PUBLIC SERYEFICES

UNIVERSITY OF CALIFORNIA OFFICE OF THE PRESIDENT

System Wide E-Procurement Assessment and Strategy
Recommendation

FINAL REPORT

June 29, 2001




UNIVERSITY OF CALIFORNIA OFFICE OF THE PRESIDENT

SYSTEMWIDE E-PROCUREMENT ASSESSMENT AND RECOMMENDATIONS

PUBLIC SERVYEICES

Organization June 29, 2001 Page 1

Organization of Information in this Document

This report contains seven (7) major sections preceded by an executive summary. In addition, an
executive overview presentation is available under separate cover. The sections of the report are
as follows:

Introduction: This section provides an introduction to the document including a summary of the
project definition project and approach. The project approach is detailed in Appendix 1 of this
document.

Current State Assessment: This section provides an overview of the current state of procurement
operations in relation to the UC System’s readiness for e-procurement. This section also provides a
brief description of the e-procurement efforts that are currently underway at the UC campuses,
medical centers and national laboratories that were interviewed during the course of this project. In
addition, this section identifies major purchasing trends and business processes that can be
leveraged as a result of a system wide e-procurement initiative.

Recommended E-Procurement Solution and Architecture: This section provides an overview of
solution alternatives related to the recommended e-procurement architecture. These alternatives
describe a technical and logical architecture and address options surrounding a variety of
operational and managerial considerations of a system wide e-procurement initiative. The items
presented in this section include the following:

Architecture components and blueprint

Catalog (contract) strategy alternatives and recommendations

Catalog content management strategy alternatives and recommendations
Entities to be included in the UC e-procurement initiative

E- Procurement Advantages and Benefits: This section provides a high-level discussion of the
major advantages related to the adoption of a UC System wide e-procurement initiative.

Estimated Costs and Potential Benefits: This section outlines major investment estimates and
potential benefits related to a system wide e-procurement initiative. This section focuses on the

financial aspects of an e-procurement initiative including various transactional-charge-based and
cost-recovery-based funding options.

E-Procurement Implementation Considerations: This section provides a high-level discussion of
the major implementation considerations related to the adoption of a UC System wide e-
procurement initiative.

Go-Forward Plan: This section outlines a go-forward plan that presents a phased e-procurement
adoption approach with distinct, measurable, projects. This section also outlines major driving
factors upon which the go-forward plan and recommendations are based.
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Introduction

On April 18, 2001, the University of California engaged KPMG Consulting to assess the benefits
and feasibility of adopting a system wide e-procurement initiative that would include the University’s
campuses, national laboratories and medical centers. The primary purpose of this effort was to
document considerations relating to the adoption of a system wide e-procurement strategy and
potential achievable benefits. This document outlines a recommended e procurement strategy and
also provides a go-forward plan that outlines an implementation framework and deployment
approach consisting of short, measurable project steps.

This initiative took the form of a fast paced project that included interviews, focus-group discussions
and other system wide conferences involving primarily procurement personnel from selected
campuses, laboratories and medical centers. In conducting this effort, the project team focused on
analyzing major University of California (UC) specific requirements and business processes to
provide a foundation for identifying considerations and potential benefits related to adopting an
E-procurement initiative. The following terms have been used throughout this report:

UC System: The University of California

Institutional Types: Campuses, medical centers, and/or laboratories

UC Institutions: UC institutions that either (a) were identified as a representative site
for interviews and data gathering or (b) representatives that

participated in the Focus Group meetings and other conferences

Participating Institution: Participants in the recommended university-wide e-procurement
solution

End User: Departmental requestor or consumer of goods and services

Project Definition

This e-procurement assessment will provide the University an overview of the considerations and
potential benefits related to the adoption of a system wide e-procurement strategy. Specifically, the
project was chartered to address the following areas:

Current State Assessment: A brief, but pertinent assessment of the current state of procurement
within the UC System. A major focus of this assessment is to analyze UC-specific business
processes and requirements while also highlighting e-procurement initiatives currently underway.

Recommended System Wide E-Procurement Environment: A documented description of a
future UC System e-procurement environment with accompanying business and technology
requirements.

Costs and Benefits: A business case describing the expected cost estimates and potential
benefits associated with the future environment.

Go-Forward Plan: A “go-forward” roadmap including an implementation plan consisting of distinct
projects with measurable outcomes.
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Current State Assessment

Based upon information gathered and analyzed during this project, the Current State Assessment
outlines the current state environment of the UC System. The current state discusses the
expenditures and commodity profiles of the UC System and draws comparisons between the three
institutional types (campuses, laboratories, and medical centers). Existing sourcing and
procurement methods are documented and a variety of commonalities and differences between the
institutional types are discussed. As part of the current state assessment, common process
guidelines and levels of automation are highlighted and discussed further in various sections of this
document. A listing of procurement statistics and other pertinent data used for the Current State
Assessment are summarized in Appendix 2 of this document.

Expenditures and Commodities

Of the total procurement dollars reported by the UC System ($2.8 billion), procurement
expenditures of the UC institutions ranged from $38 million to nearly $670 million. These
expenditures represent transactional volumes ranging from 34,000 to over 200,000 annually.
Based on the University’s $2,500 threshold for Low Value Purchases (LVP), the percentage of LVP
dollars ranged from 9% to 30% among the campuses. A sample of small and large campuses
reported approximately 86% of their purchasing transactions were under the $2,500 threshold. On
the other hand, only 13% of the laboratories annual expenditures fell within the LVP guidelines.
Medical centers have not adopted the LVP program and therefore do not have comparison data.

Figure 1: UC spends approximately $2.8 billion in purchasing dollars annually

UC Spend by Institutional Type @O Campuses
Based on Total Purchasing Expenditures ($1,106,999,629)
FY 99-00

W National
Laboratories

] ($1,202,761,645)

O Medical Centers
($498,378,908)

UC procurement dollars are expended on a diverse mix of goods and services. Although some
goods and services are unique to an institutional type due to its primary mission, (e.g., nurse
registry and pharmaceuticals), a significant number of similar commodities are purchased among
the UC campuses and laboratories. The following commodity and service groups were reported to
be some of the most common among campuses and laboratories with respect to both value and
volume:

Electrical and hardware supplies Furniture
Computer hardware and peripherals Printing services
Laboratory equipment and supplies Chemicals
Janitorial and custodial supplies Office supplies
Telecommunication equipment and

supplies
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Figure 2: Low Value Purchase (under $2500) expenditures represent approximately 26% of total campus
purchasing dollars and 86% of campus purchasing transaction volume

Ratio of LVP and HVP Ratio of LVP and HVP
Purchasing Transactions Purchasing Expenditures
(Average based on 3 campuses) (Average based on 3 campuses)

13.70% 26.60% LvP

< .
. HVP

Sourcing and Contracts

Strategic sourcing efforts are broadly implemented throughout the UC System. It is clear that all

UC institutions recognize the benefits surrounding strategic sourcing efforts and the need to
separate their transactional processing activities from strategic sourcing activities. Although there is
a significant focus on leveraging the cumulative spend of key commodity groups throughout the UC
System, more can be done. Because the institution must be sensitive to attracting small business
suppliers, strategic sourcing results cannot be achieved by relying as heavily as the commercial
sector on the traditional practices such as a significant reduction in vendors and consolidation of
activity into a few (large) vendors. The challenge is to find an appropriate balance between contract
optimization and maintaining a vendor base that provides opportunities to small, disadvantaged
suppliers.

Collaborative efforts between the University of California Office of the President (UCOP) and core
procurement offices within each campus have successfully yielded 140 contractual agreements for
use throughout the UC System under the auspices of the “Planned Purchasing Program” (PPP).
Expenditures by the UC institutions using the PPP agreements range from .3% to 38% of the total
procurement dollars spent annually. University campuses maintain a stronger participation (ranging
from 11.8% to 37.7%) in the PPP than do the laboratories (.3 — 19.5%) or medical centers (less
than 1%).

Cooperative purchasing is used within the UC System, but not to a significant degree. Although
campuses and laboratories leverage the E&l Cooperative Consortium, many UC institutions felt that
the UC System has negotiated more attractive pricing than what is typically provided by a
consortium. Conversely, the medical centers have recently joined Neoforma, a company that builds
private marketplaces with a primary focus on patient care commodities, and anticipate significant
value including price reductions.
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Procurement Methods

Overall, the UC System maintains centralized procurement offices to provide strategic guidance
and support for High Value Purchases (HVP) and purchases over the University bid threshold.
Additionally, the UCOP and centralized campus procurement offices actively negotiate contractual
agreements with suppliers for key commodity and service groups. The application of procurement
methods depends heavily on the type or value of the purchase. With the exception of LVP
transactions and specific commodities or service groups (e.g., pharmaceuticals or Business
Agreements), procurement authority remains fairly centralized within each institution. An end user
typically uses a purchase requisition for HVP requests and items requiring bids.

Although the Procurement Card (P-Card) threshold varies among the UC institutions and is not
necessarily limited to purchases under $2500, P-Cards are increasingly becoming one of the most
popular procurement methods throughout the UC System for LVP transactions. P-Cards are
attractive to most institutions because of their ease of use, expeditious purchasing process, and
potential rebates. Despite the growing use of P-cards, the UC System must contend with the
potential for increased maverick (off-contract) spending, a reduction in accounting and reporting
capabilities and a cumbersome “back-end” reconciliation process, all undesirable effects of P-card
usage. The UC System spent over $113 million using P-Cards last year; representing 4% of its
total spend. Currently, there are 4 campuses, 2 laboratories, and 2 medical centers actively
participating in a P-Card initiative. Some other UC institutions are in the process of piloting P-Cards
within the next two years.

UC institutions provide and maintain a variety of storehouses for end users. Certain storehouses
provide an assortment of commodities, while others are maintained for specific commodities or
services (e.g., printing services or facilities). Some storehouses have created robust online sites
that actively leverage supplier relationships to provide fair and reasonable pricing and convenient
purchasing for their users. Storehouse activity, especially those supported by a web interface, is
reported to be increasing at rapid speed among many of the institutions.

Blanket Purchase Agreement (BPA) releases are used to obtain goods and services typically
covered by the PPP. Although each institutional type uses them, Blanket Releases appear to be
most popular in the medical centers. Either firm-pricing contracts or prime vendor relationships
typically support medical center Blanket Agreements.

The UC System provides significant flexibility and decentralization with respect to LVP transaction
activities. In addition to some of the procurement methods described above, LVP transactions are
executed using “direct enter” purchase orders, verbal orders and direct access to vendor Internet
sites. “Direct enter” purchase orders allow the end user to create a LVP purchase order directly in
the institutional financial or purchasing system. End users may place other LVP orders directly with
suppliers using general accounting codes or departmental-unique numbers in lieu of a purchase
order. It was also reported that some end users are accessing vendor Internet sites directly and
placing an order through the Internet, typically using a University P-Card or a personal credit card.
In the event a personal credit card is used, reimbursement is then requested using a payment
request process upon receipt of the invoice.

While the UC System has taken great strides toward strategic procurement initiatives and
streamlined procurement practices, some of the LVP procurement methods, while they streamline
the purchase process for end users, may reduce the ability to obtain lower cost goods and services.
For example, P-Card uses, verbal commitments to suppliers, and direct vendor-site procurement
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minimize the ability to aggregate spend, consolidate contractual agreements, and gather data that
may assist in additional strategic efforts.

Process Guidelines and Requirements

While fund accounting is consistently applied across the UC System, workflow that supports the
accounting requirements varies throughout the UC System. For example, pre-liens, liens, and
funds checking are performed at different points (if at all) during the purchasing process. When
funds are encumbered, a lien is typically placed in the budget at the time the order is approved.
Laboratories are the only institution type that appeared to use funds checking prior to a non-
Procurement Card order being placed. The application and timing of encumbrances clearly impacts
each institution’s integration requirements as they move toward an e-procurement solution.

Integrating the receiving function with the overall procurement process is required at various levels
throughout most all UC institutions. While many institutions have implemented guidelines that
determine the need for receipt confirmation prior to the payment of an invoice, medical centers
appear to be the only institutional type that requires confirmation of receipt for 100% of all non-
Procurement Card purchases. The one medical center visited does, however, provide their users
the ability to confirm receipts online using their procurement system. The ability to perform an
online receiving function varies throughout the remaining UC System. Some institutions provide a
manual process to their users while others maintain shadow systems to provide similar functionality.
Typically, P-Card transactions assume receipt of purchases and settlement to the bank is provided
without receipt validation. As institutions decide to increase the use of the P-Card, they may
experience a reduction in traditional receipt validation and control

In order to streamline the procurement process, most campuses and laboratories have attempted to
reduce complex approval workflow requirements prior to an order being placed. There are
however, specific commodity groups and dollar thresholds that require a pre-approval process. For
example, requests for hazardous material or chemicals are subject to pre-order approvals at many
of the UC institutions. Consequently, approval cycles for requisitions and/or non-Procurement Card
orders range between 1.5 and 24.6 days, depending on the type or value of the request. Moreover,
the approval cycle increases as the value of the request increases. For example, the average
approval cycle for orders under $2,500 is four (4) days, orders between $2,500 and $50,000
averaged approximately seven (7) days while the approval cycle for orders over $50,000 averaged
nineteen (19) days. These commodity and dollar threshold guidelines are typical throughout all UC
institutions and influence the complexity of business rules and workflow considerations for an e-
procurement solution.

Technology and Level of Procurement Automation

UC institutions have successfully implemented automated solutions to support procurement
operations and improvement initiatives. For example, campuses and laboratories place
approximately 10% - 20% of their total purchase order volume to suppliers electronically. Data
collected from one medical center reported over 50% of its purchase orders are placed
electronically. Additional efforts include:

Online storehouses

Pilot implementation of e-procurement

Extending ERP system functionality for online requisitioning
Implementation of automated P-Card reconciliation processes
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Current State Assessment

UC institutions maintain several financial and purchasing systems including PeopleSoft, AMS,
Walker and SCT. In addition, there are a number of UC institutions that built their own software to
perform core financial operations. A significant number of customizations were made to each
procurement or financial application. The level of integration among the purchasing and financial
systems (e.g., general ledger, assets, and grants management) varied considerably among the UC
institutions. Campuses and laboratories reported a wide range of integration levels, with only one
of the four campuses interviewed reporting a high degree of integration.
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Future E-Procurement Solution and Architecture

This section outlines various aspects of the recommended UC System wide e-procurement
environment, including major environment components, alternatives and considerations for each
major component, and overall best-practice implementation recommendations. A technical and
logical architecture is described for each alternative. Operational and management issues are also
addressed. The outline of the future e-procurement environment recognizes requirements
associated with a distributed business model and the unique needs of the UC System. The options
presented in this section include the following:

Architecture components and environment blueprint
Catalog (contract) strategy

Catalog content management strategy

Entities to be included in the UC e-procurement initiative
Enhanced functionality

Overview of Recommended Future E-procurement Environment

The recommended UC e-procurement environment is influenced by the diverse requirements and
business processes among the campuses, laboratories, and medical centers. This diversity creates
the need for a flexible, yet structured environment that allows the overall UC System to take
advantage of the potential benefits presented by an e-procurement solution. The recommended

architecture also takes into consideration that each of the participating institution is large enough
(i.e. number of users and procurement volume is great enough) by industry standards, to warrant a
specialized functional and technical implementation of solution sets that conform to the
recommended environment.

The participating institutions of the UC System are at dissimilar stages of readiness and / or
advancement in regards to the adoption of e-procurement. While some institutions are in the stage
of preliminary investigations, other institutions already have initiated independent e-procurement
initiatives. The recommended environment takes into consideration the requirements and
operational e-procurement initiatives known to the project team at the time of compilation of this
report. The following recommendations also consider best practices related to a system wide e-
procurement solution.

The UC System consists of multiple participating institutions with somewhat unique implementation
requirements. Consequently, the recommended system wide e-procurement environment consists
of two distinct tiers and / or implementation efforts. The first tier includes the common elements of
the overall architecture. This tier consists of the shared elements of the overall environment and
deals specifically with the concept of consolidating specific elements of the procurement cycle such
as contracts (or pricing agreements) and the reporting and leveraging of overall system wide spend
data through strategic sourcing. The implementation of this tier is critical to the achievement of
potential system wide e-procurement benefits.

The second tier includes the institution-specific implementation requirements such as business
rules, workflow and each institution’s financial system integration requirements. These elements
are typically unique to each institution, even though several commonalities exist and the
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coordination of implementation activities between institutions may create opportunities to realize
some economies of scale. The separate classification of institution-specific elements and common
elements helps establish a framework for each institution to take into consideration elements
related to institution-specific business rules, requirements, timing and pace, depending on the
individual stages of readiness. Potential benefits include process efficiencies such as managing
various purchasing vehicles (e.g., contracts and pricing agreements), solicitations, data collection
and vendor management. This two-tiered framework allows each participating institution to
contribute to the design considerations upon which the common elements will be based. The
following diagram represents the recommended UC system wide e-procurement architecture.
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Overall E-Procurement Architecture
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Electronic Catalog (Contract) Strategy Options

Electronic catalogs (“e-catalogs”) are considered to be one of the most critical components in any e-
procurement environment and are considered to have the maximum impact within the UC System
wide e-procurement architecture. Internet-based electronic catalogs provide end users with a
mechanism to make controlled, yet non-restrictive purchases from term-contracts and other
catalogs representing negotiated pricing with approved vendors. This concept empowers end users
with freedom and flexibility while providing guidance through controlled access to specific catalogs,
thus resulting in higher levels of consolidated purchasing.

The following discussion addresses the options and recommendations related to potential UC-
specific catalog deployment and management strategies. The information in this section is based
on the procurement operations within the UC System including the current system wide (Planned
Purchasing Program) and local (institutional) contract / price agreement(s), and the Office of the
President’s efforts in creating and making available contracts and / or price agreements to
participating institutions. The strategies discussed below are not necessarily mutually exclusive
and the UC System may choose to implement a combination of the strategy options.

Unified (Common) E-Catalog Strategy

Within the Unified (Common) Catalog strategy, the UC System would undertake a unified catalog
(contracting) strategy that results in the creation of master, system wide agreements that are made
available to all participating institutions through the central repository. This strategy is generally
applicable to all common catalogs and is recommended for current PPP contractual agreements
and additional contracts that represent commodity groups that are used by a majority of the
participating institutions.

Figure 3: Recommended system wide architecture using the Unified Catalog strategy
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Coordinated E-Catalog Strategy

Within the Coordinated E-Catalog strategy, UC System would undertake a coordinated catalog
strategy that results in the creation of local agreements that are voluntarily made available to
participating institutions through the central catalog repository (a.k.a. Market Site or Network)
through which all participating institutions can interact. This option, while not requiring the
consolidation of contracts and price agreements, does require a common platform through which
the participating institutions can present their individual catalogs and storehouse content. This
strategy is generally applicable to institution-specific catalogs and is recommended for contractual
agreements that represent items of interest to a particular institution or to accommodate special
terms and conditions.

Although this option does not harness the degree of volume consolidation or negotiation leverage
as compared to the Unified strategy, it does provide each participating institution the flexibility to
implement unique content and management mechanisms, while providing “search and compare”
capabilities through the central catalog repository.

Figure 4: Recommended system wide architecture using the Coordinated Catalog strategy
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Guided E-Catalog Strategy

Within the Guided E-Catalog Strategy, the UC System allows participating institutions with the
option of following independent, while centrally assisted e-procurement initiatives. This option
allows each participating institution the ultimate freedom to conduct an independent implementation
initiative while taking advantage of the product and service selection conducted by a central body
(Office of the President) and / or other entities that have already adopted e-procurement. The
provision of central assistance with e-procurement deployment will provide some economies of
scale through the leveraging of research and analysis devoted to e-procurement conducted by
other participating institutions and the Office of the President.

Figure 5: Recommended system wide architecture using the Guided Catalog strategy
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E-Catalog Strategy Implementation Considerations

The adoption of e-procurement involves the transformation of an institution’s current purchasing
processes to an interactive, Internet-based, transactional process, which includes the real-time
participation of buyers and sellers within an organized digital marketplace. Choosing an e-catalog
strategy that best meets the University’s business model and operational needs will be influenced
by a variety of implementation considerations and business decisions. The major implementation
considerations affecting an e-catalog strategy include:

Cooperative Purchasing

UC cooperative purchasing can be best facilitated by the formation of a designated group of
purchasing professionals with representatives from each participating institution to work in
cooperation with a coordinating unit (potentially the Office of the President) to consolidate and
negotiate common catalogs. Consideration of each institution’s requirements and interests will be
recognized during contract negotiations and therefore will provide a strategy that is effective for all
participating institutions. Cooperative purchasing is required for the Unified catalog strategy and
strongly recommended for the Coordinated catalog strategy.

Establishment of Catalog Repository (or Network)

The establishment of a cross-compatible UC catalog repository (a.k.a. market-site or network) that
accommodates the catalogs (contracts) and management of the catalog content. This repository
may be accessed by all compatible (based upon pre-established technical standards) institutions’ e-
procurement applications. The establishment of a common catalog repository is required for both
the Unified and Coordinated catalog strategies.

Deployment of Compliant E-Catalog Solutions

The pre-selection of one or more e-catalog engines (such as Ariba or Commerce One) that are
compliant with the consolidated catalog repository and as part of the overall UC System wide e-
procurement initiative. As such, the success of this strategy will depend upon the deployment of
conforming e-catalog engines within each participating institution. Deployment of compliant e-
catalog solutions is required for both the Unified and Coordinated catalog strategies.

Catalog Standardization

The standardization and use of a common catalog nomenclature and coding structure. This
standardization will provide the entire System with common data capture and reporting capabilities
that are critical to leveraging the unified contracting structure. Standardization also provides a
common starting point for finding products or services of interest, regardless of the source. That is,
it facilitates locating products and services from external and internal enterprise organizations. In
addition, standardization facilitates multi-sourcing and product comparisons to enhance decision-
making regarding which items best meet the business need. The project team recommends the use
of the UN Standard Product & Service Codes (UN/SPSC) structure for standardization.

Coordinated Order Placement, Invoicing and Transaction Settlement

Common system of order placement (after appropriate approval processing) such as through EDI,
XML or Supplier Networks. A coordinated settlement mechanism such as P-Cards or electronic
invoicing is also required. It is important to note that although coordinated mechanisms are
required, it does not limit order placement or settlement to one single mechanism. Multiple
mechanisms are routinely seen within the marketplace today and are expected for the foreseeable
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future. Coordinated order placement, invoicing, and transaction settlement is required for the
Unified Catalog strategy.

Figure 6: Catalog (Contract) strategy options required a variety of implementation considerations

UNIFIED | COORDINATED GUIDED
STRATEGY STRATEGY STRATEGY

Cooperative Purchasing Required Recommended

Establishment of Catalog
Repository (or Network) Required Required

Deployment of Compliant E-
Catalog Solutions Required Required

Catalog Standardization Required
Coordinated Order Placement,
Invoicing and Transaction

Settlement Required

Although various aspects of electronic catalogs must be considered during the planning phase of an
e-procurement implementation, the most important relate to the strategy and management of
catalog content. The content presented in an e-catalog is synonymous with the contracts and
pricing agreements currently being negotiated throughout the UC System. Consequently, the
approach to how catalog content is presented to the end user will have a major impact on the level
of benefits achieved by the UC e-procurement environment.

It is important to note that the impact of each strategy option will affect the financial and potential
benefits identified in the Estimated Costs and Potential Benefits section of this report. The table
below compares the three e-catalog strategies with the potential benefits identified in the Estimated
Costs and Potential Benefits section of this report.
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Figure 7: Each Catalog Strategy provides a varying degree of potential benefit optimization

Level of Benefit Optimization

Level of Optimization

Unified Strategy Coordinated Guided Strategy
Strategy

E-Catalog Strategy Recommendations

Although each e-catalog strategy will provide the UC System with some degree of benefit, the
Unified Catalog approach will significantly increase the opportunity for the University to potentially
achieve optimal benefits. Therefore, the Project Team recommends that UC expand the
development of common, system wide catalogs (contracts) for similar commodity and service
groups purchased by the campuses and laboratories. A limited deployment of the Coordinated
strategy is recommended for local, institution-specific catalogs negotiated for items of special
interest to a particular institution.

In short, the envisioned common repository (market-site) will contain University-wide contracts,
Planned Purchasing Agreements and contracts or agreements that participating institutions believe
will present a benefit to other participating institutions. Exceptions to this recommendation include
only the following:

Participating Institution Has Already Undertaken Independent Endeavor

In this case, the participating institution may be excluded from conforming to the technology
aspects of the system wide environment but should be included in strategic sourcing
activities in order to attain maximum leverage from consolidation of volume.

Participating Institution Has Already Conducted Strategic Sourcing

A participating institution has already taken steps to consolidate its own volume and
believes that it has attained optimum pricing. In this case, the participating institution should
be encouraged to present its contractual instruments within the system wide marketplace for
comparison-shopping by other institutions. Conversely, the participating institution’s end-
users should also be given access to competing contractual vehicles available in the system
wide marketplace. This recommendation seeks to lower overall pricing through competition
between similar contractual vehicles that cannot be consolidated for various reasons.
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Participating Institution has Storehouse or Other Inventory / JIT Business Process

A number of participating institutions have established requisitioning processes (both
manual and electronic) for storehouse operations. Based on interviews conducted for this
report, many existing storehouse operations have indicated a strong desire to incorporate
their existing storehouse catalogs in the UC system wide e-procurement environment. The
project team recommends that the storehouses participate within the system wide
environment in following ways:

Institution-Specific — Under this option, the Storehouse sponsor would present their
electronic catalogs only to the end users of the participating institution where the
storehouse resides. This model will allow the participating institution to limit the use
of the catalog based on institution-specific business rules. This option also helps the
Storehouse to limit its customer base (i.e., institution delivery) to those that they plan
on serving.

System Wide — Under this option, the Storehouse would be presented within the UC
system wide catalog repository. This option will allow Storehouse sponsors to
compete with other negotiated purchasing vehicles within the system wide
marketplace.

Catalog Management Options

At the crux of e-catalog systems lay the goods and services catalogs from which end users may
make selections and place orders. There are a number of approaches to creating, maintaining and
accessing this catalog content, some of which are better fitted for the UC System than others.
Catalog management is an essential component of an e-procurement solution due to the catalog
providing a repository of products and services that are available to end users throughout the UC
System. The items within the catalog have contracted pricing and availability through pre-negotiated
agreements with vendor organizations.

The recommended approach for the UC e-procurement environment is one that provides adaptable,
open, secure, robust, scalable, and standards-based strategies for catalog management. This
approach combines the benefits of various catalog management options to provide the UC System
with flexibility and choices that can be implemented by each participating institution based upon
their requirements. The recommended approach fully supports this flexible model to allow
participating institutions to take advantage of the catalog content approaches providing the best
solution for different commodities and / or services. The University should carefully weigh the
catalog management options that are available and choose one that helps it reduce costs without
creating undue burden on its infrastructure and vendor community. Given the importance of the
catalog repository to a robust solution it is useful to understand the various options for catalog
management. The five basic catalog management approaches include:

Buyer-Centric

Seller-Centric

3" Party Content Aggregation
Distributed Seller

Distributed Buyer
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Buyer-Centric Option

The Buyer-Centric approach to catalog management centralizes all catalog activity within the
buying organization, in this case within either the UC System wide catalog repository or within the
repositories of participating institutions. Selling organizations send their catalogs, usually using a
proprietary format, to the buying organizations. End-users access the information from the locally
maintained catalogs. These solutions normally run within the network environment or Intranet of
the buying organization, thereby avoiding performance issues associated with network traffic over
the Internet.

Several advantages are presented with the Buyer Centric option. End-users have access to an
aggregated set of goods and services that are part of the university-wide solution, thereby enabling
one-stop shopping. Also, the buying organization retains control over the catalog process that
allows them to easily integrate it into other internal institutional processes. Disadvantages to this
option are that catalog maintenance activities are labor intensive and create a significant
administrative workload on the maintaining organization.

Seller-Centric Option

The Seller-Centric approach to Catalog Management centralizes all catalog activity within the
selling organization. End users from the buying organizations go the selling organizations’ ordering
site, browse through vendor catalogs, and make purchasing decisions. Selling organizations that
might have more sophisticated capabilities maintain user profile information for each authorized
buying organization end-user and may also have some limited approval capability. In addition to
providing direct access to the supplier's catalog site, this option provides the end user with the

ability to use the configuration tools on the seller’s catalog site. The configuration tools will allow
the end user to configure, assemble or combine the pieces required to create a customized final
product. An example of this would be the process of ‘putting together’ a personal computer on the
Dell web-site by combining options relating to processor speed, memory and storage capacity in
order to build a final product.

It is important to note that this option, although similar in appearance is not what is considered
‘punch-out’ or ‘round-trip’. This option does not require the use of an e-catalog engine but simply
allows the end user to use a browser to access the supplier site directly. This option does not
return any information to the organization’s e-procurement solution or to the organization’s workflow
system. The catalog options related to Punch-out or Round-trip are discussed at a later stage of
this section under the “Distributed Seller Approach”.

An advantage to the Seller Centric option is that catalogs are maintained by the selling organization
and updates are reflected immediately. There is direct access to inventory data and shipping time
from supplier’s ordering system; this provides the end user with choices based upon delivery time
or availability. By implementing this option, the buying organization has the ability to use supplier’s
configuration tools to assemble custom final product or service and to take advantage of real-time
pricing offers on supplier's web site.

However several disadvantages are associated with this option as well. The Seller-Centric option
allows users to go directly to the supplier's web site without the need or use of an initial step within
the organization’s e-procurement solution. As such, no controls, restrictions, organizational
workflow or approval rules are useable, while no consolidated record is kept of the purchasing
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activity. No information about the purchase is returned to the organization’s procurement or e-
procurement system unless post-purchase interfaces are negotiated with the supplier.

Integration to the general ledger is often difficult, if not impossible to accomplish due to the use of
multiple supplier sites, protocols and e-commerce infrastructures.

3" Party Content Aggregation

3" Party Content Aggregation is the process of accessing a 3™ party’s repository of product
offerings from multiple selling organizations. These repositories are usually industry focused or
universal in scope. Buying organizations typically subscribe to them and allow their end-users
access to order products of interest. In essence, a buying organization is leveraging the expertise of
the 3" Party service provider to organize their supply chain. This type of option is preferable in
situations where a supplier’s content is already hosted within a 3™ party’s repository at the time of
implementation and also in cases where the supplier catalogs contain an extremely large number of
line items (such as parts catalogs).

Advantages of the 3™ Party Content Aggregation option include the ability for the buying
organization to leverage economies of scale. The buying organization may also leverage 3™ Party
service providers’ expertise in organizing a supply chain, when applicable. An advantage to 3"
Party Aggregation, with respect to the needs of the University, is that this option provides a means
for small, disadvantaged suppliers to participate in the University’s shared marketplace.

Disadvantages to 3™ Party aggregation include the separate access protocols (XML, OBI, EDI) that
may exist between multiple aggregators of catalog content. In addition 3™ party aggregators may

host a subset of catalog data that does not correspond to the content of the term contracts of the
buying organization. In the event UC catalogs are hosted externally by the Aggregator,
participating institutions will not enjoy the benefit of comparison-shopping among other UC
catalogs. 3™ Party aggregation can prove to be expensive and therefore should be used sparingly.

Distributed Seller Option

The Distributed Seller approach distributes the catalog management function to each responsible
selling organization while leveraging the internal infrastructure of the buying organization for routing
and approvals. This option is also commonly referred to as ‘Punch-out’ or ‘Round-trip’. It
accomplishes this by allowing end-users in the buying organization to surf the web-based product
offerings for each selling organization over the Internet. Once the end-user decides to order the
product, transmission of product information to the buying organization occurs via the Internet. The
buying organization routes the order request through the appropriate approval loop based on its
business practices. Transmission of the order to the selling organization occurs once final approval
occurs. In addition to providing direct access to the supplier's catalog site, this option provides the
end user with the ability to use the configuration tools on the seller’s catalog site. The configuration
tools will allow the end user to configure, assemble or combine the pieces required to create a
customized final product. An example of this would be the process of ‘putting together’ a personal
computer on the Dell web-site by combining options relating to processor speed, memory and
storage capacity in order to build a final product.

Several advantages are associated to the Distributed Seller option. Buying organizations are
provided the ability to use the supplier’s configuration tools to assemble custom final product or
service. For example, the buyer may bundle computer components to his or her specifications or
use the configuration tool to communicate unique data requirements for otherwise standard
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purchases (e.g., name and phone number for pre-established business card templates). The
buying organization can take advantage of real-time pricing offers on supplier's web site. The
Distributed Seller option uses the buying organization’s internal process and approval infrastructure,
while using its own commerce infrastructure.

Implementation of the Distributed Seller (or “round-trip”) requires consistent communication
protocols and standards between the buying and selling organizations technology platforms. This is
often time consuming to implement. The seller is required to implement and maintain expensive e-
commerce technologies, often unaffordable by small to medium sized businesses. Pricing
schedules available on the seller’s site is not under the control of the buying organization, therefore
making it difficult to verify compliance to contract terms and conditions. Although the organization’s
users will see their contract items and their pricing which was initially set up accurately, errors in the
selling organization’s catalog pricing are often undetectable until post audit. Most importantly, the
buyer is unable to compare other catalog items and pricing structures otherwise available on the
system wide marketplace.

Distributed Buyer Option

The Distributed Buyer approach to Catalog Management uses open, secure, and standards-based
Internet technologies to provide product and service offerings to end-users within a buying
organization. The end-users have access to an aggregated repository of contracted items over
their Intranet and select items as appropriate. Routing of the requested items through the
appropriate approval process then occurs based on the buying organization’s business practices.
The appropriate selling organization receives the approved orders. Unlike the buyer centric option,
this option provides the means by which the supplier community creates and maintains catalogs
through various internet-based automated mechanisms, thereby allowing the buying organization to
avoid the catalog management process.

Several advantages exist by implementing the Distributed Buyer option. This option offers end user
access to all product and service offerings via a common user interface and provides strong
integration with the buying organization processes and systems. Where it exists, the buying
organization may use the selling organization’s commerce infrastructure for robust product
information and other value-added information. The Distributed Buyer option facilitates multi-
sourcing and product comparisons within the UC marketplace and fully automates catalog
maintenance by leveraging open standards.

Catalog Management Summary and Recommendations

During the discovery phase of this project, participating institutions expressed the need for various
features and functionality that when combined cannot be satisfied by one content management
model alone. This requirement is typical of most organizations in the Public Sector and especially
in higher education. Based upon the UC requirements and with consideration to best practices for
Public Sector procurement, the project team recommends that the UC System wide e-procurement
environment support a combination of the catalog models outlined below:
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Distributed Buyer — this model will allow participating institutions the freedom to aggregate their
own catalog content (while having this content managed by the supplier community) so as to fulfill
their unique content needs. This model will allow the purchasing process to be subject to the
participating institution’s workflow and business rules. This is expected to be the most common and
popular means of updating catalog content or providing catalog content to end users.

Distributed Seller — this model will allow end users to ‘punch out’ or ‘round trip’ to supplier content
sites from within the participating institution’s e-procurement solution. This model also allows the
end user to take advantage of the configuration tools on the supplier site while at the same time,
subjecting the purchasing process to the participating institution’s business rules and workflow. This
approach would be expected to be used for only those suppliers who are both already enabled and
do not provide a means for their catalog to otherwise be presented.

3" Party Content Aggregation — this model will allow participating institutions to take advantage of
supplier catalog content that has already been enabled through 3™ party content aggregators, while

at the same time, subjecting the purchasing process to the participating institution’s business rules
and workflow. This approach can be expensive and would not be expected to be used greatly.

Figure 8: A combination of content management approaches will provide UC with most appropriate solution

Supplier — Maintained
Catalog Content

rd
P A
Distributed Buver 3" Party Aggregator Distributed Seller

Institution 3" Party Supplier Hosted
Hosted Aggregator Site
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Definition of Participants

Based upon information gathered during this effort, it is the project team’s understanding that
notable similarities exist between the campus and laboratory protocols and purchasing methods,
while the medical centers present a significantly unique purchasing business model. Moreover, the
medical center business model represents more of a supply chain model than that of the campuses
or laboratories. Additionally, the medical centers (with the exception of one) have recently
committed to the adoption of the Neoforma marketplace (specific to health care) as an e-
procurement mechanism. Based upon this information, it is the project team’s recommendation
that, for the purposes of a system wide e-procurement solution, the medical centers should be
given different participating institution profiles and be treated separately.

Furthermore, the project team recommends that a system wide initiative focus on the campuses
and laboratories either in subsequent or parallel initiatives. This approach will also allow a system
wide initiative to focus on comparable objectives and similar goals during go-forward activities. It is,
however, also recommended that the medical centers continue to participate in the recommended
strategic sourcing efforts whenever applicable. To enable future possible integration of medical
centers with the system wide e-procurement solution, conformity to the UC e-procurement platform
and normalization of e-catalog data will be required.

Solicitation Automation — Enhanced Functionality

Solicitation Automation (or Competitive Bidding Automation), Internet-based competitive bidding
automation transforms manual, time-intensive, bid/quote creation, distribution, acceptance and
evaluation into a streamlined, paperless model with a drastic reduction in administrative work-load
and bid-to-award cycle time. This automation includes online bidding, Request for Quote’s,
Request for Proposal and Online Reverse Auctioning. In short, all purchases that don’t fall under
(a) the small purchase category or (b) the e-catalog procurement methodology and require any form
of competitive purchasing are automated via the Internet under Solicitation Automation.

This concept provides both the buyer and vendor communities with a streamlined, self-service and
intuitive mechanism by which to complete end-to-end procurement transactions.

Although solicitation automation is considered a significant component of an end-to-end e-
procurement solution, it is recommended that this component be implemented during the
Enhancement Phase of the System’s e-procurement initiative. The features of Internet-based
Solicitation Automation relative to the UC System wide e-procurement environment include:

= Instant, electronic bid/quote and RFP notification based on “areas of interest”

= Online retrieval and review of bid, quote and RFP

= Secure, interactive, online bid/quote response form including compliance checking and
enforcement of all Agency competitive-bidding business rules
Locked repository for compliance with “sealed bid” requirements
Online publication and notification of bid/quote and RFP awards
Automatic, online availability of purchase orders for awarded bids and quotes
Automatic invoicing from on-line purchase orders
Integration with internal procurement or general ledger systems
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Solicitation Automation Implementation Considerations

Solicitation Creation and Distribution

Internet-based Solicitation automation allows participating institutions or central purchasing
personnel to create, distribute and accept responses to bids, quotes, requests for information and
requests for proposal via the Internet. This transformation not only eliminates a significant portion
of the administrative tasks but significantly reduces the cycle-time associated with competitive
bidding. Using Internet self-service, the vendor community can get instant notification of solicitation
opportunities, review, download and respond online to your solicitations and even attend a virtual
bidder's conference related to a specific solicitation.

Multiple Solicitation Types and Business Rules

An important implementation consideration relating to solicitation automation is that the UC e-
procurement environment allows each solicitation to be classified as a specific type prior to
distribution. Solicitation types would include requests for quotation, requests for proposal, contract
bids, or other types determined by your participating institutions during system implementation.
This functionality allows for specialized handling and the establishment of different solicitation
response business rules that will be enforced by the solution.

Solicitation Notification

One of the primary benefits of automating this aspect of the procurement process is the ability to
harness event notification capabilities. All solicitations created and passed through final approval
by your participating institutions are routed automatically for distribution to vendors via e-mail, fax
and via the web. This instant notification and distribution capability provides the foundation for
significant reductions in processing time.

Security and Sealed Bids

Responses to solicitations that are designated as sealed bids must be maintained in the secure and
sealed mode until the designated bid opening time and date has passed. Prior to the expiration of
the bid opening time, the designated buyer or participating institution should be able to review
various statistics related to the responses to each sealed bid, such as number of responses or
number of interested vendors who downloaded the specific bid document.
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E-Procurement Solution and Architecture Summary of Recommendations

The recommended system wide e-procurement environment consists of two distinct tiers and /or
implementation efforts. The first tier includes the common elements of the overall architecture and
deals specifically with the concept of consolidating specific elements of the procurement cycle. The
second tier includes the institution-specific implementation requirements such as business rules,
workflow and integration requirements.

Although each e-catalog strategy will provide the UC System with some degree of benefit, the
Unified Catalog strategy will significantly increase the opportunity for the University to optimize
economies of scale. The Unified Catalog strategy provides for the expansion of common, system
wide catalogs (contracts) for similar commodity and service groups purchased by the participating
institutions. A limited deployment of the Coordinated strategy is recommended for local, institution-
specific catalogs negotiated for items of special interest to a participating institution.

Participating institutions expressed the need for various features and functionality that, when
combined, cannot be satisfied by one catalog content management model. Based on UC
requirements and consideration to best practices for Public Sector procurement, the project team
recommends that the UC System e-procurement environment support the following e-catalog
models:

= Distributed Buyer
= Distributed Seller

= 3" Party Content Aggregation

Notable similarities exist between the campus and laboratory protocols and purchasing methods,
while the medical centers present a significantly unique purchasing business model. The initial e-
procurement initiative should focus on the campuses and laboratories either in subsequent or
parallel efforts. To enable future possible integration of medical centers with the system wide e-
procurement solution, it is further recommended that the medical centers conform to the UC e-
procurement platform and normalize e-catalog data accordingly.
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Advantages and Benefits to Adopting a System Wide E-procurement
Solution

There are significant advantages and benefits related to the adoption of e-procurement
technologies and a UC System wide e-procurement environment. While many of the advantages
are difficult to capture, they assist the University in taking great strides toward reducing the costs of
goods and services and reducing purchasing transaction costs. Realizations of the benefits
significantly depend upon the extent to which the system wide e-procurement solution is
implemented and accepted by its users. All estimates outlined below are intended for illustrative
purposes only and are based on limited data gathered from representative participants during the
course of this project.

Enhanced Purchasing Process

The deployment of e-procurement within the UC System will potentially allow participating
institutions to optimize benefits in end user procurement processing. These benefits are made
possible through the web-based, intuitive and real-time procurement processing capabilities
inherent in most “Tier-1” (e.g., Ariba, Commerce One) e-procurement engines. The major areas of
enhancement in the procurement process include but are not limited to the following:

Enhanced User Experience — the use of self service, catalog purchasing provides the end user
with a significantly enhanced experience relative to current automated and / or manual processes.

Decentralized Processing — the ease of use associated with web-based procurement allows
participating institutions to decentralize and expedite the transactional activities of the ordering
process. Data entry and approval processing is initiated by the end user using a single point of
entry (eliminating manual preparation) and is supported by a dynamic and flexible approval
workflow engine. User-defined business rules and approval thresholds that guide the transaction
through the entire request and approval cycle drive workflow.

Driving Out Procurement Inefficiencies — the use of online requisitioning and workflow
capabilities in e-procurement solutions will allow participating institutions to reduce the dependency
on traditional and relatively inefficient processes including supporting shadow systems.

Re-Assign Procurement Professional From Administrative To Strategic — the decentralization
of the procurement process releases procurement professionals to conduct more strategic activities
(such as negotiating additional best-value pricing) instead of conducting administrative tasks.

Increased Process Efficiencies

Although many UC institutions currently benefit from online requisitioning and P-Card procurement
activity, the procurement cycle (requisition to settlement) is not yet fully automated. Procurement
processes, while mostly automated within the UC System, continue to represent additional
opportunities for improvement. Additional efficiency is typically gained through:

= Deployment of graphical, interactive e-catalogs directly to end users

* Implementation of seamless online ordering, invoicing and settlement

= Full transactional integration with sub-systems to avoid duplicate data entry and shadow
systems.
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Procurement methods differ between each UC institution and therefore the level of quantifiable
process efficiencies will vary as a result of an e-procurement initiative. The following calculations
estimate the potential process efficiencies that may be achieved by implementing the
recommended e-procurement solution at one medium-sized campus. The calculation is based on
annual transaction volumes submitted by one medium campus.

Figure 9: Illustration of estimated LVP and HVP process efficiencies for a sample medium campus

LVP Calculation Criteria

Calculation

Total LVP Transactions for One Campus

UC Estimated Cost to Process LVP Transaction

Total Processing Costs

Percentage (%) Reduction in Cost Through e-procurement Solution

Total LVP Savings (Annual for One Campus)

HVP Calculation Criteria

192,000
$35
$6,720,000
30%

$2,016,000

Calculation

Total HVP Transactions for One Campus

UC Estimated Cost to Process HVP Transaction

Total Processing Costs

Percentage (%) Reduction in Cost Through e-procurement Solution

Total HVP Savings (Annual for One Campus)

Process Efficiency Calculations:

9,000

$150
$1,350,000
70%

$945,000

The estimated costs to process LVP transactions represents an average cost of current LVP procurement processes (i.e.,
P-Card, EDI, traditional PO, and access to vendor website.) for transactions under $2500.

Recognizing the bid process is not necessarily used for purchases between $2,500 and $50,000, purchasing professionals
must still become involved with the majority of purchases over $2,500. Therefore, for purposes of this report, HVP

transactional costs represent all purchases over $2,500.

Transactional LVP and HVP costs are based on an educated estimate and do not represent an actual costs.

A moderate reduction of 30% in LVP processing costs has been used based on the mix of methods used by the
representative campus. Typical private sector industry estimates document reductions of up to 70% in processing costs

for transactions above $2500.

Due to a lack of requisition-to-purchase order ratio data, the transaction data submitted is based upon the number of
purchase orders issued, assuming a one-to-one relationship between number of requisitions and purchase orders.
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Reduction In Procurement Cycle Time

One of the potential measurable, short-term gains from the deployment of e-procurement solutions
is a reduction in the requisition-through-payment cycle times. This reduction is achieved through
the use of real-time order placement, electronic invoicing and electronic settlement mechanisms.
These mechanisms, in combination with desktop workflow tools, result in the shortening of the cycle
time between order placement and the receipt of goods and services. An example of e-
procurement approval workflow is located in Appendix 5 of this document.

Reduction In Costs Of Goods And Services

A primary driving factor behind the adoption of e-procurement solutions by both private and public
sector entities is the ability to reduce the cost of goods and services over time. Although this
reduction in the cost of goods and services is not immediately measurable and is not “capturable”
as an e-procurement funding source, the deployment of e-procurement will provide the UC System
with the necessary tools and information to potentially further their active cost reduction efforts after
the deployment of e-procurement. This effort includes the capturing, analyzing and consolidating
spend volume in order to leverage this information towards the negotiation of lower pricing and
better service contracts. The ability to best lower the cost of goods and services within the UC e-
procurement environment are guided by the following:

Consolidation Of Volume — The deployment of e-procurement will allow the UC System to
capture data related to the diverse spend of the campuses, laboratories, and medical
centers. This is facilitated by the fact that the electronic procurement process captures and
tracks all procurement activity. This information can then be utilized after initial deployment
to consolidate related spend volume across the UC System.

Reduction In Maverick Buying - The availability of graphical and intuitive electronic
catalogs at each end user’s desktop, combined with negotiated pricing, creates an
environment with enhanced goods and services selection while also providing a controlled
purchasing environment. These factors lend themselves to a significant reduction in off-
contract (higher priced) or maverick buying through the use of alternate purchasing
mechanisms, thereby resulting in a lower cost of goods and services.

Rebates From Increased Cost-Savings To Vendors — The automation and vendor-side
integration offered by e-procurement platforms allows the automation of order processing,
fulfillment and settlement processes. This automation allows the vendor community to
achieve cost savings be eliminating manual processes, thereby resulting in potential
discounts and rebates as a result of automation.

Ability Of Users To Easily Comparison Shop Online — The ability of e-procurement
solutions to allow users to comparison shop for goods and services online results in an
overall reduction in the cost of goods and services procured.

The reduction in costs of goods and services will initially be realized from the most commonly
purchased commodity groups acquired by the participating institutions. The following table
illustrates potential cost reductions based on the annual expenditures of the Top 20 commaodities
from a sample medium-size campus. The Top 20 commodities are typically the primary focus of an
initial e-catalog deployment.
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Figure 10: Illustration of estimated reduction in costs of goods and services (Top 20 Commaodities) for a sample
medium-size campus.

Calculation Criteria Calculation

Total Estimated Spend On Top 20 Commodities $96.45M

Estimated Spend Currently through Planned Purchasing Agreements- 50%
of Expenditures from Top 20 Commodities * $48.23M

Estimated Spend Qualifying for Additional Cost Avoidance $48.23M

Estimated Private / Public Sector Average Savings from Strategic Sourcing
and a reduction of 75% in “maverick’ buying” 7.5%

Annual Cost Avoidance for One Campus (Medium) $3.62M

Reduction in Costs Calculations:

Due to successful PPP efforts of commonly purchased commodities, expenditures qualified for additional reductions are
based on 50% of estimated spend volume of the Top 20 commodities.

Additional savings on goods and services currently represented by PPP agreements are not expected to be as significant
as those commodities not currently represented by a common contract. This assumption is based on information
provided to KPMG Consulting by the University and does not represent analysis or validation by KPMG Consulting.

Estimated percentage of savings (7.5%) represents an average reduction and is based on industry standards and
realization of savings from projects of similar size and scope.

Most respondents realized a 5-10% reduction in prices for goods and services through greater control
over maverick purchasing, increased use of preferred suppliers, and improved leverage for contract
negotiations. Some early adopters expect savings in these areas to top 20%.

- Aberdeen Group

Enhanced Data Capture And Reporting

The capture of procurement transaction activity through an e-procurement solution provides the UC
System with the ability to accurately report on the nature and volume of goods and services
procured by participating institutions. This information can be analyzed to negotiate lower pricing
and additional discounts from participating suppliers whose spend volume was previously unknown
to the UC System. Currently, most participating institutions within the UC System lack an effective
vehicle through which to measure spend on and off contracts.

Potential Increase in P-Card Rebates

The University’s existing procurement card contract with Bank One provides a performance-based
incentive rebate program and near-term revenue generation opportunities available in the
marketplace today. System wide procurement reports estimate the University spends over $312
million in low-value procurements annually. Of that number, $113 million are currently purchased
via P-Cards, resulting in rebates exceeding $1.5 million to UC institutions annually. Collectively, the
campuses and medical centers recover approximately 33% the total University P-Card rebate.
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Because of their aggressive use of the P-Card, laboratories recover approximately 67% of the
University’s P-Card rebate. Expanding the use of the procurement card for all low-value purchases
may potentially increase the University’s total annual rebate to $4.7 million annually (based on
achieving a 1.5% rebate which require payments within a two-week period).

Many campuses have experienced heavy workload in managing card transaction reconciliation and
back-end accounting to their respective general ledgers. While P-Card rebates provide an
attractive opportunity to recover costs, each participating institution must evaluate the optimal level
of P-Card integration to its business model. Considerations including Federal research
requirements, and other cash management issues must be included in this evaluation. However,
for purposes of this report, it is reasonable to assume that a realistic target for an expanded use of
the P-Card could range between approximately 75-80% of all e-catalog purchases.

Effective Use Of Procurement Cards For Settlement

The deployment of e-procurement solutions within the UC System will allow participating institutions
to overcome one of the primary shortcomings and inefficiencies of the present P-Card program.
Today, the allocation of P-Card spend data is inefficient, if not inaccurate, due to the inability to
capture account data at the time of transaction execution. As such, the participating institutions
attempt to allocate spend data based upon information that is presented by the vendor community
and the sponsoring P-Card bank. This information in many cases may be inaccurate or may
require a manual process to reconcile. The deployment of an e-procurement solution will allow
participating institutions to capture allocation data during the time of the transaction and
automatically allocate the same at settlement.

Advantages and Benefits Summary and Conclusion

Although there are many challenges and decisions facing the UC System as it chooses to move
toward a system wide e-procurement solution, it is the opinion of the Project Team that the potential
benefits better represent the overall goals of the University of California. The ultimate goals, as
discussed in several interviews and sessions in preparation for this report include:

= Streamline the procurement process while improving customer service to the end user and
promoting compliance to University business rules
Provide an automated procurement solution that will support both internal (e.g.,
Storehouses) and external suppliers
Provide a seamless procurement process that includes the end user, procurement
professional, supplier and payables management
Reduce administrative activities of the professional procurement resources and redirect
procurement resources toward additional strategic sourcing efforts
Leverage UC system economy of scale by consolidating shared procurement activities and
reducing maverick buying
Reduce procurement processing costs while maintaining the autonomy of each institution

The impact of the benefits discussed represent the primary driving factors for the adoption of a
University system wide e-procurement environment. Moreover, the consolidation of contractual
vehicles and overall spend is critical to the achievable benefits of a system wide initiative and may
be accomplished through strategic sourcing. Strategic sourcing, generally a precursor to large e-
procurement adoption initiatives, provides the participating entity the ability to maximize the impact
of the technologies and enhanced processes.
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Although the project team recommends a shared e-procurement environment for the UC System,
each of the major considerations implies a methodical, phased implementation approach. A
detailed discussion of the multi-phased implementation approach is discussed in the Go Forward
section of this report. It is important to note that a number of the major benefits will only emerge
after initial deployment (typically after 24 - 36 months) months from initiation.
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Estimated Costs and Potential Benefits

This section outlines implementation cost estimates and potential financial benefits associated with
the adoption of a system wide e-procurement environment. The funding approach of an institution
is considered critical when planning and budgeting for a large e-procurement solution initiative.
Therefore, a variety of e-procurement funding alternatives are also documented in this section.
Cost calculations depicted in this section were derived from a combination of information gathered
from participating institutions and estimates based upon other known projects of similar size and
scope within the public and private sector. Cost estimates and potential benefit projections were
based on information representative of a medium size campus and are used for illustrative
purposes only. Costs and benefits will vary between each participating campus and laboratory.
The Costs and Benefits section contains three major categories as follows:

= Estimated costs to implement system wide e-procurement
» Potential financial benefits from implementing system wide e-procurement
= Alternative funding models

Description of UC-System E-Procurement Cost Estimates

The UC System’s recommended shared e-procurement environment consists of two tiers;
implementation of the common elements (Tier 1) and institution-specific (Tier 2) elements. Itis
recommended that each participating institution acquire the same e-procurement engine. The

standardization of e-procurement engines may result in a reduction of costs associated with initial
licensing and deployment charges as well as and on-going maintenance costs. The costs
associated with each tier may be defined as:

Costs to Implement ‘Common’ (Tier 1) Components - includes the costs associated with the
procurement and implementation of the system wide catalog repository (a.k.a. market site or e-
procurement network) and the costs of conducting cooperative project tasks such as strategic
sourcing.

Costs to Implement “Participating Institution” (Tier 2) Components - includes the costs to
procure solution licensing, sub-system integration and implementation costs related to a
participating institutions. For purposes of this report, the implementation costs reflect estimates for
a medium-size campus.

* Common Repository
* Browse and Search
* Compare and Buy

* Consolidated Data

* Business Rules

* Workflow

* Security

* Settlement

* Local Catalog Content
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E-procurement is in its early phases of evolution, especially in the Public Sector and Higher
Education environment. Consequently, the number of projects from which a basis of estimates can
be used is limited. Forecasted financial benefits and implementation costs of e-procurement
depend heavily on organizational culture or structure, management styles, ultimate architecture
design and integration requirements and therefore actual costs and benefit results may vary from
the illustrations used in this document. Costs incurred by suppliers are not reflected in this report.
The costs components used in the proceeding illustrations may be defined as:

Readiness and Data Gathering - Define requirements, commodity and service procurement
processes, and readiness of each participating institution.

Integration Design and Definition - Development of technical and data-flow integration
specifications between the e-catalog software platforms (e-catalog engine) and the participating
institution’s general ledger / accounting systems.

Strategic Sourcing - Process of reviewing, consolidating, re-engineering and soliciting fresh
responses to UC system wide contractual procurement vehicles (contracts).

Technology Licensing - Initial and / or upgraded per-seat, named user or spend-volume-based
licensing fees paid by participating institutions or any party within the UC System to e-procurement
software platform vendors.

Configuration - Marketplace branding, database setup, and setup for UC contract vehicle business
requirements.

Implementation - Deployment of e-procurement software, content and site testing, user training,
establishment of workflow and approval rules and overall deployment activities.

Hardware and Infrastructure - Addition to hardware capacity and relational database
management system capacity, related software, etc. All other costs (operating systems, network,
and communications capacity) are assumed to be part of existing infrastructure.

Maintenance and Steady-State Operations - Costs necessary to maintain the e-procurement
software after the initial deployment period (including 2™ year software maintenance fees) including
annual maintenance fees and the cost of one major version upgrade per year.

Requirements Confirmation - Validation and confirmation of participating institution’s unique
requirements for acquiring e-procurement software.

Integration Development and Rollout - Costs associated with integrating e-procurement software
into the participating institution’s financial system including general ledger, accounts payable,
purchasing, etc.

Customization Costs - Software feature customizations associated with e-procurement platform
conformity to unique University requirements and business rules.
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Costs to Deploy Common (Tier 1) Components

A typical large enterprise digital market site costs approximately $6 Million dollars for a two-year
(from project inception to full rollout) installation project, not considering unique or highly
customized configuration and integration requirements. Costs of subsequent years typically include
software customizations, configurations, system upgrades, etc. The total five-year life cycle costs
for the common components are estimated at $11.043 Million.

Figure 11: Implementation cost estimate for Common Components (Tier 1)

Cost Element- Common YEAR1&2 [ YEARS3 YEAR 4 YEAR 5 TOTAL

. Readiness and Data Gathering $95,000 $0 $0 $0 $95,000
. Strategic Sourcing $750,000 $0 $0 $0 $750,000
. Technology Licensing $1,400,000 $0 $0 $0| $1,400,000
. Configuration $640,000 $192,000 $192,000 $192,000 $1,216,000
. Implementation $960,000 $192,000 $192,000 $192,000| $1,536,000
. Hardware & Supporting Software $750,000 $225,000 $225,000 $225,000 $1,425,000
. Maint.& Steady-State Ops. $804,000 $850,000 $850,000 $850,000( $3,354,000
. Customization Costs $576,000 $230,400 $230,400 $230,400| $1,267,200
Total Estimated Costs $5.975.000] $1.689.400] $1.689.400 $1.689.400| $11,043.200

O~NO O WN -

Common (Tier 1) Cost Element Calculations

= Costs estimated for items 1, 3 and 4 are based upon use of outside (3" party) resources. Costs for items 2, 5, 6 and 7 are
based on an equal mix of outside and UC resources. Costs for UC resources are (i.e., UC personnel costs) are not
included in these estimates. Costs are estimated based on the number of hours shown in the table below.

In some cases, common components may be obtained free of cost when the e-procurement or e-catalog solution licenses
are procured for participating units. In this event, item 3 will be reduced or eliminated accordingly.

Costs for maintenance and steady state operations are not adjusted for inflation.
Item 3 assumes licensing of tier-1 e-procurement platforms (e.g., Commerce One or Ariba)

Item 6 assumes that existing infrastructure (network, data center etc.) are in place and that costs are dedicated solely to
addition of capacity required for this solution.

Item 7 includes annual maintenance fees at 18% of licensing fees (per year).
Customization costs utilize a conservative estimate of three (3) external personnel resources over a six (6) month period

for a total of 2880 hours. This cost represents user interface customizations; screen-flow customizations and data capture
field customization. Typical customization costs could range from $576,000 to $1.2 million.
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Figure 12: Estimated Hours by Project Phase for Tier 1 Components

Combined Resource Forecast Estimate (Internal and External)
Common (Tier 1) Components

BExternal
Ointernal

Number of Required Hours

H

Readiness and
Data Gathering

Strategic Sourcing Maintenance and Customization

Operations

Configuration Implementation

Project Phase

Costs to Implement Medium-Size Participating Institution (Tier 2)

In addition to the deployment costs for the common (Tier 1) components, costs are also incurred for
components related to the participating institution (Tier 2). Assuming medium sized campuses
select an architecture from a market-leading software provider and have custom configuration and
integration requirements, a typical five year life cycle implementation project for a medium sized
institution will cost approximately $8 Million, based on the estimates illustrated below. This includes
contract inception to full rollout, with 3 additional years of maintenance and refinements.

Figure 13: Implementation cost estimate for Institutional Components (Tier 2)

Cost Element - Medium

YEAR 1&2

YEAR 3

YEAR 4

YEAR §

TOTAL

. Requirements Confirmation

. Integration Design & Definition

. Technology Licensing

. Configuration & Implementation

. Integration Dev. & Rollout

. Hardware & Supporting Software
. Maint.& Steady-State Ops.

. Customization Costs

O~NO O, WN -

$74,000
$225,000
$750,000
$460,000
$640,000
$550,000
$570,000
$576,000

$0
$0
$0
$138,000
$256,000
$165,000
$664,500
$230,400

$0
$0
$0
$138,000
$256,000
$165,000
$664,500
$230,400

$0
$0
$0
$138,000
$256,000
$165,000
$664,500
$230,400

$74,000
$225,000
$750,000
$874,000
$1,408,000
$1,045,000
$2,563,500
$1,267,200

Total Estimated Costs

$3.845.000

$1.453.900

$1.453.900

$1.453.900

$8.206.700
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Institutional (Tier 2) Cost Estimate Calculations:

The total amount in each cost element (with the exception of 3 and 6) was divided by an average of $200/hour to
estimate the amount of hours involved for outside resources. Costs are estimated based on the number of hours shown in
the table below.

Technology licensing costs assumes the purchase of a leading e-procurement platform. Based on the current e-
procurement vendor base, market conditions and pricing structures, institutions may realize up to a 30% reduction in
costs associated with License Fees should each institution acquire the same e-procurement engine.

Costs for Readiness and Data Gathering, Strategic Sourcing, Configuration & Implementation, Maintenance and Steady
State Operations and Customization Costs are based on estimates of external resources. While required (assuming an
equal number of time and effort), labor costs for UC resources are not included in these estimates.

It is assumed that existing infrastructure is in place and that costs for hardware and infrastructure are dedicated solely to
addition of capacity required for this solution.

Maintenance and Steady-State Operations includes an annual maintenance fees at 18% of licensing fees (per year) and
the cost of technically implementing one major system version upgrade each year. In the event that new upgrades are
not implemented annually, the costs estimated for non-upgrade years should be rolled into following upgrades (in
anticipation of significantly higher efforts in relation to annual upgrades).

Integration Development and Rollout assumes real-time integration between the e-procurement engine and general
ledger for specific events including a) Encumbrance / Lien b) Account code lookup and Editing c) Error trapping and
presentation and 4) Invoice / Purchase Order interfacing.

Customization costs utilize a conservative estimate of three (3) external personnel resources over a six (6) month period
for a total of 2880 hours. This cost represents user interface customizations; screen-flow customizations and data capture
field customization. Typical customization costs could range from $576,000 to $1.2 million.

Figure 14: Estimated Hours by Project Phase for Tier 2 Components — Refer to Appendix 7 for associated UC
cost estimates

Combined Resource Forecast Estimate (Internal and External)
Institutional (Tier 2) Components

BExternal
Ointernal

Number of Hours

H

Requirements Integration Design and  Configuration and Integration Maintenance and Customization
Definition Definition Implementation Development and Operations
Rollout

Project Phase
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Projection of Institutional Participation

Before undertaking steps toward a shared e-procurement environment with participating institutions,
it is useful to project the estimated costs and potential benefits. The following tables combines the
expected five year costs for the common component and the costs projections for five and nine UC
campuses based on Tier 2 costs of a medium campus. An estimated five and nine-campus savings
forecast (based on potential e-procurement benefits) is integrated into the illustration. The potential
benefits use the potential five-year savings achieved through the reduction in costs of goods and
services, P-Card rebates and savings through process cost reduction of transactions. The potential
P-Card rebates illustrated below are inclusive of existing annual rebates (approximately $500,000)
currently being obtained by campuses with an active P-Card program.

Figure 15: Five-Campus Participation Projection

Cost Element - Medium & Common YEAR 1&2 YEAR 3 YEAR 4 YEAR 5 TOTAL

Common Elements (Tier 1) $5,975,000 $1,689,400 $1,689,400 $1,689,400 | $11,043,200

Participating Institution (Tier 2) $19,225,000 $7,269,500 $7,269,500 $7,269,500 | $41,033,500
Total Estimated Costs $25,200,000 $8,958,900 $8,958,900 $8,958,900 | $52,076,700

Current Revenue Generation YEAR 1&2 YEAR 3 YEAR 4 YEAR 5 TOTAL

P-Card Rebate $0 $2,745,000 $3,440,000 $4,795,000 $10,980,000
Total Estimated Revenue $0 $2,745,000 $3,440,000 $4,795,000 | $10,980,000

Estimated Savings YEAR 182 YEAR 3 YEAR 4 YEAR 5 TOTAL

Cost Avoidance through Strategic Sourcing $0 $5,000,000 $7,500,000 $10,000,000 | $22,500,000
Process Efficiencies $7,402,500 $14,805,000 | $14,805,000 | $14,805,000 | $51,817,500
Total Estimated Savings $7,402,500 | $19,805,000 | $22,305,000 | $24,805,000 | $74,317,500

Projected Savings/Loss ($17,797,500) | $13,591,100 | $16,786,100 | $20,641,100 | $33,220,800
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Figure 16: Nine-Campus Participation Projection

Cost Element - Medium & Common YEAR 1&2 YEAR 3 YEAR 4 YEAR 5 TOTAL

Common Elements (Tier 1) $5,975,000 $1.689,400 $1,689,400 $1,689,400] $11,043,200
Participating Institution (Tier 2) $34,605,000 $13,085,000 $13,085,000 $13,085,000] $73,860,000
Total Estimated Costs $40,580,000 $14,774.400 $14,774.400 $14,774.400( $84,903.200

Current Revenue Generation YEAR 1&2 YEAR 3 YEAR 4 YEAR 5 TOTAL

P-Card Rebate $0 $4,941.000 $6,192.000 $8.631.000 | $19.764,000

Total Estimated Revenue $0 $4,941,000 $6,192,000 $8,631,000 [ $19,764.000

Estimated Savings YEAR 1&2 YEAR 3 YEAR 4 YEAR 5 TOTAL

Cost Avoidance through Strategic Sourcing $0 $9,000,000 $13,500,000 $18,000,000 [ $40,500,000

Process Efficiencies $13,324,500 $26,649,000 $26,649,000 $26,649,000 | $93,271,500

Total Estimated Savings $13,324,500 $35,649,000 $40,149,000 $44,649,000 | $133,771,500

Projected Savings/Loss ($27,255,500)|  $25,815,600 |  $31,566,600 $38,505,600 | $68,632,300
Participation Projection Calculation:

Cost reduction of commodities represents an annual reduction in costs of goods from the Top 20 commodities from a
sample campus. It further assumes that actual savings in costs of goods purchased will not be realized until Year 3.
Continued annual cost reductions will be realized in each subsequent year based on additional strategic sourcing
activities.

Reduction of processing costs is based on total annual procurement activity for one sample campus. It further assumes
that total savings will not necessarily be realized before Year 3.

“Current Revenue Generation” assumes that the P-Card rebates being obtained currently by the University will continue

to be a means of future revenue generation. P-Card rebates illustrated in this report are based on future projections of P-
Card activity within the recommended e-procurement solution.

Funding Options

An organization faces many difficult considerations when deciding how to fund an e-procurement
solution. Costs may be borne by the buying organization, the software provider or a 3" party. One
of the most early and exciting premises of e-procurement was through the means in which it could
be paid. Specifically, there was significant press in the market that enough aggregated spend
through e-procurement would ensure that the upfront costs of the software, and possibly
customization, would be transferred to either the software provider or a 3™ party (i.e., systems
integrator). The recent volatility in the e-procurement market has predicated that the model in
which the buying organization does not pay upfront costs is not likely to occur as it may have in the
past. Primarily this is because few, if any, 3™ parties or software providers are willing to bear the
significant upfront costs.

Traditional Funded Model

The Traditional Funded Model assumes that all costs would be paid in full directly by the University.
Costs would include all licensing and implementation costs and costs associated with the design,
purchase, and implementation of the UC System wide architectural components. This is designed
to host master contracts and provide real-time e-Catalog shopping convenience for all participating
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institutions. Similarly, each participating institution would also be empowered to select and
purchase at institution expense a compatible e-procurement software solution, meeting pre-
established minimum configuration requirements, and best suited to meet the overall business and
financial requirements of the campus.

The Traditional Funded Model helps to minimize the overall risk to the University that other funding
models may introduce. This is primarily due to project funding sources that are pre-committed and
remain independent of transaction based revenue subsidies, contingent upon system performance
and user acceptance. In many cases traditional funding also provides an element of “safe harbor,”
to cover unplanned contingencies. This safe harbor element considers that in the event the project
may incur unexpected obstacles or impediments when interfacing to legacy systems, or other
unplanned customization requirements.

This is not to suggest that the University should not expect to fully benefit from the anticipated
“Return on Investment (ROI),” typically realized through internal process improvements, reduced
product costs, or new revenue generation opportunities mentioned elsewhere within this report.
Beyond the five-year life cycle revenue generation will remain constant and may be redirected to
fund new e-Business initiatives or, provide subsidies to further reduce transactional surcharges that
may be levied at the user level.

Traditional Funded Model with Cost Recovery (Revenue Generation)
Under this model, the UC system bears the cost of procurement and implementation but attempts to
recover these costs over a period of time through the application of various fees and charges to

supplier organizations. The types of fees and charges that may be applied are as follows:

Procurement Card Rebates - As outlined in the discussion relating to potential benefits,
expanding the use of the procurement card for all low-value purchases potentially increases the
University’s total annual rebate to $4.7 million annually (based on a 5 campus participation
model achieving an overall 1.5% rebate).

Supplier Registration Fees - Improving the end user’s shopping experience by creating
exclusive digital market sites with web-based storefronts include real-time, roundtrip access to
their catalogs. This requires funding for design, development, integration, and on-going
maintenance. Participating vendors typically realize significant value in the form of added
exposure and increased sales. It is reasonable for vendors to share in the costs associated with
implementing and managing the enterprise’s market site. Accordingly, more and more
exclusive digital market sites have begun imposing “vendor registration fees” to help offset the
costs associated with creating and managing the site. Varying ranges of fees are levied
depending upon the cost of the site, enterprise business model, potential customer base,
vendor commodity group, and overall prospects for increased vendor sales. A fee for high-
volume enterprise market sites, such as that envisioned for UC typically average approximately
$500 per vendor annually. Additional revenues may be generated through other new and
innovative ideas, i.e. allowing vendors to place banner ads on the market-site to advertise
special prices or promotions.

Content management or Supplier Relationship Management (SRM) may also be addressed and
resolved within the framework of the vendor registration fee structure. Generally speaking,
catalog maintenance resides with the vendor. However, many small and / or disadvantaged
businesses that are technologically constrained may be willing to pay added fees for value-
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added e-catalog support. Fees may also be used to retain third party content aggregation
solution providers to manage content or perhaps a more comprehensive SRM approach.

Transactional Based Surcharges - Today it has become commonplace for enterprises to
surcharge procurement transactions to offset the costs associated with technology
implementation and management. The University’s large amount of transactional volume would
help to minimize surcharges, while providing a significant new source of revenue to enable new
e-business initiatives. In this model, surcharges are typically small and viewed as incidental to
the cost of business. Surcharges are established and based solely on the business rules of the
enterprise.
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Figure 17: Example of annual revenue potential based on vendor participation and transaction fees

YEAR 1&2 YEAR 3
$10,000

$900,000

YEAR 4
$10,000
$2,000,000

YEAR 5

$10,000
$3,000,000

TOTAL

$30,000
$5,900,000

Revenue Element

Participation Fees (1) $0
Catalog Transaction Fees (Rebate) (2) $0

Total Estimated Savings/Revenue $0 $910,000 $2,010,000 $3,010,000 $5,930,000

Projected Revenue Calculations:

Participation fees are based on an average participation fee of $500 for an estimated 20 suppliers in Year 3 and 10
additional suppliers each subsequent year.

Transaction fees are based on a 2% “rebate” of the initial transaction volume for the top 20 commodities of one sample
campus assuming a gradual increase in transactional volume for subsequent years

Figure 18: Illustration based on five-year analysis of a five-institution participation projection - Traditional
Funding Model with Revenue Generation

COST ELEMENTS

YEAR 1&2

YEAR 3

YEAR 4

YEAR S5

TOTAL

Common (Tier 1) Cost Element

($5.975,000)

($1,689,400)

($1,689,400)

($1,689,400)

($11.,043,200)

Institutional (Tier 2) Cost Element

($19,225,000)

($7,269,500)

($7,269,500)

($7.269,500)

($41,033,500)

Estimated Total Cost

($25,200,000)

($8.958.900)

($8.958.900)

($8.958,900)

($52,076.700)

COST RECOVERY

Participation Fees

$10,000

$15,000

$20,000

$45,000

Transactional Fees

$4.500,000

$10.000,000

$15.000,000

$29,500,000

P-Card Rebate

$2,745,000

$3,440,000

$4,795,000

$10,980,000

Total Potential Cost Recovery

$7.255.000

$13.455.000

$19.815,000

$40.525.000

COST AVOIDANCE AND EFFICIENCIES

Cost Avoidance of Commodities

$0

$2,000,000

$3,000,000

$4,000,000

$9,000,000

Process Efficiencies

$7.402,500

$14,805,000

$14,805,000

$14,805,000

$51,817,500

Estimated Total Cost Avoidance

$7.402,500

$16.805.000

$17.805.000

$18.805.000

$60,817.500

PROJECTED SAVINGS / LOSS

($17,797,500)

$15,101,100

$22,301,100

$29,661,100

$49,265,800

Projected 5-Year Analysis Calculations:

Cost elements represent annual costs (Years 1 & 2 combined) for common (Tier 1) and Institutional (Tier 2) costs and
represent participation of five institutions.

Participation fees are based on an average participation fee of $500 for an estimated 20 suppliers in Year 3 and 10
additional suppliers each subsequent year.
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Transaction fees are based on a 2% “rebate” of the average transaction volume for the top 20 commodities of five
institutions assuming a gradual increase in transactional volume for subsequent years.

Cost Avoidance of Commodities represent a decrease in potential savings based on the negotiated transactional fees
expected from the supplier community

Process Efficiencies are based on a reduction of procurement processing costs and represent participation of five
institutions.

Self-Funded Model

At the inception of the project, the University expressly requested the project team to identify and
convey alternative funding models or innovative new revenue generation opportunities capable of
funding implementation costs in support of the system wide e-procurement initiatives at the campus
level.

During the past several years as electronic commerce and e-procurement technology matured,
public sector and higher education clients (many with budget constraints) began challenging the
technology industry. The challenge was to create revenue generating funding models that would
enable implementation of leading edge business-to-business e-commerce technology at little or no
cost to the client.

It has been determined that alternative funding models are indeed a viable means of subsidizing
implementation costs through a variety of revenue recovery concepts including catalog
maintenance fees, “supplier registration fees,” and bank rebates generated from the use of (ghost)
procurement cards. Other methods such as transaction surcharging were also considered
attractive. Several early models were piloted, although to date only a few have actually generated
revenue, with no significant successes documented. Solution providers and their shareholders can
simply no longer consent to defer the costs associated with long-term “transaction dependent”
licensing fee arrangements, while absorbing the costs of implementation in anticipation of future
revenue recovery. Further contributing to the industry’s lack of enthusiasm was the absence of
proven successful self-funded models. In the past, the industry relied upon revenue generation or
transaction-based surcharging as the sole source of funding to support technology
implementations.

Opportunities to generate new revenue streams remain plentiful within the public sector and higher
education business model(s). However, given the current business climate, the project team does
not project that solution providers and their integration alliance partners are willing to defer licensing
and implementation costs. Specifically, the solution providers and their integration alliance partners
will feel that they are absorbing the risks with unproven transactional based revenue recovery
models — particularly within public sector and higher education where tolerance and “flexible”
purchasing practices have become predominant.
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Funding Recommendation

Initial upfront costs of implementing a system wide e-procurement solution are significant. Although
opportunities for continued savings and avoidance of future costs are offered by an e-procurement
solution (in terms of reduction in costs of goods and services and process efficiencies), the project
team recommends that the University pursue the Traditional Funding Model with Cost Recovery
(Revenue Generation) option. Realizing actual “hard dollar” rebates and fees offered by this option
in conjunction with the “soft savings” (e.g., increased efficiencies and cost avoidance) will assist the
University in potentially reaching a positive return on investment by the third year of implementation.
Unlike the savings associated with process efficiencies and reduction in costs of goods and
services, the costs recovered in rebates and fees may directly assist the University in funding the
initial implementation and continued enhancements over the years.
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Implementation Considerations

User “Buy-In”

The success of an e-procurement solution within the UC System depends, to a great extent, on end
user acceptance. Technology alone will not ensure a successful adoption of e-procurement. The
solution must entice end users to view e-procurement as the preferred means by which to purchase
goods and services. In an effort to streamline the transactional processing of low value purchases,
UC Institutions have implemented a variety of non-restrictive purchasing processes. Many of these
traditional LVP purchasing methods will be replaced, under an e-procurement solution, with a self-
service, web-enabled procurement tool. Early involvement of end users in the planning and design
phases of a system wide e-procurement implementation will encourage a successful adoption of the
new environment by key stakeholders within each participating institution.

University Policies and Procedures

As the UC System prepares for a university-wide e-procurement solution, current procurement
methods (procedures) may conflict with the ultimate goals and objectives of the University’s
initiatives. While the fundamental policies that guide the UC System may not need to be altered, a
change to and consolidation of acceptable LVP procurement procedures may be required. The
deployment of a system wide e-procurement solution will require the re-engineering of existing
purchasing processes such as those supporting the current LVP processes. Although the intent of
the LVP initiative is to streamline low value purchases, many commodities purchased under the
auspices of this program tend to represent significant cumulative annual expenditures. Some
processes currently supporting the LVP program, including isolated (not integrated with e-
procurement) P-Card use, verbal commitments to suppliers, and vendor-site procurement, minimize
the ability to aggregate spend, consolidate contractual agreements, and gather data that may assist
in additional strategic efforts.

Perceived Loss of Current Flexibility

The implementation of system wide e-procurement, while providing a flexible procurement
environment, may cause some participating institutions to perceive a loss of flexibility in
procurement operations. This may include entities whose procurement process involves the use of
P-Cards to institute a purchase or a significant amount of direct (or off-contract) spending. The
implementation of system wide e-procurement, if executed appropriately, will create a flexible
environment for the participating institutions and also support structured business rules that seek to
reduce maverick or off-contract buying.

Perceived Reduction of Control Over Purchasing Vehicles

The consolidation and / or centralization of contractual procurement vehicles (contracts, pricing
agreements, etc.) may impact the control and customization of purchasing vehicles by participating
institutions to a significant extent. Increasing the collaborative efforts between the participating
institutions and UCOP regarding the solicitation, negotiation, creation, and dissemination of PPP
procurement vehicles may minimize this perceived loss of control. The recommended e-
procurement architecture must also provide flexibility and autonomy for those institutions that
require agreements that may not be satisfied by system wide arrangements.
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Strategic Sourcing Activities

Finding an appropriate balance between procurement vehicle consolidation, managing a diverse
supply base, and aligning procurement policies with the overall business strategy is challenging.
Strategic sourcing activities present a significant challenge to a system that is as distributed as that
of the UC System. The effective adoption of system wide e-procurement requires the participating
institutions to undertake a systematic consolidation of procurement vehicles (contracts, pricing
agreements), and vendor relationships. Strategic sourcing activities, while not required for a
distributed e-procurement environment, are essential to a system wide strategy that seeks to
maximize the potential cost-benefits of e-procurement. The consolidation of procurement
expenditures and the utilization of common settlement (payment) platforms will provide the UC
system with a positive impact to the bottom line. The primary challenge of a collaborative sourcing
effort includes the consolidation efforts of existing procurement vehicles (e.g., contracts, pricing
agreements, blanket purchase order agreements) and vendor relationships. Strategic sourcing
efforts may cause participating institutions to replace or incorporate existing institutional-negotiated
agreements with a system wide relationship in order to better achieve the benefits of the unified
sourcing effort. Activities of existing procurement professionals may need to be redirected in order
to assist in the facilitation of the University’s strategic sourcing efforts.

Strategic Sourcing Prioritization

Based upon information gathered during this effort, it is the project team’s recommendation to
consider key commodity groups that are not currently covered by PPP agreements (but are
characteristic of LVP thresholds) to be prioritized when continuing strategic sourcing efforts going
forward. Based on current LVP purchasing methods, it is conceivable that traditional LVP goods
and services may represent a low cost when analyzed as a single purchase but may represent
significant cumulative expenditures on an annual basis. It is further our opinion that the
collaborative efforts of the UCOP and University procurement professionals continue as a model for
approaching these initiatives.

Role of the Procurement Card

P-Card functionality should be viewed as an integrated component of the system wide e-
procurement solution and not as an isolated procurement method. Although P-Cards appear to be
an inexpensive substitute for a system wide e-procurement solution, using the P-Card program as a
primary procurement method presents several restrictions and disadvantages with respect to the
overall goals and objectives of the University of California. The major restrictions and
disadvantages include:

Promotes maverick (or off-contract) purchases

Poor audit trail of purchasing transactions

Cumbersome “back-end” reconciliation processes supported (at times) by shadow systems
Lack of data to support vendor performance, vendor management, and comprehensive
expenditure analysis

Lack of sufficient data to support UC reporting requirements regarding purchasing activity of
small and minority suppliers

When integrated with a system wide e-procurement solution, the P-Card can potentially facilitate
additional benefits not currently achieved. These additional benefits may include:
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Can be used with university-wide agreements

Assigns transactional purchasing activities (including up-front accounting data) to the end
user at the time of purchase and eliminates the need to perform cumbersome “back-end”
reconciliation processes

Provides a method for the University to re-capture previously lost data regarding vendor
performance, vendor management and comprehensive expenditure data

Provides a method to report accurate and comprehensive data regarding expenditure detalil
of small, disadvantaged suppliers

Facilitates an increase of settlement transactions, therefore potentially increasing the annual
P-card rebate received by the University.

A significant number of UC institutions have implemented P-Card initiatives as a means of
facilitating the entire procurement process. Under the recommended system wide e-procurement
environment, using this tool as a settlement tool within the e-procurement process can optimize the
benefit of P-Cards. Consequently, the current P-Card initiatives may require re-deployment as part
of the system wide e-procurement environment.

Settlement Options

While payment alternatives are not a primary focus of this study, institutions can leverage accounts
payable efficiencies enabled through e-procurement tools and reengineered policies while
maintaining appropriate controls. P-Cards, Ghost Cards, EFT and XML/EDI are a few examples of
the tools that may be introduced and used in conjunction with an e-procurement solution. Various
settlement methods can be part of an e-procurement initiative.

Because vendor participation and capabilities with P-Cards are typically recognized as a primary
settlement option, commercial e-procurement software providers frequently consider the P-Card
settlement option as a preferred means of settlement. Credit cards are a primary means of
settlement by vendors, and as such the requisite payment-processing network already exists.
Although vendors may incorporate nominal transaction-processing fees in contract pricing formulas,
buyers benefit from volume-based rebate incentive programs extended by providing banks.

Further analysis and consideration will be required during the Design implementation phase in order
to determine the appropriate solution for each participating institution. Ghost cards present a
reconciliation challenge and it may be determined that this is not an appropriate settlement design.
In any event, the recommended architecture provides for flexibility in the design of settlement
activities.

Based upon the information gathered during this initiative and consideration of higher education
best practices, the project team recommends that the UC System elect the P-Card settlement
option as its primary method for electronic settlements. Driving factors that influenced this
recommendation include:

= P-Cards are the primary method of settlement for the majority of existing UC suppliers
= P-Cards provide the UC system volume-based rebates

= XML/EDI implementation is costly and time consuming

= EFT may limit the range of suppliers capable to participate in e-payment processing
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Integration Efforts

One of the most significant implementation considerations facing Higher Education institutions is
determining the level of integration required between best-of-breed e-procurement solutions and
existing general ledger (and other accounting) systems. The process of procuring goods and
services within Higher Education is typically subject to a number of accounting and approval steps.
Dependent upon the determined level of integration required, satisfying integration requirements
may become resource intensive, involving time and effort of participating institution personnel and
financial resources for technical assistance. Additionally, the selected level of integration will
impact the implementation timeframe. Examples of typical integration requirements (refer to
Appendix 6) include:

» Establishment of encumbrances (lien) or pre-encumbrances (pre-lien)

= Verification of funds or appropriations under various accounting categories including
departmental appropriations and grant funding
Confirmation of approvals through workflow based on policy-supported rules such as pre-
approvals for chemicals, radioactive material, printing services, etc.
Verification of real-time inventory levels of existing inventory systems

Conformity to Selected E-procurement Platforms

Due to the need for participating institutions to implement an e-procurement platform that will
significantly conform to their respective organizations, the choice of platforms and / or e-
procurement methodologies may be limited to those that the institutions consider to be well suited
to their needs. The impact of this consideration is relevant to a number of areas including but not
limited to:

» Funding and resources that may be required to implement solutions that conform to
University-wide catalog development and aggregation of expenditure data.

» |ntegration capabilities with a system wide contract repositories and / or network of
procurement vehicles.
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Go Forward Plan

This section outlines a go-forward plan that has been compiled as a result of the data and
recommendations included in the preceding sections of this report. The development of this plan
also took into consideration public sector and higher education best practices in the areas of
Internet-based procurement automation and e-transformation. The phases identified in this section
are designed to provide UC with distinct, short and long term projects related to the potential
deployment of the recommended system wide e-procurement framework and operating
environment.

The go-forward plan also takes into consideration the following assumptions:

Overall system wide e-procurement architecture has been finalized

Preferred funding model has been established

Implementation budget has been established and approved

Implementation partner, if any, has been identified

Implementation partner will be involved in with all phases of the project

E-catalog functionality is considered the primary focus area for Phase | implementation
initiatives and e-solicitation is considered an enhanced (Phase Il) focus area

Implementing a system wide e-procurement solution will involve a number of distinct phases. This is
due to the complex nature of deploying any technological solution in a distributed environment such
as that of the UC System. Distinct and measurable phases allow the participating institution to

assess the success and effectiveness of each phase prior to embarking on the next phase. In
addition, a phased approach mitigates overall project risk by reducing a large effort into smaller,
more manageable components.

The go forward plan consists of five distinct implementation phases. These phases serve as a
unifying framework for constructing a single, comprehensive project plan that will assist the UC
System in a successful e-procurement implementation. The phases and their fundamental
objectives are outlined below:

Focus / Planning Phase

This phase enables the University to initiate project efforts so that all related activities strive toward
consistent objectives. The Focus / Planning Phase helps facilitate a common understanding of the
University’s future business model. This shared view provides a single focus for activities to be
executed during the project. Tasks associated with this phase include:

Creation of Project Scope and Objectives

This step facilitates a common understanding of the scope, objectives and approach of the ensuing
project. During this step, a list of agreed upon critical success factors should be documented in an
effort to assist the project team in measuring the success of each project phase. A detailed project
plan must be developed during this task.
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Creation of Implementation Guidelines

These guidelines will serve as initial deployment rules for participating institutions. These
guidelines will vary in accordance to the specific platform being implemented and will require
adjustment accordingly.

Identification of Participating Institutions

The step will include the processes required to identify the initial participating institutions of the
system wide implementation of the e-procurement solution. The project team must be identified
and this team will be chartered to manage the detailed tasks documented in the project plan.

Preliminary Assessment of Solutions

This task involves the preliminary assessment of e-procurement solutions available on the market
that meet the minimum requirements established in this report. A listing of minimum system
requirements is summarized in Appendix 3 of this document.

Form Steering Committee

This step includes the formation of a University Steering Committee that will serve as the primary
authority over the project scope and continued direction. The Steering Committee will provide
oversight to the Project Team through the duration of the project. The Steering Committee should
consist of key University stakeholders from the Office of the President (assumed to be the Project
Sponsor) and the participating institutions of this project.

Develop Advanced Strategic Sourcing Strategy

This task assists the University in identifying key commodity groups and vendor relationships that
may result in additional strategic sourcing efforts. Further analysis and consolidation of
expenditures and contract procurement goals in a consolidated form (i.e., University-wide) is critical
to the continued execution of additional strategic sourcing activities.

Design Solution Details Phase

During the Solution Design Phase, the project team will design the future-state business model that
the UC System will reference during the solution implementation. Detailed requirements will be
determined and will serve as the basis for the final selection of e-procurement package. Once the
solution is finalized (in terms of hardware and software), the integrated architecture will be designed
in detail. Any anticipated constraints and identified issues to building and deploying the solution will
be addressed and resolved in preparation for the Build Phase. Tasks associated with this phase
include:

Document Business Processes

This step involves the high-level documentation of purchasing processes within each participating
institution, including protocols and business rules for procuring goods and services within specific
dollar thresholds.
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Confirm and Formalize Requirements

This step includes the formalized documentation of technology, functionality and business process
requirements that will aid in the development of a UC System RFP for e-catalog solution(s). The
requirements will be based upon a) the results of the initial RFI process and b) the results of the
advance planning and strategic sourcing stage.

Procure E-Catalog Platform Solution(s)

This task includes the development of the RFP, issue, evaluation and award to one or more
qualified technology and services providers and the establishment of a UC system wide contract for
the procurement of technology and services. A detailed gap analysis should be performed using
weighted requirements and supplier responses to better determine the most appropriate platform
solution. The gap analysis will also serve as the foundation for identifying acceptable
customizations and/or other work-arounds.

Build & Test Phase

During the Build & Test Phase, the solution design will be constructed and tested, in parallel with
change management and training activities. Detailed planning for deployment of the solution will
also be completed. At the end of this phase all aspects of UC’s integrated architecture solution
(information, processes, systems, and people) will be operational and ready for deployment. Tasks
associated with this phase include:

Implement Strategic Sourcing

This step includes identifying existing procurement vehicles (i.e. PPP agreements) and additional
strategic sourcing efforts that will optimize to the implementation of a streamlined strategic sourcing
approach. The strategic sourcing tasks will include but not be limited to the following:

Consolidate requirements between participating institutions
Consolidate similar goods and/or services

Investigate vendor markets

Qualify vendors

Identify risks and opportunities

Perform critical analysis of requirements

Involve potential suppliers in the definition of requirements
Perform competitive bidding

Analyze cost breakdown of product or service

Set up supplier monitoring

Create Training Strategy

This includes the creation of an overall training plan in support of the e-procurement implementation
project. Changes to or elimination of traditionally accepted procurement methods (e.g., elimination
of verbal orders) must be communicated to both the University and vendor community. A plan for
the course curriculum components, target audience data and training development and delivery
methods (for example, instructor-led or web-based) should be developed as part of this task.
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Outreach and Community Planning

This step includes defining target user groups (internal and external), key messages, message
vehicles, sample communications, and timing of activities to help reduce resistance to change,
generate excitement, and contribute to a successful rollout. This task should incorporate

communication and change management efforts to both the University and vendor community.

Install and Configure Solution

This step includes the installation and configuration of the e-procurement solution. Standard
functionality and approved customizations will be built during this step. Business rules and
procurement protocol will be used to configure the solution’s workflow. This step includes all of the
necessary tasks related to the installation and configuration of the e-procurement solution.

Integrate Solution

As identified in the overall environment and based upon requirements from participating institutions,
the integration of the e-procurement solution with the general ledger (and other related systems)
should be conducted prior to pilot deployment. This step includes all of the necessary tasks related
to the integration of the e-procurement solution with participating institution’s financial systems.

Deploy Phase

During the Deploy Phase, e-catalog functionality (including common architecture components such

as catalog repositories) will be deployed to the initial participating institutions. At the same time,
change management and training activities will be conducted during this phase. Tasks associated
with this phase include:

Deploy ‘Common’ (Tier 1) System Wide Components

As identified in the discussion related to the system wide e-procurement environment, several
components of the environment may be deployed in a shared or ‘common’ environment. The
deployment of these elements prior to implementation at participating institutions is critical to the
success of this architecture.

Deploy Pilot at Participating Institutions

This task includes the pilot deployment of one or more e-catalog solutions at the first two qualified
participating institutions. Pilot deployments will include a limited number of users, specific pilot
contracts (catalogs) and an associated limited number of pilot vendors.
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Execute Pilot to Production Transition

Steps within this task include execution of the previously developed outreach, training and ramp-up
plans. This is designed to increase the user and vendor participation levels in the e-procurement
environment from pilot stage to full production.

Enhance Phase

The Enhancement Phase is typically initiated after the deployment of an e-procurement
implementation (24 — 36 months) is completed. During the Enhance Phase, advanced e-
procurement functionality such as online bidding, sourcing and reverse auctions (solicitation
automation) will be introduced to facilitate additional potential benefits of the comprehensive, end-
to-end e-procurement solution. Introduction of advanced e-procurement functionality will require
similar planning and preparation to that of the e-catalog implementation tasks.

Figure 19: E-procurement implementation timeline -- refer to Appendix 4 of this document for a detailed task
plan

Months Months | Months | Months
10-12 16-18 | 19-21 | 22-24

Focus/Planning

m Create project scope and objectives

m Create implementation guidelines

m |dentify participating institutions

m Preliminary assessment of solutions

m Steering committee formation

m Develop advanced strategic sourcing strategy

Design Solution Details

= Document business processes
m Confirm and finalize requirements
m Procure E-catalog platform solutions

Build and Test

= Implement strategic sourcing

m Create training strategy

m Outreach and community planning
m [nstall and configure solution

= Integrate solution

Deploy

m Deploy ‘Common’ (Tier 1) system-wide components
= Deploy pilot at participating institutions
= Execute pilot to production transition

m Introduce advanced e-procurement functionality
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Project Approach

The project was comprised of two categories of tasks: (1) gathering and analysis of information and
(2) validation of approach and recommendations. The overall project approach involved interactive
data gathering, analysis and validation processes that included representatives (“participants”) from
the UC System including the Office of the President. These participants were selected based upon
their ability to represent a sampling of the overall UC environment. The UC participant groups have
been identified in each of the project tasks outlined below:

Gathering and Analysis of Information

Gathering and Analysis of Existing Information: This task included the gathering and analysis of
existing and documented information relating to UC requirements, preferences and existing e-
procurement efforts.

Gathering and Analysis of Current State Information: This task included the analysis of
information relating to the procurement business processes, practices at selected Campuses,
Laboratories and Medical Centers The project team disseminated questions and data requests to a
select set of participants. The responses to these questions and request sets were used to analyze
and document the current state of procurement operations. UC participants selected to provide a
representative sample of the UC System in this task included a total of five (5) campuses, one (1)
laboratory, and one (1) medical center.

Gathering and Analysis of information related to E-procurement Initiatives: As part of the
assessment of the current state of procurement, the project team focused separately on the
analysis of current e-procurement initiatives being undertaken by participants. The project team
then utilized this information to assess participant’s inclination and preferences relating to various e-
procurement methods and options.

Compilation of Recommendations Subject to Validation: The project team compiled a
preliminary assessment of the current state, UC requirements and a potential future UC-wide e-
procurement environment in preparation for upcoming validation sessions to be held with
participants.

Validation of Approach and Recommendations

Focus Group Validation Discussions: The information gathered, the project team’s analysis and
go-forward conclusions were discussed with participants during various focus-group validation
sessions. Participants in these sessions included invited / designated personnel from the UC
System. Sessions were held in multiple locations within the UC System in order to provide
convenient access and scheduling for a maximum number of participants.

Validation of Final Report Content: The content of the final report, including the current state
assessment, future e-procurement environment, cost-benefit discussion and overall considerations
and potential benefits were disseminated to participants for review and validation in multiple
separate iterations.
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Appendix 2 - UC Institutional Data

UC Institutional Data

Data presented in the Current State Analysis are based on information supplied from UC

representative institutions. Statistics provided by UC representative institutions represent data from
the past 365 days. Dollars and transactions did not reflect federal subcontracting transactions
(typically high dollar — low volume). Note: UC-San Diego data was based on Calendar Year

Data Item

UcC-
San Diego*

UC-
Riverside

ucC-
Berkeley

UC-
San Diego
Medical Center

Lawrence
Livermore
National
Laboratory

Total Payments By Vendor For
Past 365 Days

$147 million

$65 million

$192 million

$110 million

$408 million

Total Number Of Transactions
For Past 365 Days

201,000

33,000

206,000

(N/A)

N/A

Payments By Vendor (<$2500
Threshold)

$48.8 million

$15 million

$51 million

N/A

$50 million

Total Number Of Transactions

192,000

30,000

163,000

N/A

N/A

Payments By Vendor ($2500-
$50,000)

$64.5 million

$31 million

$80 million

N/A

$51.2 million

Total Number Of Transactions

8,700

3,500

10,575

N/A

N/A

Payments By Vendor Over
$50,000

$34 million

$21 million

$61 million

$307 million

Total Number Of Transactions

270

140

875

N/A

N/A

Total P-Card Payments

$6 million

Piloting 08/01

$17 million

$270,000

$60.4 million

PPP Dollars As % Of Total
Dollars

15.8%

11.8%

15.6%

0.6%

2.1%

Average Days To Process
Requisitions (<$2500)

Days To Process Requisitions
($2500-$50,000)

N/A

Days To Process Requisitions
Over $50,000

N/A

Percentage Of PO’s Electronically
Communicated To Suppliers

10-15%

10-30%

10-30%

50% or more

10% or less

Percentage Of Invoices Paid
Electronically Other Than
Through A P-Card

30-40%

10-30%

10% or less

10% or less

10% or less
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Minimum System Requirements

Requisition and Workflow: One of the most important aspects of an e-procurement solution is its
capability to streamline the procurement process. It is critical that any qualifying technology allow
the end user to establish the need for goods and services through an electronic requisition and / or
shopping cart that is subject to flexible and configurable approval workflow and business rules.

Ordering and Receiving: Qualifying technologies must have the capacity to issue electronic orders
using flexible protocols such as EDI, XML and the transmission of P-Card data. In addition,
qualifying technologies must allow end users to create receiving documents to acknowledge the
receipt of goods and services.

Flexible Content Management: Qualifying technologies must have the capacity to handle the
recommended electronic catalog content management strategies as defined in this report including
(a) Buyer Distributed (b) Distributed Seller and (c) 3™ Party Content Aggregation. This is critical in
ensuring that all of the vendor-managed catalog models are compatible with the future UC system
wide environment.

Procurement Card Integration: It is critical that qualifying technologies have the capacity to store
and track Procurement Card numbers within the secured profile of buyers and vendors (specific to a
vendor contract). Qualifying solutions must also have the capacity to transmit this information to
suppliers within the context of order processing.

Accounting Information: Qualifying technologies must have the capacity to capture unique,
institution-specific accounting information at the time of requisition and / or shopping cart use. This
information should be tracked with each subsequent event through the entire “procure-pay” cycle.

Integrated Solicitation and Sourcing: Qualifying solutions should have integrated sourcing /
solicitation (bid / quote / auction) capabilities to facilitate the seamless conduct of e-catalog and
competitively sourced purchases.

Integrated Supplier-Site: Qualifying technologies must have a secure integrated supplier site with
all the necessary tools required for suppliers to manage the content and pricing of their negotiated
or non-negotiated UC instruments.

Integrated Global Network / Repository: Qualifying solutions must have the capacity to host
global (or system wide) electronic catalog and supplier data. This will allow the UC System to
access this information at one location using conforming institution-specific e-catalog engines.
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Multi-Phased Task List

Finalize Project Scope And Objectives
Focus & Plan Finalize Project Implementation Methodology And Approach
Determine Participating Institutions

Prepare RFI Based On Minimum System Requirements

Develop Detailed Project Plan

Identify And Develop Project Team

Conduct Preliminary Assessment Of Solutions (Software And Services)
Based On Minimum Requirements

Review Procurement Methods — Determine Acceptable Future Methods
Develop Advanced Strategic Sourcing (Contract Consolidation) Strategy
Develop Issue Resolution Plan

Develop Project Performance Metrics And Critical Success Factors
Develop Outreach And Communication Plans For University And Vendor
Community

Document Business Processes (Common And Unique)
Define Detailed Functional And Technical Specifications (Common And
Unique)

» Business Rule And Protocol

» Configuration

» Installation And Infrastructure

» Data Model

» User Interface

» System Integration

» Workflow

» Reporting

> System Synchronization
Document Hosting/Security And Service Level Specifications
Develop Formal RFP
Conduct Gap Analysis Based On RFP Responses
Conduct Requirements Validation Sessions
Procure Platform Solution And Services
Negotiate With Vendor(s)
Execute Procurement Of Software Technologies And Services
Determine Pilot Contracts (Catalogs)
Determine Pilot User Group
Finalize Interface And Data Conversion Requirements
Determine Acceptable Customizations Or Work-Arounds
Develop Training Strategy And Workplan
Manage Issue Resolution Plan
Manage Project Plan
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Implement Advanced Strategic Sourcing Strategy

. » Conduct Supplier “Summit”
Build > Identify Pilot Suppliers Based On Supplier Readiness And Commodity
Offerings

Configure System According To System Specifications
Business Rule And Protocol

Configuration

Installation And Infrastructure

Data Model

User Interface

System Integration

Workflow

Reporting

System Synchronization

Execute Integration Of System

Develop Approved Customizations And/Or Other Work-Arounds
Execute Data Conversion And Subsystem Interface Plan
Prepare Scripts And Environment

Perform System Testing

Obtain User Acceptance And Verify Quality Assurance
Execute Pilot Contracts (Catalogs)

Execute System And Quality Assurance Plans

Develop Test Plan

Execute Outreach And Communication Plan

YVVVVVVVYYYVY

Validate Organizational Deployment Readiness
Execute User Training

Conduct Process Seminars

Deploy Solution To Pilot Participating Institution(s)
Document Current Support Environment
Document And Delegate System Support Tasks
Provide Post Production Support

Execute Pilot To Production Transition

Monitor System Performance

Manage Issue Resolution Plan

Manage Project Plan

Execute Outreach And Communications

Implement Enhanced E-Procurement Functionality

Execute Subsequent Deployment

Provide Post Production Support And Execute Improvement Initiatives
Continue To Execute Outreach And Communications

Monitor System Performance
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/Example of Order Entry Approval Workflow \

Business Rules criterion
may include dollar
thresholds, commodity
restrictions, etc.

Create/Modify/
Cancel Apply Business g Approve Order
Requisition Rules?

Example of Commodity-
Based Rules include

‘| Chemicals, HAZMAT,
etc.

Commodity-Based Value-Based
Rule? Rule?

Value-Based Rules may | |
Yes incorporate multiple dollar |
* thresholds

Send Send
Transaction to Transaction to
Appropriate Appropriate
Approver(s) Approver(s)

Approve? Approve?

Send Order to

\ Supplier

Pre-Defined
Business Rule

End User Action
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Example:
Integrated Procurement Blueprint for E-Procurement Orders

Search Receive
Catalogs and Approval Approved Approved P-Card
Create > Workflow ™ Request Request Create Order Order Settlement

Requisition

E-Procurement
Platform

Lien

Place Order

Supplier Involl

\Tecord Asset

Liquidate Budget

Electronic Payment

élf\)um Validation
éeate Pre-Lien
A\eck Stock
X«]vallabllly
4ale Budget

General Accounts
Ledger Storehouse/ Asset System Payable

Inventory

UC Financial System

Supplier Supplier
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UC Resource Forecast by Project Phase - Common
(Tier 1) Components

Number of Estimated FTEs

Strategic
Sourcing

Data Gathering
Configuration

Implementation
Maintenance

and Operations
Customization

©
C
©
?
[}
£
©
(3]
[0}
14
Project Phase

O Functional FTE B Technical FTE

Common Component Project Phase - Estimated Internal Estimated Internal
Tier 1 Salaries (Functional Salaries (Technical

Readiness and Data Gathering $23,750 $0
Strategic Sourcing $140,625 $70,313

Configuration $40.000 $180.000

Implementation $180,000 $90,000

Maintenance and Operations $50,250 $226,125

Customization 36,000 162,000

Total Internal Salary Estimate $470,625 $728,438
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UC Resource Forecast by Project Phase -
Institutional (Tier 2) Components

W
o

F

-
?
=u

Number of Estimated FTEs

Requirements
Definition
Integration
Design and
Definition

Integration
Development
and Rollout

Configuration
Implementation

Project Phase

Maintenance
and Operations
Customization

O Functional FTE B Technical FTE

Institutional Component Project Phase -
Tier 2

Requirements Definition

Estimated Internal
Salaries (Functional

$13.875

Estimated Internal
Salaries (Technical

$6.938

Integration Design and Definition

$56.250

$0

Configuration and Implementation

$57.500

$86,250

Integration Development and Rollout

$0

$240.000

Maintenance and Operations

$31.688

$142,594

Customization

Total Internal Salary Estimate

36,000

$195,313

162,000

$637,781




