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Background

+ A state steering committee was formed with NASACT in early 2004 to explore the
use of benchmarking

Hackett was selected to conduct a benchmarking pilot for the finance function
Six states and selected agencies participated in the pilot (Alaska, Arizona,
Nebraska, Oregon, Tennessee and Washington)

+ The Pilot assessed

« Data collection process, level of effort, analyzed results, Identifying and prioritizing
opportunities

-

-

-

Pilot results were presented at Biloxi conference in November 2004

+ In April 2005 NASACT conducted a formal RFP to select a single benchmarking
service provider

+ In June 2005 The Hackett team was formally selected via an RFP process to
support the NASACT benchmarking program in Finance, HR/Payroll,
Procurement, and IT

+ NASACT has an approved contract vehicle in place for states to participate in any

or all of these benchmark initiatives
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There are many, and different, reasons for State
Governments to benchmark

1. Ensures that you use standard definitions,
data collection and metrics for accurate
comparisons

2. Allows you to compare your performance
between agencies within your own state, to
world-class organizations, as well as other
State Governments

3. Provides a baseline, supporting a “before and
after” comparisons when undertaking an
improvement project (such as a new ERP)

4. Identify ways to improve and augment your
business processes, people, organization,
and technology utilization

5. Provides insight into areas that are
performing well and into areas for
improvement that will yield the highest RO,
and to prioritize best practices initiatives
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Overall NASACT Benchmarking program features

+ Standardized approach and taxonomy
+ Results are based on objective facts and documented in a report to include:
o Evaluation of efficiency and effectiveness
o Understanding on use of best practices
 Quantify opportunities for improvement
o Establish basis for ongoing measurement to analyze improvement
+ Comparisons included:
o States (after 7 states complete their data submission for each function)
o Hackett World-class and peer group organizations
+ A state may decide to participate in one or more benchmark studies at any time

+ A state may complete a first benchmark, with contract allowing for another
henchmark in 2-3 years
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Background - States Participating

Program Launched at NASACT Conference in Portland in August 2005

State Benchmark Status
Tennessee FIN, HR, IT, PROC | Active
Arizona FIN Active
Delaware FIN, PROC Active
Colorado FIN Active - Starting
Mississippi FIN, HR, IT, PROC | Contracting
Massachusetts FIN Contracting
Alaska HR Contracting

States Who Have Indicated High Interest: New York, Florida, Oklahoma, Virginia, North Carolina, Utah
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Hackett Provides a Balanced Perspective on
Efficiency and Effectiveness Performance Measures

G&A Key Metrics

Hackett Value Grid™
High|
High Value
. ;,’:sfgﬁs‘: ata Cost World-
strategy @ | Premium Class
+ Predictive 2
capability E
World-class organizations leverage best . 5‘3“‘5:;5 g Cost
practices solutions that deliver: e iﬁff_‘é‘x
+ Lowest sustainable operating cost model measufement Value
+ Simple / scalable / standardized / reliable technology
portfolio driving high ROI Efficiency
+ Most flexible and responsive organization model Low High
+ Greater leverage of highly professional talent . Eechno'\ugy leverage Cost
. : , = Easeof access - oy
A lower risk profile § . = Use of analyst resources yeleme
+ Right information to the right people at the right time
+ Enhanced collaboration with stakeholders
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Hackett's Benchmarking Program was Adapted for
State Governments

-

Using the Hackett Standardized approach, data collection tools, and
taxonomy as a basis, we conducted several review sessions with
NASACT and participating states to identify any changes

The four major functional areas have been organized in subordinate

-

is reported
+ Changes have been agreed upon by NASACT and incorporated into the
benchmarking program
The result is the only benchmarking program that has been specifically
adapted for satisfying the unique requirements of state governments
+ As more states participate in the program, in conjunction with NASACT

-

the benchmarking program will continue

the process of sharing “lessons learned” between the states and refining

“process areas”, for which data is collected and metrics and performance
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Hackett's Benchmarking is Process Driven and Relies on
Strict Definitions to Ensure Comparability of Results

Evaluate functional performance on a process level to ensure actionable results

Compliance &Risk ~ Planning and Management
Processing Management Analysis &Administration

disbursements | performance performance
Accounts Payable, TRE Treasury management improvement
management
+ Compliance
+ General management
accounting and
external reporting

analysis general

 Planningand |+ Mgmt. & admin. -

+ Revenue cycle * Business « Mgmt. &admin, -

Strict definitions for processes and metrics ensure that...

= ..aninvoice is
equal to an invoice

© Labor
= .. total costs are o0outsourcing

equal to total costs o teshnology

Y

P
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Hackett’s benchmark methodology

How well we do it What we must do How we choose to do it
Factors Performance = Demand + Structural
Metrics Drivers Factors
- Cost - Number of Agencies - Process
Types of - Cycle Time - Services/Program/ - Organization
Dmers - Error rate Clients Served - People
- Productivity - Internal Control and - Technology
Compliance Environment - Partnering
- Size - Strategy
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World-Class is defined as top quartile performance in
both efficiency and effectiveness

Hackett Value Grid™ EFFICIENCY EFFECTIVENESS
CPeer Group ﬁ ABC Co. + Overall finance costas a % of * Time allocated to Planning and
e revenue Analysis
2 + Process cost as a % of + Working capital - days sales
2 A o revenue outstanding (‘DSO’)
b + Technology cost per finance ~ + Percent credit sales collected within
Quarte FTE terms
reakpoint + Technology cost as a % of + Effective tax, Cost of capital
" revenue + Quality metrics (billing, tax, reporting,
s + Staffing levels by process forecasting)
H] grouping  Cycle times and iterations
8 * Unit cost of transactions « Accuracy of forecasts and analysis
= « Utiization of self-service for o+ s of halanced scorecards,
Inquiry simulation models
o M+ Applcation complexity  Finance's role in strategic decision
» + Automation of transactions making
EFFICIENGY 1o oartile 7 + Reliance on spreadsheets + Restatement of reports released to
Breakpoint external agencies
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The Finance benchmark areas of measurement

Hackett's Finance benchmark focuses on 8 process groups
that are discretely defined

T =l Compliance and Ris Budgeting and Management &
Management Analysis Administration
¢ Cash Disbursements |+ Treasury Management |+ Budget Preparation | Finance Function
+Accounts Payable +Cash Management and Reporting Management
:;’;;f‘a:‘"g,ﬂfy:%e‘g:“ +Capital and Risk +Long Term Forecasting *Function Oversight
Management AnnuallBi-Annual +Personnel Management
* Revenue Cycle budgeting +Policy and Procedures
+Credit + Compliance +Budget and Oversight
+Customer billng Management Performance Reporting
:gﬂ"ﬂﬂ”f *Regulatory Compliance
ash Application and Audiing * Business analysis
* Accounting and External|  +Process Certfication «Depattment/Program
Reporting Analysis
+Fixed Assels
+Interfundfinterdepartmental
Accounting

«General Ledger Accounting|
+Project Grant and Cost
Accounting

+External Reporting
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Process groups are further defined into activities

Process Groups ~ Processes Sub-Processes Activities
« Cash disbursements

+Accounts payable « Processing and routing of
+Travel and expense incoming mail specific to the

+Program payables +Sourcing execution cash disbursements process

*Supplier set-up including the handling of
+Pre-processing invoices, bills of lading &
+Verification / approval receiving documents and
+Processing expense reports
+Discrepancy resolution + Matching of supplier invoice,
+Payments purchase order, receipt

acknowledgement and other
required documents or
information to validate and

+Inquiry response
+File/ store / retrieve

+Reconciliation/ verify payment can be made
accrual/compliance to suppliers.

Empirical data is collected based on activities performed, regardless of job title,
reporting hierarchy, geographic location, or organization
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NASACT Utilizes Hackett’s Proven Benchmark
Process and Tools (8-12 week process from kickoff)

Enablement through Collection of baseline data as well as Analysis of baseline data versus benchmark
tools and methodology validation of data with Hackett database - development of recommendations
- Data Collection o i Results
ARGt & Other Inputs Presentation
= Review Question Set * Collect All Required = Data Consolidation = Conduct Data Analysis ® Present Benchmark
Scope and Definiions  Quantitative Data = Data Review and = Develop Results and
= Identify Data Sources = Practice Assessment  Validation Recommendations Findings to
« Establish Project Workshop  ClientSignoffon Data~ and High Level Acton ~ B1a2#gency
Coordinator = Conduct Executive Accuracy: Reflecting Plan . i p ;
« 1dentiy Location / Interviews Operations of the = Assemble Draft 8‘,’.21‘2. eaton of
Function Coordinators * Conduct Stakeholder StatefAgency Results Report for Improved pgﬁgrma"ce
= Conduct Project Survey State Leatership = Prioritization of
Education and Training * Review Draft Report Opportuniies
= Determine Actions
Required to Close
Performance Gaps
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Data collection activities - Web based collection tool

and reporting
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Typical benchmark project milestones

Q  Planning - Project coordination (Week 0)
O  Onsite kickoff — Data collection effort (4/18/06)
Q  Data collection concludes (Week 3)
Q Internal data scrub — Data sent to Hackett (Week 4)
O Data validation — Hackett data review & revision (Week 4)
O  Data declared final (Week 5)
QO  Rough Draft (Detail deck) (Week 7)
Q  Preparation of draft benchmark recommendations (Week 7)
0  Presentation of final results/ executive summary (Week 8)
O Create and deliver Agency reports/presentations (6/30/06)
The Hackett Group Poge 17
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There are three levels of questions

+ State level questions
« Questions answered only by the State coordinator

o Seeks to understand the ‘demand’ or ‘environmental’ factors that
influence overall business complexity and volatility

o T Volume Reconciliation also is at the State level
+ Location level questions

 Questions answered at either one location representing the entire
function (finance, IT, HR, etc...) or by each location individually

+ Process level questions
« Each location selects relevant processes and provides answers to
applicable questions

The Hackett Group Page 19
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What are the most common question types?

+ FTEs and costs - captured via the spreadsheet
Transaction volume questions
 Looking for a number, not a currency amount

.

o Annualized volume based on normalized operations

-

Multiple choice - practices
 Degree of utilization

 Based on the degree in which your organization uses a practice or
technology

-

Select all utilized
Functional volume questions
« Revenue/Funding, employees, end-users, purchase spend

-

The Hackett Group Page 20
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Benchmark Project Delivery team involvement

and commitments

Sponsor
« Provide project ovders\ghn remove

barriers as needet Project Team

State Coordinator
« Coordinate the entire benchmark across the entire
state (approximately 50% time commitment)
Functional Lead
« Coordinate the collection of data; provide
access to key resources (approximately 50% time
commitment)
Agency/Location Coordinators
o Collect and submit data; meet with Leader
to report progress (2 to 3 days per function/location)
Strategic Advisors (Hackett)
« Provide local support and industry-specific translation

State
Coordinator

Human

Lead Resources

Lead

Hackett
Manager

Hackett

IT Lead

of survey questions; interpret performance; create and
deliver interpreting reslts session
Benchmark Advisor (Hackett)
« Respond to participant's questions regarding survey

completion; validate submitted data; develop
comparison population

The Hackett Group page 22
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Overall State and Function roles & responsibilities

+ Responsible for coordinating benchmark across all functions

+ Monitor progress of location coordinators and answers general
questions

+ Determine organization's scope, timeline, and level of detail for data
collection

+ Manage the project according to the agreed upon timeline

+ Develop an internal communication strategy for questions, concerns

+ Identify list of location coordinators that will help to collect the data

+ Train location collectors or assist in training

+ Coordinate responses for questions and concerns

¢ Conclude and ‘lock’ State data submission process

¢ Communicate scrub issues to Agency/location coordinators

The Hackett Group page s
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Agency/Location Coordinators (‘Data Collectors’)
roles & responsibilities

+ Trained on process definitions, terminology and data
collection tools

+ Provide progress related to data collection/
participate in status updates

+ Responsible for collecting and entering responses
into the web questionnaire

+ Advised to direct questions for help to
functional/overall coordinators

+ Required to follow up on scrub issues identified by
functional coordinators

The Hackett Group page 2t
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NASACT benchmark program deliverables

NASACT Program Deliverables
= NASACT research analysis and presentations

State Deliverables
Kick-off meeting and ongoing data collection support
Access to Hackett's web-based collection & reporting tool
On site delivery of draft and final results
Comparisons against special State-to-state peer group,

Hackett World Class and Peer Group Median

Analysis of the state performance, including overall
recommendations to close the gap

Overall assessment for value and efficiency, broken down
to organizational, technology and process dimensions

A quantification of potential savings achievable through
the deployment of best practices

Invitation to Hackett's annual, members only Best
Practices Conference

The Hackett Group Page 26
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The benchmark report

+ The final report runs approximately 80 pages for each area that is being
studied.

+ For each area, data is collected and analyzed and presented in a series of
metrics.

+ These metrics are compared across agencies within the state, against
other states, and to Hackett world class and peer organizations. This
yields a relative “ranking” of your state to best practice on that metric.

+ Performance is measured and evaluated, and the drivers and reasons for
performance are reported (see examples in following slides).

+ Interpretations and recommendations of the findings are presented.

The report is based on facts, tells you where you are and where you could be,
and provides a basis to consider possible changes or other improvement
initiatives.

The Hackett Group Page2?
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Representative analyses provided in the final reports

s 285 million

Total Finance and Costs by Cost Type

[m)

Othercost—~  STsmillon
o Facites, vavel
. i, tlep

O Technology cost -~ $90 million
« " Compuer processing
* Mantenance

O Outsourcing cost - 30 milion
 Ousde senices

Process
0| Labor cost $90milion | cost:
+ Wages (Ul ime and parttme)
Ovetme and bonuses

Tates and finge benefts

Revenue = § 10 billion

s 120milion

Total Finance and HR Costs as a percent of revenue
2

by Agency

Q.

%

S

Overall  AgencyA  AgencyB  AgencyC  AgencyD

DFinance 0 HR

5

@&%
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(cont'd)
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Finance Cost As A Percent Of Revenue HR Cost Per State Employee

120% \%/)) sLom %
100% %y sLaw o

X s1200 ©

o $1.000

050% 5900

040% 550

$400
020% $200
oo Median World Class Median World Class.
IT Cost Per End-User Cost As A Percent Of Purchased
$10.000 \S“? 100% sts &
2
8000 “% 080%
s6000 050%
4000 040%
s20m 020%
% Median World Class oo Median World Class
O Labor Cost O outsourcing / External Cost [ systems Cost O other Cost
I'he Hackett Group Page s

Representative analyses provided in the final reports

(cont'd)

Cost Differences

Gap Opportunities Gap Op&onunities
10 (versus World Class) (versus Median) ~(versus World Class)
so0i $86.2 = Cash Disbursements $20MM SAIMM*
$801 = Revenue Cycle $39MM $6.1MM*
= Accounting and External $53MM $88MM*
$701 Reporting
$601 SUBTOTAL: $1121M $190MM
ss0] = TaxManagement $10MM $22MM*
$38.6 = Treasury Management . .
$401 $34.1 = Compliance Management  $2.3 MM * $23MM*
$301 SUBTOTAL $33MM $45MM
$20{ = Planning and Performance - $21MM
Management
$101 = Business Analysis $44MM $56MM*
$0 SUBTOTAL $44MM s7IMM |
Total Cost 2005 Total Savings  Capped * Finance Managementand ~ $2.3 MM $28MM*
Opportunity ~ Opportunity*
Oransaction Processing* ~ ORisk OVERALLTOTAL P ssimm

TPlanning & Dec. Support

OMgmt-Administration

Note: * Opportunities capped at 50% of current process cost

The Hackett Group
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Representative analyses provided in the final reports

,
5
(cont'd) nang,
Exa,
e
o Cost as a % of revenue
012
0.10%
0.08% + Degree of integration of the purchasing application
0.06% to the accounts payable application High High
0.04 « Suppliers submit their invoices electronically 0% 16%
0.02%]
000 + Use of aWeb appiication to allow suppliers to
O ABCState O Median O World Class | obtain status updates 00 5%
Percent transactions automated + Workllow cycle to process a transaction
45% (invoicelT&E) is kept to fewer than five biday 145day(s) | 3day(s)
0%
35% + Percentage of travelers completing and submitting
20% their expense reports via an online application 4% 52%
ol « Percent of expense reports requiring management |  100% | 100%
pes approval
10% .
A Petcent of expense reports audied for compliance | e 0%
(e.9. sample size)
0%
O ABCState O Median S World Class
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Critical success factors

-

Dedicated and knowledgeable State coordinator

Up front communication of team requirements

Identifying team resources early in the planning process
Managing to the timeline to hit key milestones

+ Strong communication through the help chain

Raise issues early

+ Accuracy is important; however, judgement must be used to
manage materiality

Active collaboration during analysis and recommendation
development stage

-

-

-

-

-
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In Summary Benchmarking will helps State
Governments in many ways

+ Understand how infrastructure compares:
 to external peers (both public and commercial)
« within the enterprise
 to world class organizations
+ Establish a baseline and high-level targets for
improvement
+ Determines high-leverage improvement opportunities
+ Set priorities to build a strategy plan
+ Create organizational consensus for change
+ Quantify savings opportunities based on empirical data

Benchmarking is the comparison of similar processes ...
across organizations, companies & industries ... to identify best practices
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