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BACKGROUND:  In 2000, the Navy embarked on its Revolution in Business Affairs (RBA) initiative to achieve its goal to be as agile and technologically advanced in business as it is in war fighting.  The Commercial Best Practices Working Group was established and authorized four Navy pilots at NAVAIR, SPAWAR, NAVSUP, and NAVSEA to demonstrate Enterprise Resource Planning (ERP) capability.  The NAVAIR Pilot is focused on the Program Management process areas including Financial, Inventory/Supply Chain, Asset Tracking/Configuration, Human Resources, Weapon System Maintenance and Acquisition, Purchase of Goods and Services, and Facilities.  

The Sigma Business Case Analysis (BCA) is a living document and has been updated yearly in support of the budget process.  The BCA was based on a 15-year life cycle, which covers the investment period (FY01-05) and ten years (FY06-15) following Initial Operating Capability (IOC).  Two methodologies have been used to develop the cost savings in support of the Sigma BCA, bottom-up and top down.  A brief description of each methodology along with lessons learned and a list of pros and cons are discussed below.

DISCUSSION:  SIGMA BCA Methodologies 

General Information

· Industry information shows that higher costs will be experienced for six months into the process change, allowing for transition.  Therefore, no savings are budgeted for the first year after implementation.

· Savings is typically captured in stages.  First, the savings begin to grow due to the shutdown of legacy systems.  Second, as the implementation starts to mature, users become more comfortable, and management continues to maintain ownership, the process changes begin to reap savings benefits.  Finally, the highest order of savings is achieved as integrated process and system changes are fully implemented and enhanced.

· Once savings are estimated, current budget marks were examined to determine what part of the mark would be achieved/enabled by ERP implementation.  Careful mapping is maintained in order to reduce the possibility of double credit taken for savings (double hit to the budget).

· One of the hardest tasks in developing the savings estimates is developing the baseline for taking savings to insure it covers the processes that will be deployed.

Bottom-Up Methodology

· In the initial BCA, benefits were captured from a functional and an IT perspective.  NAVAIR business processes were reviewed with the NAVAIR Business Team Leads (BTL’s), members of the Business Process teams, and members of the Business Process Reegineering (BPR) team.  During interviews, opportunities for improvement and data sources were identified. For IT, NAVAIR requirements were reviewed and compared with the current NAVAIR systems to identify legacy systems that will be replaced.

· Since the subject matter experts had no prior experience operating in an ERP specific environment, the analysis was extremely conservative.  There was not a complete understanding of exactly what ERP could do to improve the processes.  Process owners were concerned about cuts to their budgets and so very low estimates for savings were determined in this process.

· The following are some pros and cons of this approach:

· Pros

· + High confidence in the savings that were developed.  Savings were organization/agency specific and based on process changes that were communicated to process owners.  The nature of the estimate allowed these savings to be directly linked to budget owners.

· + IT identification for shut down of legacy systems. Savings are claimed as functionality is replaced by Sigma.

· Cons

·  - The estimating methodology was conservative in nature based on lack of experience in the implementation of an ERP system and inherent uncertainty of the estimators in the “to be” process.  The estimate results in conservative savings and therefore a low ROI and long-term breakeven point based on this methodology.

· - No direct ERP experience to assess real impact on processes due to ERP implementation.

Top Down Methodology

· Recently, the Sigma BCA team was tasked to develop a top-down approach to estimate savings.  The ESPO contracted with Northrop Grumman Corporation (NGC) Information Technology Department to share NGC experience on how ERP impacted processes in their corporation.  NGC’s business is similar to the Naval Air Systems Command.  NGC is a Tier 1 A&D corporation with over $18B revenue, and has extensive experience working with an ERP.   A new BCA team was formed that included government estimators, third party private industry experts, and the NGC team.  For each of their business processes, NGC used their own data and experience to augment and refine industry standards.  NGC presented percentage projections for savings by process.  NAVAIR processes, as defined in the Activity Based Costing (ABC) Study (updated for 2002 structure), were mapped to the industry processes in order to apply the savings percentages by process.  

· Use of the industry benchmarks and specific NGC data to estimate savings by process resulted in considerably higher savings projections than the initial bottom-up approach.  These savings represent what could be achieved with successful implementation of ERP.  This approach leaves a challenge for the process owners and corporate business team to break down the savings to the budget and parcel them out to managers in terms of goals for improved efficiency, manpower reduction, and other streamlining initiatives that will be affected by the implementation of ERP.  

· The following are pros and cons of this approach:

· Pros

· + Applying Industry historical actuals to NAVAIR processes takes advantage of actual ERP experience.

· + Sets an objective for potential savings.  Allows management to set goals for each area by process or activity.

· Cons

· - Contains no direct link to budgets, personnel, and systems for relation to savings/budget adjustments.

· - Requires a crosswalk to show the link between the ERP functionality and the process-defined projected savings.

FOR INFORMATION ONLY:  This paper is in response to a request for information and lessons learned in development of a BCA.

