
ERP system will drive large portions of the savings, strategic sourcing savings have
been excluded from our analysis for fiscal years 2006 and 2007. The pre-system
implementation savings are the result of current Department of Administration
initiatives with anticipated savings of $15 million and $35 million for Years 1 and
2, respectively. These estimated savings amounts wetre based upon a ptior study
conducted by Silver Oaks Solutions.
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SUMMARY RESULTS

The schedule below presents a summary of estimated ERP costs applied against
estimated benefits/savings.

State of Wisconsin - ERP Feasibility Study
Summary of Net Benefits/iSavings from implementing an ERP System
| mittiens)

6.1

$ 61

$ 1353

ERP Benefits!Savings

. 1 L

Syslem Savings - - - - a1 64, FE LN T4, 74, 74, 462
Process Improvemenis - - - 65261 57.9 765" 793¢ g4.5¢ 843 845! 843t B03D

‘Total ERP Savings - 5281 60.7 ¢ 819+ B8.7 2 81,9 9.7« 1.9 917+ 6494

L} r L] a T Ll ' L3
Nat Savings {Cost $ (5.7 % {94)§ (209),$ 184318 408:¢ 75818 7IA1$ 858§ 85713 858! 857;% 5138
(Cost) { ::$ { ):st LS L8 $ $ L L8 i :s $

' I ' 3 ' . H '
Cumulafive Net Savings [ § (5.71'§ (14.8)'% (357)'$ (17.3)'$ 23.5'% 99.3'$ 170815 256.7'§ 342,455 428.2 : 3 513.8
Internal Rate of Relum .

No contingency/risk factors have been applied to these estimates as all the
estimates ate considered to be sufficiently conservative for the following reasons:

¢ TRP Costs

¢ The estimated cost of ongoing operations is thought to be accurate within
+/-15%. It is assumed that the potential 15% underestimate of these costs
would be more than offset by the combined undetestimates of savings
desctibed in the bullet points that immediately follow.

* The total cost of ERP implementation contains a $5 million contingency.

¢ ERP Benefits / Savings — System Savings

¢ The system savings amount includes only the agencies in the study. The
- estimated savings were not extrapolated for agencies not included in the
study.

e Upgrade/enhancement costs were only added to the Feasibility Study for a
few of the existing systems, and the actual total upgrade/enhancement cost
for all of the existing systems could be significant over the next 11 yeats.

® It is assumed that the cost of new systems that would likely be -
implemented during the planning period in order to meet business needs
not met by the current systems would most likely be sizable, and the cost
of only a few of these new systems has been included in the Feasibility
Study.
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¢ ERP Benefits / Savings — Process Improvetnents

e The estitmated Value Pocket amounts bave aleeady been significantly
discounted. Potential savings were delayed for a six-month stabilization
petiod following go-live for the respective phases of the ERP project.
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Recommentdations

RECOMMENDED ACTIONS

1. State leadership should consider implementation of a statewide ERP system.
All State agencies would be requited to patticipate. ERP is considered feasible
for the State for the following reasons:

¢ Incteased Productivity / Cost Savings / Reduced Ieadcount

o Increased productivity due to adoption of best business practices
commonly found in ERP software solutions.

¢ Provides individual agencies with a viable alternative to putchasing new
budget development “front-ends”, purchase requisitioning, position
control, cost, grant and project accounting, asset management, time
scheduling and teporting, and human resources administration, and
financial reporting systems, or maintaining/enhancing their existing
systems.

¢ Elimination of paper documents ot reduction of paper to the extent
allowed by law.

* More efficient processing and control of documents through
automated wortkflow, review and approvals, and inquities on document
status and possible “bottlenecks™ in approval process.

¢ Elimination of duplicate data entry as pertinent data is entered once in
the system and then cartied throughout the system.

¢ Reduction of data integrity concerns and the effort requited to
reconcile duplicate data in multiple databases.

¢ Reduced headcount due to impiementation' of process improvement
opportunities associated with best business practices and software
integration.
¢ Functionality Enhancements
e Correction of functional deficiencies associated with existing
administrative systetns.

¢ Provides much needed statewide procutement, human
resources/payroll/position  control, and  asset  management

functonality.
¢ Provides for detailed position, employee, and payroll history.

» Anticipated high fit (85% to 95%) of Tiet 1 ERP software solutions to
the State’s functional requirements.
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New eProcurement functionality will form the framewotk for
consolidating State agency and University spend, and will allow for
leveraging combined spend to obtain better pricing from the vendot
cotmmnunity. :

¢ Technology Improvements

&

The State’s existing enterprise administrative systems are based on
prior generation technology and are difficult to maintain. Changes
often require hard-coded system modifications (i.e., specifically written
into the software rather than controlled by data-table entties that can
easily be changed) that are difficult and time-consuming to make. Due
to the age of these systems, few of the State’s personnel have 2
thorough knowledge of the systems, leaving the State vulnerable to
exiting employees.

Supports a graphical user interface, which provides user-friendly
features such as pull-down menus, point and click operation, pop-up
windows, scroll bars, tadio buttons, and online help, to assist in the
user’s learning and ongoing use of the system.

More effictent and accurate research capabilities, through enhanced ad
hoc reporting and inquity functionality associated with new
technologies. '

System-wide integration — the integration of the various ERP modules
has been built by, and will be maintained by, the software vendor.

ERI’s web-based, open architecture will enable the State to “plug and
play” with new technologies. ‘This will also decrease the State’s
exposute to the risks of the cuttent aging systems (i.e., obsolescence
and scarcity of resources to suppott the systems).

Use of a single development toolset to support software configuration,
customization, and ongoing administration of the system makes for the
most efficient use of I'T resources.

Use of relational database technology.

Application modularity -allows the State to selectively implérnent ERP
functionality based on priorities, funding availability, and staff
availability to implement and suppott the system.

Comprehensive drill-down capabilities and audit trail.

Deéktop software integration allows for extracting data from the ERP
software into common desktop applications such as the Microsoft
Office suite for data manipulation and analysis.
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2. Ttis recommended that the functional scope include the following functional

areas:

¢ Procurement

®

e-Procurement
Vendor Self-Service

Strategic Sourcing

¢ Financial Management

General Ledger

Accounts Payable

Accounts Receivable and Billing
Cash Receipting

Asset Management

Grant Accounting / Management
Project Accounting

Budget Development (some vendors may need to propose 3td party
solutions to meet budget development requirements)

¢ Humman Resources

L

Personnel Administtaiion

Position Control

Compensation

Payroll

Time Repotting and E@ployee Leave Accounting
Benefits Administration

Applicant Services

Training and Employee Development

Employee Self-Service

Based on a detailed requirements study, the State may learn that there is a
considerable need for Inventory Management and Fleet Management software
functionality as well.
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In implementing a new ERP systetn, it is recommended that the University
System institutions be excluded from participation, with one exception. We
recommend the inclusion of the University and other governmental
municipalities for eProcutement and strategic soutcing only. This will allow
the State to further leverage the combined spend as a means of obtaining
better pricing from the vendor community. Note that although the University
System is excluded from participation, provision should be made for
intepration between University and ERP systems whete continued exchange of
data will be required.

Additional analysis should be conducted to determine whether the Department
of Transportation should be included in the scope of the ERP system ot
whether interfaces should be developed to/from theit existing administrative
systems. Additional analysis is required because DO'T’s typically have unique
project accounting, cost accounting, and federal reporting requirements that
are not traditionally found in baseline ERP software products. It is possible
that the DOT could utilize some ERP functionality (e.g., human resoutces,
paytoll, procurement) but not other functionality (e.g., cost accounting, project
accounting). Our report assumes the inclusion of the DOT.

Additional analysis is required to determine whether an ERP system can meet
the functional requirements for enterprise I'T asset inventory management. If
not, consideration should be given to maintaining the AIM-IT System and
interfacing it to the new ERP system. Qur repott assumes that ATM-IT is
replaced by the new ERP system.

It is recommended that the State initiate and implement an aggressive strategic
sourcing effort as part of its HRP project in order to reduce the cost of goods
and services purchased, and. to assist in funding the consulting services
required to successfully implement the new ERP system. Strategic sourcing is
a process that creates quantifiable, hard-dollar savings by teducing the cost of
purchased goods and services.

Implementation of an ERP system with full eProcutement capabilities is
critical to strategic sourcing success as the ERP system will support the:

¢ Capturing and reporting on all procurement activity for price
benchmarking;

¢ Monitosing and controlling of maverick '(off-conttact) spending by
agencies; )

¢ ‘Lracking of savings incurred;
4 Tracking of performance metrics by commodity and vendor; and

¢ 'T'racking of agency usage by cotumodity and vendot.
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7. When all software functionality is deployed across the entite organization at
one time, this is known as a “big bang” implementation. The benefit of a “big
bang” implementation is that the software is installed more quickly than under
other deployment strategies. Therefore, the implementation consultant costs,
as well as other costs, are minimized. With the “big bang” approach, cost of
developing temporary interfaces can be avoided. TPurthermore, legacy systems

_can be retired earlier resulting in reduced costs. However, there is a greater
risk with the “big bang” approach, as the organization may not be able to
quickly absorb all of the changes associated with this approach. This approach '
also presents a tremendous training challenge. .

Software can also be deployed in a phased manner across the organization.
When a phased implementation approach is used, agencies and software
modules are typically grouped in accordance with the abilities of the project
teamn to support each phase. With this approeach, there is an increased ability
to absotb change and therefore decrease project risk. In addition, training is
more manageable. ‘The shortcoming of the phased approach is that it is usnally
considetably mote expensive than a “big bang” approach, as the total project
duration is typically longer than a “big bang” approach. Additional cost factors
associated with this approach include the cost of developing temporary
interfaces and the cost of legacy systems that remain in production for a longet
petiod of time.

When software functionality is deployed in a phased manner, the functionality
is typically implemented in two broad functionality groupings: Human
Resources/Payroll and Financial Management. A few otganizations have
chosen to implement core ERP modules from one of those groupings fitst,
followed by other modules at a future date. For example, Applicant Services
and Training/Career Development may be implemented months or years aftet
the cote modules of FR/Payroll are implemented. Also, Inventoty, Asset
Management, Fleet Management and Billing may be implemented after the
cote Financial Management modules are implemented. It is important,
however, to minimize the “breaking” of the integration within the broad
functionality groupings.

Typically, for a large organization, the “big bang” approach should be avoided.
The risks and strain on the organization are too great. In most cases, large
otganizations implement the core Financial Management modules, including
General Ledger, Budgetary Control, Accounts Payable, Accounts Receivable,
and Procurement during the first phase or “wave,” since Financials are the
backbone of an ERP system. However, there may be a compelling business
case for consideting other alternatives.

As recommended by other organizations, it is normally best for Financials to
be deployed at the beginning of the fiscal year to avoid mid-year conversions.
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Howevet, each organization must consider whether the complexity and cost of
mid-year conversions outweigh the risk of btinging financials “live” for all
otganizations at one time.

While there are a mamber of implementation best practices, each otganization
must consider its own business priotities and complexities in selecting the
appropriate deployment strategy. The State of Wisconsin must consider the
unique requirements of some state agencies as well, such as the Department of
Transportation. For example, some agencies have unique funding or project
management requirements. Factors to be considered in determining a
deployment strategy inchude:

¢ Value Proposition — Does a portion of functionality offer a greater
financial of setvice benefit than another?

+ Risk Avoidance — Is there risk associated with implementing or not
implementing a portion of the functionality?

¢ Mandate — Is there an executive, legislative or federal mandate that
requires a portion of functionality on a specified date?

¢ Strategic Initiative — Does the functionality support an on-going or new
business program?

¢ Funding Availability — Is funding available to support the functionality?

¢ Organizational Readiness - IHas any part of the otganization
demonstrated a greater ability to accept change?

¢ Sponsorship — Have the senior executives identified a prefetence for a
specific functionality that is mote impostant?

Fach of these factors has been analyzed at a high level for the State of
Wisconsin. No distinguishing factors were found for the Value Proposition,
Mandate, Strategic Initiative, or Funding Availability factors.

‘Our recommendation was primarily determined by Risk Avoidance and

Organizational Readiness. There are risks associated with the Human
Resources/Payroll (e.g., no statewide HR. system exists, Payroll system is not
integrated with Position Control system, cutrent systems ate old and difficult
to maintain, system changes often require program coding to implement
necessary changes due to the lack of system flexibility, few State staff are
trained to maintain the current systems, those who currently maintain that
system are very senior, leaving the State vulnerable to resignations and
retirements).

However, we believe that the State is better prepared to initially implement the
Procutement and Financial Management modules due to: (1) numerous
compelling process improvements and (2) substantial savings to be gained
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from to leveraging combined state agency and university spend to obtain bettes
pricing from the vendor community.

The ERP system should be implemented in three phases covering an estimated
total of 42 months (3.5 years):

¢ Thase 1: The Procurement modules will be implemented 1n the first 18
months.

¢ Phase 2: Implementation of the Financial Management modules will begin
twelve months after initiation of the Procurement phase and continue over
the following 18 months.

4 Phase 3: Implemegtation of the Human Resoutces and Payroll modules
will begin twelve months after initiation of the Financial Management
phase and continue over the following 18 months.

See Recommendation #2 above for a listing of functional areas included in
Procurement, Financial Management, and Human Resoutces.

In a majority of ERP implementations, Financial Management and
eProcurement models are deployed simultancously. However, following
extensive discussions with State management, STA determined that the three-
phased deployment plan described above is most propetly aligned with the
strategic initiatives of the State. This plan provides the most immediate savings
to the State while allowing the costs to be spread over two biennia.

8. It is recommended that the State establish an ERP Steering Committee to
provide leadership and guidance for all future ERP System activities. The
Steering Committee should be composed of a single representative from each
of the following user agencies:

¢ Department of Administration

¢ Department of Corrections

¢ Depattment of Health and Family Services

¢ Department of Natural Resources

¢+ Department of Revenue

¢ Department of Transportation

¢ Department of Workforce Development

+ At least one medium-size agency tepresentative (to be determined)

¢ At least one small agency representative (to be determined)
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The Steering Committee should also include a representative from each of the
following enterprise/oversight organizations:

¢

¢

&

DOA Enterprise Technology

DOA Budget

DOA Procurement

DOA Financial Management

DOA Centtal Payroll

Office of State Employee Relations

Governor’s Office

State Auditor (usually not a voting member)

The recommended responsibilities of the Steeting Committee are to:
Attend regulatly scheduled Steeting Committee meetings;

Provide leadership and high-level guidance to the ERP Project Team;

Evaluate action items and other recommendations presented for Steeting
Committee review and evaluation; ‘

Assist in fostering support for ERT initiatives and

Assist in resolving high-level issues and problems.
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Risks and Lessons Learned

LEARNING FROM THE PAST

Based on STA’s findings in petforming this study for the State of Wisconsin, our
prior experiences in providing HERP related services to governmental entities,
results of surveying and interviewing other states that have implemented ERP
systems, and additional marketplace research, we offer the following as major risks
that can materially impact and sometimes lead to failure of ERP projects and
lessons learned that will help mitigate those tisks. These risks and lessons have
been grouped as follows:

¢ Project Management

¢ Personnel

¢ Change Management/Ozganization Alighment
¢ Software Implementation

¢ Software and Services Acquisition

The major risks and lessons learned ate documented in the following sections.

PROJECT MANAGEMENT

PERSONNEL

¢ Project “Scope Creep” — Project scope must be well defined and tightly
controlled to mitigate “scope creep”. A recommended method to control
“scope creep” is to utilize a detalled project workplan and budget, and
implement a stuctured scope control process that is rigorously
tollowed.Inadequate Project Control — Projects often fail due to inadequate
and ineffective project management.  Utilization of a formal project
management methodology and an experienced project manager (in-house or
contractot) is required for a successful ERP implementation. Additionally,
structured processes should be implemented to ensure that all issues and
project risks are properly logged in, assigned, tracked, and managed.

¢ Part-Time Resources — Projects are understaffed when not enough resources
are assigned and/or resources are committed on a part-time basis to the
project because these resources are forced to choose between competing job
duties. An adequate number of the right State resoutces should be committed
to the project on a full-time basis, and key positions should be back-filled as
necessary to ensure the project team has access to the proper subject matter
expetts.
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¢ Inadequate Knowledge Transfer — BRP projects frequently expetience

inadequate knowledge transfer and a continued reliance on consultants to
provide ongoing support for the system. It is not uncommon for consulting
resources to continue providing post-implementation suppott to a government
for sevetal years after “go live”. The softwate is too complex and the business
changes too dramatic to trust the project to anyone other than the best and
brightest State resources. Contracts for ERP implementations typically require
that the State commit specific levels and types of resources to the project.
These State resources must be available when needed, and must have the types
of skills required for the role they have been placed in. Additionally, the
selected vendor’s implementation methodology should transition the
consultants from a “doer” to a “mentoring” role as execution of the project
workplan progresses.

Project Staffing and Retention - Project team turnover can also pose a
problem. Care should be taken to recruit the best and brightest resources to
the project team, and a plan should be developed to provide incentives for
keeping staff; otherwise, consulting firms and other companies will “scoop
them up” once they have acquited ERP training and experience.

Unqualified Implementation Consultants — The tmplementation can be
delayed, fail, ot seemingly never end due to incorrect actions/decisions by the
implementation consultant. The implementation consulting team must have
thorough knowledge of the ERP software to be implemented and/or
knowledge of how public sector entities operate.

CHANGE MANAGEMENT/ ORGANIZATION ALIGNMENT

¢ Unrealistic Expectations — End users and management ate often times

disappointed in the capabilities of the implemented ERP system. Some public
sector ERP projects have failed to deliver system capabilities on which the
business case justification and return on investment were established. It is not
uncommon to find governmental ERP installations that have not implemented
workflow and budget development functionality, and are not using the ad hoc
reporting tools that are provided as patt of the IR software suite as
extensively as originally envisioned. Project management must manage
expectations of the State’s leadership, the project sponsors, the project team,
and the end users. It is important that realistic expectations be cleatly and
frequently communicated throughout the organization. Insufficient Change
Management — Though there is major support to enhance and/or replace the
State’s existing enterptise administrative systems and several of the user
agencies need to make significant changes to their existing agency-specific
administrative systems, we did observe several “pockets” of resistance. It is
common for organizations to underestimate the level of change management
required as part of an ERP implementation.
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Most projects that fail do so because the human aspects of the project fall
short — not because the system does not work as designed. The new system
will drive the implementation of new business processes that may radically
change the work envitonment and job tasks of employees. ‘The risks
associated with not recognizing and properly managing organizational change
impacts can distupt the project implementation effort and system acceptance,
decrease employee productivity, and increase employee stress and anxiety.

Conflicting Objectives — Turf battles over system ownership and softwate
functonality may arise. Legacy systems were often developed to meet the
business needs of specific agencies, while the entite government, as an
enterprise, owns a properly implemented ERP system. Conflicting objectives
can greatly impact the success of a project. Itis critical that key executives and
elected officials are correctly aligned and are “pulling together” to support the
project. ERP systems require government agencies to fully cooperate with
each other in order to operate efficientlyInadequate Decision-Making
Authority — The project team must not only have the skills to make good
decisions regarding the State’s business processes, they must also be
empowered with the appropriate authority to resolve issues and make
decisions in a timely manner. In the case where the issue is beyond the
authority for the project team to resolve, the steeting committee must be
prepated to make decisions quickly so that the project is not delayed.

Insufficient End User Training — Training of end users is absolutely critical
to success when implementing an ERP system. Care must be taken to

_properly staff the training function, especially if a “train-the-trainet” approach

is to be used.

Lack of Executive Support — A petceived or real lack of executive suppott
for the project almost certainly will ensure its failure; strong executive
management support and commitment across state government are a imust.
Widespread communication of executive support is essential to obtaining buy-
in from all levels of the organization, especially since ERP systems generate sp
much change across the enterprise.

Lack of Lrust in State’s Ability to Deliver on Enterprise Projects — In
conducting meetings with the user agencies, there was considerable support for
the implementation of new ERP system; however, there was considerable
skepticism that the DOA’s Division of Enterprise Technology can deliver the

~functionality needed to the user agencies in a titnely manner without major

cost over-runs. As part of its change management process, the Division of
Enterprise Technology should begin its communications outteach program
with the user agencies once a decision has been made to pursue the
implementation of a new ERP system. The user agencies should be actively
involved in all phases of the ERP project, including developing system
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requirements, evaluating the software and implementation services selected
(through representation on the Hvaluation Committee), and as patticipants on
the actual implementation project. Care should be taken to approach the ERP
project with an emphasis on functionality instead of as a technology initiative.

SOFTWARE IMPLEMENTATION

¢

Extensive Modifications — Extensive modifications to the ERP software
increase project risk, lead to project cost and time overtuns, and often impair
the installation of future product releases. In eatly ERP projects implemented
for governments, a heavy emphasis was placed on modifying the software to
better meet the government’s system needs. ERP functionality for the public
sector has matured in recent years and governments have begun to embrace
process change by adopting the best practices found in today’s ERT systems,
resulting in a significant decrease in the amount of customization to the
undetlying software code.

Unteasonable Timelines — Unrealistic implementation timeframes and
deployment strategies have led to cost overruns and scaled-back functionality.
These days, ERP vendors are touting accelerated implementation
methodologies to reduce implementation costs. However, the timelines
associated with an accelerated approach may be unrealistic given the degree of
change that must be absorbed across the entire government enterprise.

Inadequate Planning for Data Conversion and Software Testing — The
government is typically tasked with converting data from the legacy systems.
The mote data that is converted from the legacy system, the greater the risk to
the ERP project. Cate must be taken to ensure that adequate time and
apptopriate personnel ate available to successfully complete the task.

Unptepated for Ongoing Operations ~— Some governments have not
adequately prepared to administer and run the ERP system after

implementation. Care should be taken to ensute that the organizarion has the

capability to adequately maintain the system and provide end user support.

Unprepared for Software Technology Change — The software, tools and
databases formerly used in legacy software are not readily transferable to
modetn ERP systemns. Extensive training and retooling of IT staff is required
to ensure successful ERP implementation and ongoing maintenance.

SOFTWARE AND SERVICES ACQUISITION

¢+ Insufficient Contract Accountability — At times, during prior government

ERP implementation projects, the governments have not been able to hold the
ptime contractor accountable for project results. These problems can be
mitigated by drafting a well-crafted procurement instrument and contract with
the vendor that is results-based and ties vendor payments to deliverables and
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project milestones.

¢ Vendor Protests — Softwate or implementation service acquisition can result
in contested awards or dissatisfaction with the implementation contractor
selected. Care should be taken to develop and utilize 2 formal proposal
evaluation methodology to evaluate all proposals received for ERP softwate
and implementation setvices. In order to decrease the likelihood of a vendor
protest and increase the likelihood of obtaining a qualified implementation
partner, organizations have obtained external help with the proposal evaluation
process and with contract negotiations if such expertise is not available in-
house.

4+ Unmet Business Needs — The ERP software, as configuted, may not meet
the State’s business needs and/or tnay include components of “vapotware”.

A major concern exists regarding ERDP systems’ ability to meet the State’s
human resources and payroll requirements associated with its nineteen (19)
baigaining unit agreements. Complexities associated with collective batgaining
include:

e Multiple employee leave accrual and annual carry-forward rules;
¢ Multiple methods for calculating pay;

»  Multi-dimensional eligibility and pay elements;

s Hxceptions to generally accepted federal pay practices; and

¢  Frequent changes to biennial base pay and supplemental pay changes
process with each bargaining cycle, as well as to meet federal and state
mandated changes. ’

At the time of this report, other large public sector organizations with complex
bargaining agreements have successfully implemented ERP systems. These
public sector otganizations include the City of Philadelphia, the City of New
York and the State of New York, which has 46 unions representing 110
bargaining units with 753 different payment types. Selecting and implementing
an ERP system that does not meet the State’s bargaining unit requirements
could result in (1) making considerable customizations to the baseline FERP
software, (2) continuing to tpaintain and interface with the State’s cutrent
systems that support these requirements, (3) incuering legal exposure associated
with a failure to comply with the batgaining agreements, and/or (4) halting the
project altogether.

To mitigate this problem, the State must start by including 2 comprehensive set
of system requirements in the RFP, and require that vendor responses to
meeting the requirements be made a part of the contract between the State and
the vendor. Vendors should be required to demonstrate comnplex batgaining
unit tequitements in accordance with a structured demonstration sciipt
developed by the State’s evaluation committee. A formal process should then
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be established and followed to monitor that all system requitements are being
met duting system design and configuration.
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Aiternative Solutions

PURPOSE

The maturity of public sector functionality commonly found in Enterptise
Resource Planning software and the emergence of eProcurement and Constituent
Relationship Management (CRM) software are driving governments to look at
teplacing their existing administrative systems. However, major budgetary
constraints are causing elected officials and povernment administrators to closely
scrutinize this decision and consider possible alternatives to implementing an ERP
system.

WHAT ARE THE MOST VIABLE ALTERNATIVES TO ERI?
The following solutions offer the most viable alternatives to ERP for the State:
Status Quo

Custom Development

1.
2.
3. Implement a2 “Best-of-Breed” Solution to Address Immediate Needs
4. Enhance Existing Systems and Processes

5.

Hosted ERP Processing

These altetnative solutions ate presented for discussion putposes only and none
are recominended for implementation at this time.
STATUS QUO

Description of Solution

The “Status Quo™ alternative is presented as a baseline for comparison with other
solutions. This solution provides for keeping the existing statewide legacy systems
in place, while making no enhancements in functionality to the current systems or
new integration among these systems.

The State’s cutrent administrative business processes ate conducted through the
use of numerous legacy applications as well as user agency applications that are
used to meet specific agency needs (e.g., grant, project, and cost accounting needs,
fleet management). Integration is limited, but there is some interfacing across user
agency administrative systemns, between user agency and statewide administrative
systems, and across statewide administrative systems.

Pros

¢+ No disruption of cutrent business processes.

¢ Limits inherent risks associated with changing current systems (assumes
ongoing maintenance will still occur where applicable).
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¢ No additional costs beyond normal maintenance.

Cons

Fails to address the following problems:

¢ Curtent administrative systems require considerable technical skills/resources
and time to modify.

¢ Continued reliance on paper documents and the inefficient workflow
associated with processing them.

¢ Lack of real-time integration within and among statewide financial,
procurement, and human resources/payroll systems and symptoms theteof.

¢ Fails to take advantage of best business practices inherent in ERP systems.

¢ Time-consuming reconciling tasks associated with maintaining duplicate data
in multiple databases. Reconciling required:

¢ Between user agency administrative systems,
e Between user agency and statewide administrative systems, and

o DBetween statewide administeative systems.

¢ Facilitates user agencies’ continuance to fund new systems projects in ordet to
meet agency administrative business needs not being met by existing statewide
systems.

¢ Lack of adequate ad hoc reporting capabilities.

Constraints and Risks

The risk associated with the “Status Quo” solution is that it provides no additional
functionality or technological improvements; therefore, cutrent systems may not
meet statewide and user agency future needs. Specifically, the existing systems lack
real-time integration with one another, and do not include an adequate end user
repotting facility. Additionally, the State’s legacy financial, procurement, and
human resources/payroll systems and associated suppott ate not positioned to
respond rapidly to changes in business processes ot technology.

This option includes a major risk of technical obsolescence. While the State has
followed industry standards in tnaintaining and enhancing its existing systems,
these standards are being applied to a group of systetns lacking integration, a
common database, data consistency, and extensive management repotting

capabilities.

Feasibility of Solution
As stated above, this solution ensures that cutrent financial, procurement, human
resources/payroll, and other administrative systemns will remain operational in the
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neat term; however, it places the States strategic direction on hold indefinitely. It
is not considered a viable solution for addressing future administrative systetns
needs.

CUSTOM DEVELOPMENT

Descriprion of Solution

The “Custom Development” {Custom) option will provide for the in-house
development of a new fully integrated client/setver, web-centtic application that
will meet the State’s functional and technical system requirements. System
programs would be developed using fourth-generation or higher programming
languages, development tools, and development environment. All data would be
maintained in a single, uhiform, database. By adapting to an open client/setver
systemn architecture, modern tools and design. techniques would assist the State in
achieving a flexible, interoperable, and modular system, which can meet the future
needs of the State.

Pros .
¢+ Assumed to meet 100% of the State’s functional requirements.

¢ System will be designed to provide full integration among the core areas of
functionality.

+ Will be built in compliance with the State’s strategic technology direction.

Cons

¢ Wil take 2 minimum of three to four years to design, develop, properly test,
and deploy.

¢ Requires extensive training of existing personnel and/or outside support
assistance in the latest system development tools and methodologies.

¢ The State would solely fund all initial development costs and risks, as well as
future ongoing software upgrades and maintenance costs.

Constraints and Risks

Based on our experience with custom solutions, we believe that the exﬁtemeiy high
tisk of ptoject failure associated with the Custom option renders this option
unacceptable to the State due to its size, complexity, project duration, and funding
requirements. Only organizations with considerable funding can suppott the high
cost of ownership and complexity associated with developing and maintaining
custom-developed applications.

Feasibility of Solution
Due to the numerous risks associated with a project of this magnitude and the
ongoing costs associated with maintaining and enhancing the system fot future
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use, custom development of a new fully integrated system is not comsideted a
feasible alternative and will be given no further consideration.

BEST-OF-BREED

Description of Solution

Increasingly, organizations are looking at cotnmercially available software
solutions’ ability to meet specific business requirements as the primary driver in
determining the best solution. The “Best-of-Breed” option means that the State
would choose the best product available for each business function and build and
matntain the necessary integration. Specifically, the State could focus its effotts on
acquiting software and implementation setvices to address its most compelling
needs at this time — human resources and payroll administration, and implement
other “best of-breed” solutions to address financial, procurement, and other
administrative systems needs as the need arises and funding is made available.

Pros

¢ Ability to meet a high percentage of the State’s business tequitements in
specific functional areas; potentially greater depth of functionality in these
areas.

¢ Take less time to implement or upgrade.

¢ Typically costs considerably less, initially, than ERP software solutions, though
ERP software is often implemented using a “best-of-breed” apptroach (e.g.,
one vendor’s human resoutces/payroll softwate with another vendor’s
financial management software).

i

¢ Provide many of the same features commonly found in ERP systems (e.g.,
automated workflow, ad hoc reporting tools, self-service functionality).

Cons

¢ Requires the State to maintain resources skilled in multiple development
toolsets and programming languages.

¢ Tacks “true” integration of HRP systems, though some “best-of-breed”
vendors now provide for integration points with. common ERP systems that
allow for “real-time” integration.

¢ Higher total cost of ownership than ERP over time because of the cost of
integration, suppotting multiple development environments, and managing
multiple vendor relationships.

¢ Time-consuming reconciling tasks associated with maintaining duplicate data
in multiple databases.
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Constraints and Risks

Care should be taken in planning for the acquisition of “best of-breed” softwate to
ensure a proper “breaking of the integration” — by this we mean that there are best
practices for combining “best-of-breed” software applications to meet an
organization’s administrative business needs. A common and telatively low-risk
option is to buy acquite one vendors human resources and payroll softwate suite,
and intetface it with another vendors financial management and procurement
software suite. ‘

Feastbility of Solution ,
“Best-of-Breed” solutions are viable alternatives for meeting the State’s
administrative business needs as long as care is taken to select a high quality
solution that is supported by a stable company. These solutions are especially
attractive during difficult economic times when funding is limited.

ENHANCE EXISTING SYSTEMS AND PROCESSES

Description of Solution
This alternative would provide for enhancements to the existing statewide legacy
systems. Potential enhancements include:

¢ Deployment of sophisticated ad hoc reporting tools to allow end users to
create many of their own reports;

+ Modification of the existing systems and/or acquisition of third party “add-
on” software to enhance functionality and/or address process improvement
opportunities; and

¢ Improved user interface for selected applications.

This option has the potential to produce a greatly improved reporting capability,
but will provide only a marginal increase in productivity due to limited
opportunities to improve integration and system functionality, and the lack of use
of best business practices and automnated workflow capabilities.

Pros

¢ Does not disrupt normal business operations as much as a systetn replacement
project.

¢ Does not require the replacement of application softwate.
¢ Notnecessary to train users on an entirely new systemn, only cettain features.
¢ Leverages the skills of existing I'T' personnel.

¢ Costs would be considerably less than with a replacement solution.
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HoOSTED ERP -

Cons

¢ High risk associated with modifying the existing lepacy systems.

¢ TDails to provide the efficiencies and process improvements that other options
will provide.

¢ Considered only a “stop gap” option.

Constraints and Risks
Any potential modifications to the human resources will include high risk due to

-the fact that the system has been modified numetrous times in the past, and the

State has limited IT resources that are technically proficient with this system.
Customization of any of the administrative systems includes inherent risks.

Feasibility of Solution
This option is considered feasible only as a “stop gap” until other more viable
options can be implemented.

Description of Solution

Hosting means contracting with independent suppliets to meet an organization’s
in-house needs. Numerous hosting models exist today, but the most common
model involves the client paying a subscription fee for use of specified software
that is maintained by the application setvice provider (ASP). The ASP provides
the technical infrastructure and suppost services to the client organization.

Pros

¢ IDxpected cost savings (brief history has shown varied actual results).

¢ Reduced need to hire and retain highly skilled (and expensive) technical
resources.

¢ Very high levels of “uptime” and maintenance that is seamless to the user.

¢ Improved levels of customer service (brief history has shown vatied actual
results).

¢ Reduced need to purchase new, rapidly depreciating hardware and softwére.
¢ Reduced initial investment and “pay-as-you-go™ financing.

¢ DPredictability of cash flow.

¢ Decreased cost of ownetship.

¢ Operating expense versus capital expense.

March 7, 2005

Page 78




State of Wisconsin

Enterprise Resource Planning
System Feasibility Study

Cons

¢ Negodations typically involve multi-year “lock-in” contracts, which raise
concetns of vendor stability (GartnerGroup analysts estimate that 60% of the
ASPs in business today will fail in the near future) and quality of setvice.

¢ On multi-year contracts, vendor profits are often “backend loaded” into the
later years of the contract, so that attractive fitst year pricing may be
misleading., -

+ As needs and business grow, organizations see their use of computer services
increase over the years, and vendor billings increase accordingly; however,
additional wotk typically is priced higher than the initial services, so that
anticipated cost savings tnay not matetialize.

¢ DPolitical risk (State jobs may go away). '

¢ Offer limited flexibility — these solutions wotk well in a standardized
environment but tend to break down when an entity has unique needs.

Constraints and Risks

The potential for contract disagteement over what activities and services are
included in the price is very high, particularly in later years when vendors expect
their profits to increase.

Where hosting has failed to be cost-effective or does not yield satisfactoty service
delivery, the organizations involved have struggled to reinitiate in-house functions
without impacting services.Feastbility of Solution

Hosting is a viable alternative if the delivety of service can be measutably
improved and/or costs controlled or reduced significantly without unacceptable
levels of risk and side effects.

Should State leadership choose to initiate the acquisition of ERP software and
associated imoplementation services, the Request for Proposal can be structured in
such a way to allow vendors to propose alternative hosting models as part of theit
ERP offering.
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Appendix A: Net Savings for ERP Project
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Appendix B: Cost to Implement and Maintain a Statewide
ERP System
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