REPORT TO LEAD MEMBER FOR CORPORATE SERVICES

6TH OCTOBER 2003

REVIEW OF SAP 

Introduction

In 1998 the Council, advised by consultants, developed and agreed a business case for investment in a modern integrated financial management system.

Following a comprehensive procurement process, the Council, in July 1999, accepted the tender of PricewaterhouseCoopers (now IBM Business Consulting Services) to implement the SAP R/3 enterprise resource management system.

Closely related to the project was the reorganisation of financial support services across the Council to form the centralised Financial Support Group in Corporate Services to deliver the benefits set out in the business case.

What was intended? - The Business Case

The key features included in the business case were :-

· the need to replace outdated financial systems with an integrated resource management system

· benchmark-based study identifying the potential financial benefits of achieving upper quartile performance in the processing of financial transactions

· realising value for money savings by implementing a corporate approach to purchasing and maximising the Council’s buying power

It was estimated that the introduction of new systems and the reorganisation of financial processing would lead to annual savings of £1.36m once fully realised by 2005/06.  It was anticipated that savings would be achieved as follows :-

Year
Purchasing
Reducing staff resource
Total Saving


£000
£000
£000

2000/01
60
5
65

2001/02
151
84
235

2002/03
451
216
667

2003/04
540
578
1,118

2004/05
600
689
1,289

2005/06
600
760
1,360

2006/07
600
760
1,360

Total
3,002
3,092
6,094

To fully realise the predicted savings it was anticipated that the number of staff involved in financial processing, accountancy and financial support would be reduced by 47 ftes.

What has been delivered? - Implementation

The contract with IBM for the implementation of SAP was a major undertaking for the Council impacting on all Council directorates and a significant number of staff.  The contract, with a value of £3.003m included the installation of dedicated Sun hardware, SAP R/3 software and the provision of implementation consultancy services.

The contract with IBM commenced in October 1999 involved the implementation of the following main modules by key dates :-

Module
Live date

General Ledger
April 2000

Accounts Payable
April 2000

Accounts Receivable
September 2000

Purchasing
Oct/Nov 2000

Payroll - APT & C
November 2000

Payroll - Ex-weekly
February 2001

Payroll - Teachers
March 2001

Payroll - Weekly
March 2001

The design, configuration, testing and training of users was achieved by the agreed dates and was delivered within the agreed budget.

The implementation project was overseen by a Project Board and a Project Steering Group which included senior representations of all directorates.

During 2000/01 the Financial Support Group was formed.  A new organisational structure was created and staff were recruited to that structure mainly from existing posts in various directorates.

The Financial Support Group provides four main financial processing functions :-

· Payroll

· Payments to suppliers

· Debtor billing and recovery

· Purchasing

Following the implementation of SAP and the creation of the FSG there have been significant reductions in the number of staff involved in financial services as follows :-


Prior to SAP/FSG
Current
Increase/Reduction

Accountancy

Payroll

Payments

Debtors

Purchasing
77

41

35

22

16
66

33

14

11

14
-

-

-

-

-
11

8

21

11

2

Total
191
138

53

An analysis of the key business case targets and current performance in relation to them is shown at Appendix 1.

The financial benefits achieved compared to the target based on 2003/04 shows the following position:-


Target

£000
Actual

£000

Staff reductions

Purchasing
578

540
724

250

Total
1,118
974

Overall the efficiency improvements that have enabled staff resources to be reduced have been achieved.  The anticipated benefits from a corporate purchasing approach however have not yet been delivered and this is one of the key impacts of the current SAP development plan.

What has improved?  The Benefits

The implementation of SAP has led to significant benefits to the organisation including :-

· Integrated financial, HR and resource management system

· Immediate update of general ledger and budget monitoring reports as soon as transactions are entered.

· Commitments are recorded against budgets as soon as orders are raised.

· SAP provides immediate access to budget monitoring reports for accountants and budget managers.

· Reports provide drill-down functions to analyse expenditure to individual transaction level.

· Improved reporting capabilities to monitor performance e.g. prompt payment of invoices, debt recovery.

· Ability to download reports easily to spreadsheets reducing duplicated effort.

· Ability to upload financial and payroll data automatically reducing input time.

· Ease of use for system users.

· Improved control over purchasing by the utilisation of corporate contracts, sourcing of supplies.

· Improved control and organisation of debtor billing and recovery.

· Increased focus on performance targets.

· Earlier closure of accounts for 2001/02 and 2002/03.

How is the SAP system used?

There are currently 670 trained users of the SAP system all of whom have received training in the operation of the system by the e-merge team.  Refresher training and user workshops are also arranged to build on users’ skills.

The way in which the system is used currently is :-

General Ledger

· All the Council’s accounts (and those of NPHL) and SCL are held on SAP

· Budget monitoring facilities are provided for all Council services, NPHL and SCL

· Budgets are compiled and updated

Accounts Payable

· All payments to suppliers (except schools) by cheque and BACS are generated by SAP

· Interface links to process payments for foster carers, benefits, student grants etc. are also in place

Accounts Receivable

· All invoiced charges for Council services (excluding Council Tax and Business Rates) are made via SAP

· Recovery of outstanding debts from customers

Purchasing

· All orders for goods and services supplied to the Council (other than schools who have their own bank accounts) should be raised via SAP other than certain types of expenditure which have been deemed as “out of scope” of SAP at this stage e.g. school meal provisions, home-to-school transport

· Orders can be initiated by a very wide range of staff using Microsoft Outlook forms which are then routed to SAP purchase requisitioners

Payroll

· All remuneration payments to Council employees and members are made through SAP other than 22 schools who have opted to transfer to alternative payroll providers (although a number of these have returned to the Salford payroll service following Nord Anglia giving notice to end the contract)

· Payroll services are also provided to Eccles College and Salfordian

Human Resources

· The organisation structure for the Council is maintained on SAP

· Details of posts, grades, remuneration and employee details are held on SAP

· Job applications are processed on SAP 

· The organisation and management of training courses delivered by the Council is live on SAP and is used by some directorates

What problems have occurred and how have they been resolved?

As with any project on this scale problems will arise that need to be addressed.  There were a number of issues arising from the technical operation of the system but most problems arose from the organisational change element of the project.  By far the most severe problems were related to the payroll function.

Details of the most significant problems and how they have been addressed are as follows:-

Payroll

Problems

· Reducing the number of payroll officers too quickly

· Losing experienced payroll staff as a result of the centralisation of the payroll operation

· Need to recruit and train new inexperienced staff

· Lack of staff resources to ensure payments were processed accurately

· SAP software problems related to e.g. the calculation of sickness, maternity entitlements and the recovery of overpayments

· Loss of confidence in the payroll service, particularly by schools, a number of which transferred to other providers

· Ensuring that all payroll amendments e.g. starters, leavers, absences, are notified to the Payroll Team on time

· Year end returns for tax, pensions, benefits had not been produced by the required dates

Addressed by

· Staff numbers were increased to handle the payroll effectively (although recently it has been possible to reduce numbers following changes to procedures)

· Payroll Enquiries Team established to take all telephone calls about payroll issues.  All queries are recorded and progress is tracked electronically

· Review by Internal Audit of the way payments and allowances are made to simplify the process e.g. claiming allowances monthly rather than weekly

· Meetings with headteachers to explain how issues were being addressed

· Resolution of the majority of system issues with SAP and consultants

· Following a review of year-end procedures all 2002/03 returns to employees, Inland Revenue, Teachers Pensions Agency and the LGPS were submitted on time

Accounts Payable and Purchasing

Problems

· In the period following centralisation there were problems with paying suppliers on time and a small number of suppliers temporarily suspended supplying the Council

· Achieving the payment of invoices within 30 days has been adversely effected by delays in goods and services being receipted on SAP which effectively blocks payment

Addressed by

· A small increase in the number of creditor payment staff

· Ensuring that the staffing level is maintained using agency staff where appropriate to cover absences

· Meetings and re-training sessions with requisitioners to emphasise the importance of goods receipting

· Reviewing the way purchasing operates in order to simplify the process

· In the quarter to September 2003, 88.79% invoices were paid within 30 days

Accounts Receivable

Problems

· There have been few problems associated with Accounts Receivable function

Initiatives

· Reviewing debt collection methods to improve recovery including the appointment of debt recovery agencies

· Debt collection targets for 2002/03 and 2003/04 are being achieved

How is the SAP system supported?

The SAP system is managed by the e-merge team in Corporate Services comprising eleven staff.  The team is responsible for supporting current applications, providing help and training to users and developing new features and modules of the SAP system.  IT Net provide technical support for the Sun servers on which SAP is run, monitoring performance, applying software upgrades, backing-up the system, running print jobs etc.

In addition to in-house support the Council has contracts with IBM and Pecaso for back-up technical and application support.  These contracts are soon to be terminated.  The support contract has recently been re-tendered to ensure that the arrangement is appropriate to our needs to support and develop the SAP system.  A report recommending the preferred supplier will be presented to the Lead Member later this month.

How will SAP be developed?

One of the major reasons for choosing SAP was the scope of the system, far beyond the traditional financial modules, and the level of investment by SAP in the software.

The extent and speed with which new SAP developments can be implemented is related to the resources available.   Developments that have taken place following the original implementation contract are :-

2002/03
· Configuration of the system to provide financial and payroll services to NPHL

· Delivery of improved financial monitoring reports for schools

· Implementation of Training and Events Management in early 2003

· Implementation of Recruitment module linked to Customer Contact Centre

· Improvements to e-merge SAP help desk to ensure proper logging and resolution of issues

· Increasing the number of suppliers paid by BACS

· Document imaging of creditor invoices - contract with Anite Public Sector

· Development of stock control and management functions

· Implementation of new reporting facilities

· Review of server performance and capacity

· Configuration of the calculation of net overpayments to leavers

· Improved testing procedures in relation to SAP software updates

2003/04
· Development of a prototype to deliver Employee Self-Service and Manager Self-Service facilities to enable the electronic transfer of information such as :-

· Annual leave

· Sickness and other absence

· Car allowance claims

· Ordering of goods

· Financial and staffing reports for managers

· Development of a prototype e-procurement facility to enable authorised users to order directly from nominated suppliers to provide a more efficient and effective purchasing system

· Development of multiple employment function - now in the final stages of testing

· Configuration of the system to provide financial and payroll services for Salford Community Leisure

· Review of the organisational structure in SAP including arrangements for the ongoing maintenance of the structure

· Reviewing the way in which sickness absence is recorded and reported via SAP

· Examining the potential to use Crystal Reports to enhance reporting to managers

· Re-tendering the support contract - shortlisted companies are Axon and Logica CMG

· Preparation of an upgrade of the SAP software from version 4.6B to 4.7

· Reviewing hardware requirements

· Commencing the process to re-negotiate the hardware/software lease that expires in November 2004

· Reviewing the use of customer records in SAP related to e-government projects

Other Potential Developments

There are a number of other modules offered as part of the SAP software that could provide required facilities for the Council on an integrated basis that could prove more cost-effective and improve management reporting.  Examples of potential developments are:-

· Project System - facility to manage individual projects

· Red Estate - property management and maintenance

· Inventories

· Staff Appraisal and Development

· Customer Relationship Management

Customer and User Feedback

Formal consultation with SAP customers and users has not been undertaken but we do have feedback from :-

· Quality and Performance Scrutiny Committee in February 2003 at which all Directors were represented

· SAP HR review group in September 2003 attended by senior managers from each directorate

· Purchasing customer survey August 2003

·  Purchasing/creditors user group

· Payroll user group

· Survey of headteachers/bursars

· SAP training courses

· SAP Help Desk enquiries

In general users of the system are very positive about the facilities provided by the system, speed of operation and reliability.  Most adverse comments from customers (which have not been in short supply) relate to issues arising from the centralisation of financial processing. This has led to SAP as a whole being given a negative press. The most serious issues and complaints related to the payroll service but improvement in performance over the last year is now bringing positive feedback from customers including headteachers.

The main customer/user concerns currently relate to :-

· Delays in implementing multiple employment functions (particularly Education and Leisure)

· Maintaining the HR organisational structure

· Incomplete sickness reporting

· Purchasing processes

· Having an input to SAP development plans

Developing SAP - A Corporate Approach

The potential for the development and use of SAP as the Council’s resource management tool for the management of finance, employees and assets is enormous.  Many large organisations operate SAP as their key management tool.  To realise the benefit of the investment in SAP it is essential that greater awareness of the facilities and potential of SAP is raised across the City Council and that a corporate policy is developed for the deployment of SAP.  The e-merge team works closely with the Research and Development Team in Salford Advance to develop corporate solutions.

The re-establishment of an SAP Project Board to consider and agree the strategic development of SAP should be considered.  There needs to be a senior group to commission appropriate developments and to monitor the delivery of the project plan.

Conclusion

The implementation of SAP and the creation of the Financial Support Group has been a major undertaking for the Council and has substantially been a success. SAP was delivered to timescale and to budget and a large number of staff now have access to efficient processing systems and immediately available management information.  However, lessons have been learned from the serious payroll difficulties that arose.  There is still much work to do in streamlining processes around SAP to bring about further efficiencies.  Improving the image of SAP and its utilisation as the resource management tool for the Council are key challenges for the future.
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