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AUDIT SCOPE

O Review the Common Management System (CMS) project and identify the
initial cost estimates and current projected costs.

[0 Review such costs as system integration costs, consultant costs, data center
costs, and the university funding sources for these related expenditures.

O Identify the university’s needs, benefits, and return on investment from
CMS and its supporting data center.

[0 Review the university’s management and oversight for CMS and the
data center.

O Review the process used to select hardware, software, and consultants.

O Identify how implementation has affected growth in employee positions
and workload.
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AUDIT HIGHLIGHTS

M The university did not establish a business case for CMS to define its
intended benefits and associated costs and ensure that the expenditure
of university resources is worthwhile.

M The university’s previous cost projections understated the full costs of
CMS over its now nine-year project period. Costs include an estimated
$393 million in one-time costs and $269 million for maintenance and
operations for a total of $662 million. (Nine-year period is fiscal year
1998-99 through 2006-07.)

M The university has not established a mechanism to monitor overall
systemwide costs adequately, contributing to a lack of complete project
cost information for university management and the Legislature.

M The university lacks a systemwide funding plan for the CMS project.

M Problems exist that cast doubt on whether CMS will achieve all the
objectives intended. The university plans to continue to use existing
processes for systemwide reports because it did not design CMS to
replace these processes.

M CMS software procurement process raises questions about whether the
university used a fair and objective competitive process. The university
decided late in the process to recommend one software vendor but did
not use a process to objectively select between two finalists.

M Although the university followed recommended practices to acquire
data center services, its procurements for software and consultants on
the project raise questions about the fairness and competitiveness of
the university’s practices.

M The university did not do enough to prevent or detect apparent con-
flicts of interest on CMS-related procurements.
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THE UNIVERSITY DID NOT ESTABLISH A
BUSINESS CASE FOR THE CMS AND ITS
DATA CENTER

Originally Anticipating Significant Savings From CMS and the Data Center Consolidation
Initiatives, the University’s Expectations for Both Efforts Changed

In September 1996, the university’s executive director of the integrated technology strategy
initiative, currently the Cl1O, made a presentation to the board’s committee on technology
utilization and described CMS as an initiative “with the aim of achieving significant cost
savings that can be redirected to other information technology investments.” The university’s
current CIO also informed the board’s committee that a feasibility study would be conducted in
the fall of 1996; however, this study was never performed.

In an October 2002 letter to us the university clarified the goal by stating that “the imple-
mentation did not have savings as a primary goal, rather it was expected that the implementa-
tion would result in cost avoidance or minimized costs for improved and expanded administra-
tive software services over the long term.”

No Feasibility Study Conducted

Public Contract Code (PCC) requires state agencies to follow the State Administrative Manual
(SAM) when acquiring IT goods and services. SAM procedures include a need and cost-benefit
analysis. However, the university is exempt from certain state oversight and approval of its IT
procurements. Further, the university believes that the PCC exempts it from following SAM
even though the statute requires the university to adopt policies and procedures that further
the legislative policy.

Regardless of the applicability of SAM feasibility study procedures, the university would have
been in a stronger position to answer questions concerning the need for CMS if it had estab-

lished a business case.

A feasibility study would have:

Described the business problem or opportunity that CMS and its data center were addressing.

e Provided a description of the hardware, software, and personnel to be involved in the
project.

* Included an economic analysis of the life-cycle costs and benefits of the project and the
costs and benefits of the current method of operation during the life cycle of the project.

« Identified the source of funding for the project.
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The university cannot rely on the IBM study or the Pacific Partners study as business cases for
CMS and its data center. The IBM study was not designed to evaluate the existing administrative
systems and did not conclude the university should replace them. In fact, IBM recognized that
the university needed to conduct additional cost-benefit analyses to develop a sound business
case for informed decisions regarding CMS.

The Pacific Partners study was limited to identifying experiences of other organizations that
consolidated data centers. Pacific Partners also recognized that the university needed to evaluate
data center costs in more detail. It told the university that one of the most important actions
going forward was a feasibility/implementation study that looked at the full life-cycle costs.

Ironically, the university created a financial analysis tool that might have helped it make the
business case but it did not require campuses to use the tool. The tool provided the structure
for each campus to compare projected costs of maintaining the current systems with the costs
of installing and maintaining a new system over the next five years.

The University Cannot Support the Assertion That It Had Severe Problems With Its
Administrative Systems

In its “Why CMS ?” document, the university failed to document the severity of the problems
or their pervasiveness across campuses.

In this document, the university lists software problems such as eroding vendor support
and increased maintenance costs. However, the university was not able to identify specific
meetings or any documentation to suggest that numerous campuses expressed a desire to
replace administrative systems at that time.

The university cannot support the assertion that most of its campuses were planning to replace
administrative systems in July 1999. When it began the RFQ process in early 1997, the univer-
sity indicated that only 6 campuses planned to replace their financial systems, 6 planned to
replace human resources, and only 2 were replacing student administration systems.

THE UNIVERSITY IS LIKELY TO SPEND MORE, NOT LESS, TO MAINTAIN AND
OPERATE ITS NEW SOFTWARE

Table 2 shows that prior to CMS, campuses spent approximately $40 million to operate and
maintain its systems and the chancellor’s office spent about $1.4 million. However, the univer-
sity projects that CMS maintenance and operations costs will exceed $65 million annually by
fiscal year 2006-07.

CSU subsequently questioned the validity of the $40 million it estimated for maintenance and
contends that it was spending $100 million on faltering administrative systems. However, we
used the same data as the university and prepared an alternative analysis that indicates the
annual cost to maintain these prior systems was approximately $43 million.
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THE UNIVERSITY'S PROJECT COSTS EXCEED
INITIAL ESTIMATES AND COST MONITORING
PROCEDURES ARE NOT ADEQUATE

Recent Estimates for CMS Exceed Initial Cost Estimates, Which Did Not Include All Costs

In June 1999 (nine months after it purchased the PeopleSoft software), the university esti-
mated that CMS costs would total $440 million. In June 2002, the university estimated costs
were nearly $482 million, a $42 million increase.

Also, it is important to note that until we requested cost information in June 2002, the
chancellor’s office had not gathered project cost data from the campuses.

The university’s cost estimate did not include costs for maintenance and operations as well as
in-kind costs. It excluded these costs from the estimate because they are not “new costs.”

The university’s June 1999 estimate did not include about $180 million in campus costs
because its focus was only on new costs. Adding the $180 million for maintenance and opera-
tions and in-kind costs increases the estimate from $482 million to $662 million. (See Table 3)

It should be noted that the accuracy of these figures is uncertain because 73 percent of the
projected $662 million is estimated costs. Further, the cost figures cover nine years with only
four years of actual data included, which accounts for $176 million out of the $662 million it
projects to spend. (See Table C.1)

Also, future costs are uncertain because in-kind costs are especially hard to estimate. Cam-
puses were instructed to report only the costs for staff spending more than 50 percent of their
time on CMS in a given month. Also, some campuses are further along in implementation
than others and campuses may choose the level of functionality they want, which will affect
cost per campus. (See Figure 1)

The University Expects to Spend More Than $296 Million in Personnel Costs and
$167 Million for Consultants Through Fiscal Year 2006-07

The university plans to use consultants extensively through implementation and then transi-

tion to university personnel after staff has developed the necessary skills on CMS.

Figure 2 shows that costs for personnel and consultants represent 45 percent and 25 percent
of total projected costs, respectively.
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Through fiscal year 2001-02 the university has spent $43 million on personnel costs and nearly
$56 million on consultants. Actual and total projected costs for personnel and consultants are
shown on Tables C.1 and C.2.

Consultants at the chancellor’s office have worked on various tasks including developing and
coding the modifications to the PeopleSoft software deemed necessary to meet the university’s
needs.

Consultants at the campuses have worked on specific projects such as integrating existing
campus systems into CMS, reengineering the university’s business processes to fit CMS better,
and in a few instances maintaining CMS at smaller campuses.

Tables D.1 and D.2 show actual and projected costs for consultants at the chancellor’s office
and the 23 campuses, respectively.

The University Expects to Spend $78 Million Through Fiscal Year 2006-07 on Data
Center Costs

Costs include $3.7 million because of failed negotiations with IBM and the need for a contin-
gency data center, $4 million for telecommunications, and more than $70 million to Unisys, its
data center provider.

The university originally selected IBM for its data center contract; however, neither side was
able to negotiate a final contract. Correspondence explains that the reason for failed negotiations
was irreconcilable differences in pricing and scope for the project.

In March 2001 the university entered into a contract with Unisys for the data center services.

THE UNIVERSITY HAS NOT MONITORED SYSTEMWIDE COSTS ADEQUATELY

The university lacks a process to gather and monitor campus costs. The university tracks
central project costs but does not track campus costs because it believes those costs are the
responsibility of each campus.

The university has not been reporting a clear picture of the project’s costs to the Legislature.

For example, in its November 2002 report, the university reported the CMS project budget
for fiscal years 2000-01 and 2001-02 as being $30 million and $31 million, respectively;
however, it did not report campus costs, which totaled $29 million and $47 million for those
two fiscal years.

The chancellor’s office does not use status reports that track cost variances nor track CMS costs
by development, implementation, and ongoing maintenance.
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As a result, it has been unable to provide us the accurate amount spent for developing
modifications to the software or the ongoing amount for central CMS maintenance.

CMS budget forecast documents do not provide an approved initial project budget that the
chancellor’s office can use to compare against actual and projected CMS costs. Instead budget
forecast documents simply report the funding the chancellor’s office has allocated or expects to
allocate.

ALTHOUGH THE UNIVERSITY DOES NOT HAVE A COMPREHENSIVE FUNDING
PLAN, MOST EXPENDITURES ARE SUPPORTED BY THE UNIVERSITY GENERAL
FUND

The CMS Project Charter of 1999 lists a comprehensive systemwide cost and funding plan as a
critical factor to the project’s success. However, we found that the funding plan only addresses
expected expenditures at the chancellor’s office and excludes campuses’ funding needs.

CMS implementation at campuses accounts for 63 percent of the project’s overall costs, yet the
“systemwide” CMS funding plan does not consider campus funding needs for CMS. Rather,
the chancellor’s office expects campuses to determine on their own the costs and funding
necessary to implement CMS.

Recently, the university began to see the importance of having campus cost data and funding
information when it began collecting this data in response to our audit.

The Chancellor’s Office Is Funding Its Share of CMS Costs Through Its General Fund
The chancellor’s office plans to fund the entire $236 million it plans to spend on CMS from its
general fund.

« Table C.2 shows CMS project costs by type and campus.

= Figure 5 shows the funding sources, including 31 percent of its costs being supported by
“off the top” assessments of all campuses.

« The annual assessments represent funding that otherwise would have been passed from
the chancellor’s office to the 23 university campuses during the annual budget alloca-
tion. Annual assessments have been $10 million to all campuses collectively.
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Campuses CMS Expenditures Have Been Supported Primarily by the University
General Fund

Table 6 shows that campuses have relied heavily on their general fund accounts to fund CMS
costs through 2002.

« In fact, approximately 85 percent of expenditures through June 30, 2002, have been
supported through campus general funds. Campuses can spend general fund revenue
for a variety of purposes, including such items as salaries, instructional materials, and
administrative costs.

Table 7 shows projected expenditures through 2006-07 and most campuses plan to again use
general fund money to support CMS. However, our survey of the campuses revealed that only
7 of the 23 campuses were able to provide us with a funding plan that identified funding
sources for projected costs.
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CMS MAY NOT ACHIEVE ALL OF ITS
BUSINESS OBJECTIVES NOR ALL THE
POSSIBLE BENEFITS OF A SYSTEMWIDE
SOFTWARE PROJECT

OBIJECTIVES:

* Minimize costs to implement and maintain application software.
* Minimize time to implement application software.
e Establish standards to share information for common reporting purposes.

* Provide ready access to current, accurate, and complete administrative information and
the means to use it in an effective manner.

Initial Versions of the Software Required About 200 Modifications to Meet the
University’s Business Needs

The university has made more than 100 modifications to the initial version of the human
resources software, more than 50 to the finance software, and 40 to the student administration
software.

Often, modifications must then be reapplied each time PeopleSoft releases a new version of the
CMS software, adding costs to reapply, test, and implement the modifications.

Because the university did not track the hours spent working on modifications, it does not
know the costs associated with these efforts.

The University Has Not Implemented CMS in a Manner That Will Maximize
Systemwide Reporting

The university is not installing shared databases.

The university has been installing separate and distinct databases for all campuses except
Sonoma and the Maritime Academy. As a result, each campus’s database must be individu-
ally maintained and tested.
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Functionality will vary across campuses.

* The university has not established a minimum level of functionality that campuses are
required to implement statewide.

* Most campuses have not implemented and are not planning to implement all the mod-
ules or sub-modules purchased under the PeopleSoft agreement. (See Table 8)

« Variability can exist within each functionality element as well.

For example, although all campuses have implemented or plan to implement a general
ledger functionality element, the extent of functionality could vary by campus.

* The university is conducting or planning more than 20 unique implementations of the
software, which will increase the cost to implement the system.

Systemwide Reporting Processes Will Remain Substantially Unchanged After CMS Is
Implemented

* The university cannot use CMS, as the university designed it, to produce systemwide
reports.

« Currently, to prepare systemwide reports, campuses extract the necessary data from each
of their electronic information systems. When the chancellor’s office receives the data,
it uses other systems to manipulate and summarize the data into a format that allows
systemwide reports.

+ Under CMS, this reporting process will remain substantially unchanged. The only
difference is that CMS will be the source of the data as opposed to previously existing
information systems.

Some Campuses Have Lost Some Functionality

One campus must now manually perform some functions and enter the results into
CMS that its prior system had performed automatically. (Example: calculating and
withholding taxes from employees and out-of-state vendors.)

The CMS Project Has Encountered Other Problems in Work Quality and Information
Security

Between October 2001 and November 2002, the university distributed to campuses three
releases each of the CMS software applications, totaling nine application releases. How-
ever, it had to redistribute two within weeks of their initial distribution because of errors
in the initial release.

* The university distributed 80 updates or fixes to the human resources application but
had to redistribute 14. Similarly, it distributed 175 updates or fixes to the student
administration application but had to redistribute 20.
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The University has not addressed its information security needs for CMS.

« Asearch feature in the PeopleSoft software apparently allows employees access to
confidential information of other employees and students. Specifically, the search
feature allows employees to access students’ and employees’ full Social Security num-
bers, dates of birth, and gender information.

« Rather than reapply a prior modification to resolve the problem, the university imple-
mented a policy on “sensitive” information, which would place the responsibility for
privacy on employees by requiring them to sign confidentiality agreements before
getting access to the system. However, the university did not establish a policy requir-
ing that all campuses implement the use of confidentiality agreements.

Likewise, the university did not ensure that the CMS software provided adequate password
management, such as enforcing minimum password length, requiring frequent password
changes, revoking the password after five failed log-in attempts, and not allowing reuse of
previously used passwords.

WEAK INITIAL PLANNING AND LIMITED REPORTING EXPECTATIONS HAVE LED
TO QUESTIONS ABOUT WHETHER THE PROJECT WILL ACHIEVE ITS BUSINESS
OBJECTIVES

+ The university did not sufficiently evaluate its business processes before the procurement.

Thorough evaluations of its business processes before it purchased the software
would have helped the university make an informed decision about what software
product would fit its needs best and be the least costly to install.

e Maximized systemwide reporting was not an intended benefit.

It was a conscious decision on the part of the university to continue to use existing
processes for systemwide reports rather than design CMS to replace these processes.

< The university did not establish an effective quality assurance function.

After more than three years of designing, developing, and implementing CMS, the
university only recently began establishing a quality assurance group.

THE UNIVERSITY’S PROCUREMENT APPROACH DID NOT SHARE PROJECT RISK
WITH VENDORS AND CONSULTANTS

The university’s procurement of the software for the CMS project resulted in agreeing to pay
PeopleSoft $33 million for the right to use the software for the next eight years, and for an
initial amount of training and consulting services. The contract was amended to $37 million
for additional software products and maintenance.
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The university then hired consultants on an hourly basis to help identify campus business
needs, design and develop the modifications needed for the software and to help implement the
software at campuses throughout the university system.

The university could have structured its procurement so that, in return for a fixed fee the
winning firm would be primarily responsible for the successful implementation of whatever
software product the university decided to use. The university could have entered a contract
that paid the firm only upon completion of key deliverables, such as the modification of func-
tionality elements.

The university also did not share risk when it procured consultants to assist in modifying and
implementing the software. The chancellor’s office and the campuses typically pay consultants
on an hourly basis rather than for the delivery of accepted work products.
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PROCESSES THE UNIVERSITY USED TO
SELECT THE SOFTWARE VENDOR AND
CONSULTANTS DID NOT CLEARLY
DEMONSTRATE BEST-VALUE PROCUREMENTS

The University’s Selection of the CMS Vendor Was Problematic

When the objective of the CMS software procurement changed from selecting one or more
vendors to selecting one vendor, the university continued with the procurement process even
though its solicitation document did not provide for a method to select only one vendor.

The original intent was to identify one or more vendors to provide integrated systems that
included financial, student, and human resources services. These vendors could then be
selected by one or more campus collaboratives for their respective campuses.

In April 1997 the university issued a solicitation document, a request for qualifications that
planned for a process to select one or more vendors for one or more collaboratives. In
July 1997 the university qualified three vendors to proceed to the next procurement phase.

However, in April 1998, during the final stages of the procurement, the university decided to
select a single software vendor. In September 1998 the university executed its contract with
PeopleSoft. In December 1998 the university determined that all 23 campuses would imple-
ment CMS in five to seven years.

Not Restarting or Formally Modifying the Procurement Process When the Methodology
Was No Longer Compatible With Its Objectives Raises Questions

The university’s procurement process was not geared initially to identify a single vendor.

When deciding to select only one vendor, the university needed an evaluation process that
demonstrated it objectively surfaced the best-value vendor, considering both quality of the
vendors’ proposal and costs associated with the vendors’ offers.

However, the university did not restart the process by issuing a new RFQ, nor did it modify the
process by notifying the potential vendors that it was changing the overall process outlined in
the RFQ. Instead it simply proceeded with an evaluation process to select a winning vendor.
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Although one evaluation team performed some scoring, the RFQ did not provide a scoring
method to select a single vendor. The university did not use a weighted scoring process to
select a best-value vendor.

The University Could Not Show That It Resolved Evaluation Teams’ Concerns About
Potential Vendors and Discounted Some Information Favoring the Vendor Not Chosen

The university could not provide documentation to show how it resolved, mitigated, or
acknowledged acceptance of risks associated with concerns evaluation teams raised about any
of the vendors being considered.

Especially problematic is the fact that the university could not demonstrate that it addressed
serious concerns the student administration function team raised about PeopleSoft.

The university also discounted a survey of the campuses, which shows that 13 campuses
indicated a high interest in another vendor, Systems and Computer Technology Corporation,
while only three indicated a high interest in PeopleSoft.

The university could not show how it determined that cost differences between the competing
vendors were immaterial

THE UNIVERSITY’S SELECTION OF CMS PROJECT CONSULTANTS IS
TROUBLESOME AND DOES NOT ENSURE BEST VALUE

PeopleSoft Was Effectively Hired As a Sole-Source Contractor

The university effectively hired consultants from PeopleSoft without competition. Although
the original contract provided for initial training and consultant time, the chancellor’s office
entered into a second contract with the vendor for additional consulting services.

When qualifying consultants to provide services for the CMS project, the university did not
require PeopleSoft to go through the same process as the other firms it considered.

Hiring lo Consulting as a Sole-Source Contractor Was Questionable

In April 1999, the university hired lo consulting as a sole-source contractor. The initial con-
tract was for the services of one individual. The chancellor’s office stated in its justification for
the sole source contract that it needed the specific expertise of one individual in the firm.
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However, the contract expanded significantly from a $350,000 sole-source contract for one
consultant to a contract totaling $5.1 million for the services of nine additional individuals.

The university issued a total of seven contract amendments from April 1999 to June 2001. (See
Figure 7)

When lo Consulting’s sole-source contract was not extended further, it continued to work
under an arrangement with KPMG. In July 2001, lo consulting began working as a subcontrac-
tor for KPMG on the CMS project.

In November 2001 the university executed a three-year master agreement with 1o Consulting
and as of October 2002, lo had earned an additional $1.7 million at the chancellor’s office
alone.

Campuses Selected Consultants From University Master Agreements Without Ensuring
That They Received the Best Value

The chancellor’s office established groups of master service agreements in 1999 in which 7
consulting firms were selected and again in 2001 when an additional 15 firms were selected.

These master agreements only provide ceiling labor rates and campuses may negotiate more
favorable rates to reflect campus requirements. However, some campuses did not solicit offers
from more than one consultant and therefore cannot demonstrate that they selected the best-
value consultant.
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DATA CENTER SERVICES HAVE IMPROVED
BUT DATA WAREHOUSING NEEDS REMAIN

DATA CENTER PROCUREMENT FOLLOWED RECOMMENDED PRACTICES

Unlike the CMS procurement, the university did use recommended procurement practices to
select the outsourced data processing services needed to run CMS.

The university conveyed its needs to potential vendors asking them to propose solutions.

The university used an objective selection process with weighted criteria to evaluate potential
vendors. The university further detailed each criterion into factors that evaluation team
members scored individually on a scale from O to 5.

The university negotiated a contract that shares risk with the vendor. Contract provisions
allow the university to assess penalties on an escalating scale should the vendor fail to meet
specified service levels.

+ The data center has not always provided the level of service required by the contract,
but service has improved in recent months. From October 2001 through June 2002 the
data center met the required service level only once; however, during July 2002 through
November 2002 it met service levels for three out of five months.

THE UNIVERSITY MUST ADDRESS NEEDS FOR CMS WAREHOUSING

The university is only now starting to address campus CMS data warehousing needs. Also,
because the chancellor’s office considers data warehousing a campus responsibility, it has not
included the cost associated with CMS data warehousing as a central cost of the CMS project.

Data warehousing facilitates the cost-effective storage of data for very long periods of time.
The data then can be used to conduct various business analyses, such as producing reports
that reflect historical trends. Data warehousing also provides the potential to integrate CMS
data with data from other systems to produce even more sophisticated analyses and
management reports.

Originally the university recognized the need for data warehousing for CMS and included it
within the project’s scope but eliminated it in April 2002.
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The university is now working on a fee-for-service arrangement with a voluntary consortium
of campuses to address data warehousing needs. The chancellor’s office is working on a pilot
project currently funded by the chancellor’s office to design and develop a data warehousing

model for campuses. It expects to release its final version of the data warehousing model in
early 2003.
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THE UNIVERSITY'S OVERSIGHT OF
POTENTIAL CONFLICTS OF INTEREST
NEEDS IMPROVEMENT

The university did not do enough to detect or prevent conflicts of interest by decision makers
for CMS-related procurements.

The university’s conflict-of-interest code left out some university positions that should have
been designated for filing annual Form 700s. Further, it did not always retain and make avail-
able certain required filings of these formes.

Some campus CMS project directors with significant decision-making authority were not
designated to file Form 700s.

The Political Reform Act requires the university to retain original filings of Form 700s for
seven years but the chancellor’s office and campuses could not locate these forms in a
number of cases. (We requested 244 forms for 63 employees but did not receive 39 forms.)

The university did not require consultants on the project to file Form 700s, although they
performed duties similar to employees in designated positions.

Consultants assisted in evaluating responses on the CMS data center procurement. Also,
one consulting firm was used to provide management services for the data center procure-
ment on an ongoing basis and appears to have participated in making governmental
decisions.

The university hired the principal consultant from lo Consulting as a project manager and
did not require him to file a Form 700. This consultant was responsible for managing and
directing contract and university staff and had the duty of communicating and presenting
the project’s status to relevant parties and groups.

The university could not provide signed disclosure forms for many participants in the CMS
software procurement. Individuals signing disclosure forms are certifying that they have no
personal or financial interests incompatible with their participation in the procurement process.

University lacks a policy that spells out for employees what constitutes “incompatible activities,”
such as accepting anything of value from anyone seeking to do business with the university
and does not require that employees in designated positions receive regular ethics training.
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The university stated that it does not have an incompatible activities policy because statutes
and the state constitution spell out the incompatible activities, and current statutes no longer
require the university to have such a policy.

The university also does not require its employees to receive ethics training regularly. The
university asserts it is exempt from state requirements that employees receive such training.

The university cites Education Code Section 66606.2, which states the Legislature intends
that the university not be governed by any statute enacted after January 1, 1997, that
does not amend a previously applicable act, unless the statute expressly provides that the
university is to be governed by that statute.

FORM 700s INDICATE A UNIVERSITY EMPLOYEE HAD AN APPARENT
CONFLICT OF INTEREST

A University Senior Executive Who Participated in the CMS Software Procurement
Received Income From PeopleSoft

The CMS software procurement took place between April 1997 and September 1998, and
this senior executive received income from the bidder for facilitating meetings periodically
from 1996 through 1998.

The senior executive reported more than $10,000 of consulting fees and between $1,001

and $10,000 in travel reimbursements for 1996. For 1997 and 1998, he reported between
$1,001 and $10,000 for facilitating meetings in addition to travel payments of $4,400 and
$2,900, respectively.

The senior executive asserts that his role in the CMS procurement process did not include
the selection of the vendor because he recused himself from meetings in which decisions
were made. However, while the senior executive may not have participated in the final

meeting, we did find that he participated in key activities related to the vendor’s selection.

Another University Senior Executive May Have Tried To Use Nonpublic Information for
Financial Benefit

A senior executive reportedly purchased stock in a company one day before the university
executed the contract with that company. According to the individual’s Form 700, the
senior executive purchased between $10,001 and $100,000 of the stock

The senior executive has a high-ranking management position whose responsibilities
included overseeing information technology services that support the chancellor’s office.
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RECOMMENDATIONS

=

Adopt policies and procedures that require a feasibility study before the acquisition and
implementation of significant future information technology projects.

To measure the benefits achieved through common management and business practices,
the university should establish quantitative measures of increased business process
efficiencies through CMS, in addition to any qualitative factors being assessed.

Monitor systemwide costs adequately, including establishing a mechanism to collect data
on campus costs periodically. Also, it should establish a systemwide funding plan for CMS
that includes campuses.

To ensure that it adequately addresses CMS project quality and information security, the
university should establish a quality management plan and continue its efforts to estab-
lish an effective quality assurance function of the CMS project.

Take steps to ensure that it meets its business objectives for the CMS project. Determine
how it could improve the design of CMS to report systemwide information.

Collect comprehensive cost information annually, including in-kind, upgrades, and
integration costs.

Compare project costs to approved project budgets and publish the information in its
quarterly status reports.

Use recommended practices, such as ensuring that it shares project risk with vendors and

consultants such as allowing them to propose their solutions and structuring contracts to

protect the university’s interests, including paying only after deliverables have been tested
and accepted.

In future procurements, the university should evaluate its specific business processes
against vendor products before procurement, then select vendors that best accommodate
the university’s specific needs. In addition, establish a practice of using a quantitative
evaluation method to identify a best-value vendor.

Strengthen its procedures for preventing and detecting conflicts of interest for individuals
participating in procurement decisions. Conduct periodic ethics training for designated
employees and establish an incompatible activities policy that it formally communicates
to employees.
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=  Update its conflict-of-interest code to classify all positions responsible for evaluating or
overseeing vendors or contractors.

=  Require consultants that serve in a staff capacity and participate or influence university
decisions to file Form 700s.

=  Remind human resources personnel of their responsibility to collect, retain, and make
available the filed Form 700s for the required seven-year period.
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TABLE 2

Comparison of Annual Maintenance and Operations Costs
Between Prior Administrative Systems and CMS

Chancellor’s office $ 1,380,000* $29,346,376 $27,966,376
Combined campuses 40,340,730% 35,760,740 (4,579,990)

Source: The university’s November 2000 Measures of Success report; the university’s
June 2002 cost survey.

* The director of business management services estimated that the chancellor’s office
spent this amount supporting administrative systems that were subsequently replaced
by CMS.

T This amount only reflects maintenance and operations costs reported by the
22 campuses in existence at the time. Channel Islands’ annual maintenance and
operations costs are reflected in fiscal year 2006-07, amounting to $73,158.
Chancellor’s office “campus” costs, representing the cost of maintaining and operating
human resources and finance applications at the chancellor’s office, are also included in
fiscal year 2006-07, amounting to $779,300.

# This amount includes the projected ongoing costs to maintain and operate the version
of CMS that would exist in fiscal year 2006-07. However, it does not reflect the costs
for upgrades or additional development efforts that the CMS software may require in
the future.
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A Comparison of the 1999 and 2002 CMS Project Cost Estimates
for the Nine-Year Project Period

Personnel $ 26,735,486 $ 73,714,004 $46,978,518
Training and Travel 5,144,228 5,144,228
Consultants 70,840,335 31,264,032 (39,576,303)
Hardware 400,000 1,313,555 913,555
Data Center* 75,000,000 75,176,426 176,426
Software 4,126,357 4,126,357
PeopleSoft Software 34,876,961 39,876,812 4,999,851

Other 1,757,000 5,800,515 4,043,515

Personnel 110,400,000 74,374,321 (36,025,679)
Training and Travel 23,575,000 21,869,074 (1,705,926)
Consultants 85,100,000 127,679,650 42,579,650
Hardware and Software 10,925,000 15,214,506 4,289,506
Other 6,236,258 6,236,258

Other Campus Costs:*
In-Kind 63,378,034
Maintenance and Operations 116,714,146

Source: The university’s June 1999 implementation approach analysis document and June 2002 cost survey.

* The June 2002 cost estimate for the data center costs include other nonpersonnel costs of $728,683, outsourced data center
costs of $70,223,133, and data center related telecommunications costs of $4,224,610.

f For its June 1999 estimate, the university estimated implementation costs of $10 million for one campus and extrapolated to
$230 million for 22 campuses plus the chancellor’s office “campus” costs. This estimate excluded campus in-kind costs as well
as maintenance and operations costs. Further, although upgrade and integration costs are additional or new costs resulting from
the CMS project, the university also excluded these from its 1999 estimate.

# The campus in-kind and maintenance and operations costs, which are shown separately on this table, are included in the various
types of costs, such as personnel, shown in Figure 2. Thus, the individual cost items in Figure 2 and Table 3 are not comparable.
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FIGURE 1

Campus CMS Implementation Status as of June 2002
Measured by Investment Costs

B Projected remaining investment costs
B To-date investment costs
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Source: The university’s June 2002 cost survey.
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FIGURE 2

Projected Total Costs for the CMS Project Including
Maintenance and Operations Costs
Fiscal Years 1998-99 Through 2006-07

Software* Other
10% 2%
$68,116,690 $14,226,174

Hardware®
13%

$85,568,519 Personnel
45%

$296,632,415

Travelj tTraining
2% 3%

$11,207,867 $19,444,735

Source: The university’s June 2002 cost survey.
* Software costs include PeopleSoft software costs.

¥ Hardware costs include Unysis data center costs.
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TABLE D.1

Chancellor’s Office Central Consultant Costs

PeopleSoft $ 7,398,778 $ 137,308 $ 7,536,086

Cedar/Hunter Group 4,083,292 2,261,100 6,344,392

KPMG Consulting* 1,506,417 1,506,417

Monarch Information Technology Systems 514,795 514,795

IBM 318,110 318,110

California State University, Fresno 225,812 225,812

Mercury Interactive 124,788 124,788

Reboot 83,750 83,750

Sunset Data Services 40,000 40,000

International Management 35,480 35,480

Academe Solutions 26,437 26,437

GTC Systems 19,409 19,409

Epeople 16,250 16,250

ITprolink 15,600 15,600

Ampco Systems Parking 2,471 2,471

Total Chancellor’s Office Central
Consultant Costs $21,815,624 $9,448,408 $31,264,032

Source: The university’s June 2002 campus cost survey.

* The actual amount reflects $683,612 paid to firm for lo Consulting as a subcontractor.

N
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TABLE D.2

Campus Consultant Costs

Not Yet Determined by Campus $ 61,801,855 $ 61,801,855

lo Consulting 9,826,229 10,803,655 20,629,884

PeopleSoft 3,451,590 1,527,000 4,978,590

Sonoma State University 297,919 1,100,000 1,397,919

EQV Consulting 227,783 795,200 1,022,983

Signature 314,152 314,152

Financial Aid Services 226,331 226,331

Informed Decision 137,241 11,500 148,741

Fugatt 124,600 124,600

Carrera-Maximus Consulting 105,700 105,700

IBM Consulting 91,800 91,800

San Jose State University 91,500 91,500

Independent-Miller 71,348 71,348

Information Management Systems Consulting 50,000 50,000

Prism Computing 15,000 15,000

cMC 9,000 9,000

Orion 5,000 5,000

Amelia Assoc-Citrix Consulting 240 240

<]
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FIGURE 5

Projected Chancellor’s Office Central CMS Funding Sources
Fiscal Years 1998-99 Through 2006-07

"Off the Top"
Campus Assessments
31%
Chargesto

Campuses .
2% State Partnership

Funding

29%

Source: The university’s CMS budget forecast document (December 2002).
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TABLE 6

University Campus Funding Sources for CMS Expenditures
(July 1998 Through June 2002)

Bakersfield $ 386,455 $ 386,455 $ 386,455

Chico 3,443,824 $ 1,067 3,444,891 3,444,891

Fresno* 6,938,580 $469,635 $ 652,011 8,060,226 8,060,226

Hayward 5,059,187 5,059,187 5,059,187

Long Beach 13,204,585 13,204,585 13,204,585

Maritime Academy 2,007,733 2,007,733 2,007,733

Northridge 5,242,297 5,239,266 10,481,563 10,481,563

Sacramento 2,270,200 2,270,200 2,270,200

San Diego®

San Jose 2,485,235 2,335,586 95,068 4,915,889 4,915,889

San Marcos* 1,140,200 1,140,200 1,140,200

Stanislaus 187,547 187,547 187,547

Percent 84.81% 0.77% 0.56% 2.67% 10.49% 0.70%

Source: The Bureau of State Audits’ October 2002 “CMS Funding Survey”; the university’s June 2002 cost survey.

* Fresno, Monterey Bay, San Francisco, and San Marcos fund CMS costs through a pooled account that is supported by the
applicable funds listed above for each campus. These figures may not represent actual funding sources for CMS at these
campuses because the figures are based on the contribution percentages of these funding sources to the pooled account.

¥ No funding information is provided for the San Diego campus because it will not incur CMS implementation costs until after
June 2002.

* The table does not include chancellor’s office “campus” costs. These costs represent the cost of implementing the human
resources and finance applications at the chancellor’s office. For the period above, chancellor’s office “campus” costs totaled
$1,647,635. This amount was funded through “general fund-general support.”

Q]
-
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TABLE 7

Projected University Campus Funding Sources for CMS Expenditures
(July 2002 Through June 2007)

Bakersfield $ 8,077,346 $ 8,077,346 $ 8,077,346

Chico 14,444,501 $ 556,748 15,001,249 15,001,249

Fresno 10,165,750 $ 156,150 10,321,900 10,321,900

Hayward* 13,436,439 13,436,439 13,436,439

Long Beach 23,903,543 23,903,543 23,903,543

Maritime Academy 2,630,452 2,630,452 2,630,452

Northridge 7,689,766 47,500 7,737,266 7,737,266

Sacramento 17,002,300 17,002,300 17,002,300

San Diego 37,596,358 37,596,358 37,596,358

San Jose 9,410,103 804,440 333,770 10,548,313 10,548,313

San Marcos 9,682,100 9,682,100 9,682,100

Stanislaus 9,329,000 9,329,000 9,329,000

Percent 92.85% 4.72% 0.39% 1.32% 0.72%

Source: The Bureau of State Audits’ October 2002 “CMS Funding Survey”; the university’s June 2002 cost survey.

* The Fullerton campus indicated it had yet to determine how its projected CMS costs would be funded; however, the campus
estimates that at least 75 percent will come from the general fund, while other revenue sources such as parking, housing, and
the university trust fund also may be used.

fThe Hayward campus indicated that it may have to finance one-time CMS costs as necessary. The San Francisco campus
indicated that it will finance the difference between its projected CMS expenditures and the funding reported above.

¥ The Monterey Bay campus declined to project how its future CMS expenditures would be funded; however, the campus
estimates that the majority of costs will continue to be funded through the general fund. The campus also plans to obtain
funding from auxiliary organizations.

¢ The table does not include chancellor’s office “campus” costs. These costs represent the cost of implementing the human
resources and finance applications at the chancellor’s office. For the period above, chancellor’s office “campus” costs totaled
$5,065,600. This amount was funded through “general fund-general support.”
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TABLE 8

Range of Functionality Elements Implemented by Campuses

41
36 to 40
31to 35
26 to 30
21 to 25
16 to 20
11to15
6to 10
Tto5

o = = VvV A N O O =

—_

12
9to 11
11 7to8
5to6
3to4
1to2

w

|

22
18 to 21
14t0 17
10to 13
6to9
Tto5

oSO A 0 A 0 =

Source: The Bureau of State Audits’ October 2002 Module Survey, which reflects the
status of functionality elements as of June 2002.

" Includes modules, sub-modules, and university-created functionality.

T Number of campuses equals 23 campuses plus chancellor’s office (human resources
and finance only).

¥ Channel Islands and chancellor’s office did not plan to implement student
administration as of the October 2002 survey.
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TABLE 4

Summary of Projected Total Costs by Project Area
Fiscal Years 1998-99 Through 2006-07

Cost Percent of Cost

One-Time Investment Costs

Implementation $291,349,354 44.0%

Integration 12,868,156 1.9

In-Kind* 63,433,034 9.6

Upgrade 24,957,016 3.8
Investment Total 392,607,560 59.3
Ongoing Costs

Maintenance and Operations 269,274,358 40.7
Total® $661,881,918 100.0%

Source: The university’s June 2002 cost survey.

* The In-Kind costs, which include $55,000 of central costs, have been broken out
as follows: Implementation $50,889,187, Integration $4,873,451, and Upgrade
$7,670,396.

T Included in the total costs are $83,855,717 in investment costs and $152,560,212 in
maintenance and operations costs incurred by the chancellor’s office for its “central”
efforts on the CMS project. The chancellor’s office does not differentiate between
investment and maintenance and operations costs when it accounts for its costs. Thus,
it allocated its costs between these two areas based on when the campuses begin using
each application.
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TABLE B.1

Projected Total Central Costs and Campus Costs
for Fiscal Years 1998-99 Through 2006-07

Central* $ 83,855,717 $152,560,212 $236,415,929
Campus
Bakersfield 6,611,545 1,852,256 8,463,801
Chancellor’s Office’ 3,321,300 3,391,935 6,713,235
Channel Islands 514,880 346,787 861,667
Chico 14,815,073 3,631,067 18,446,140
Dominguez Hills 9,710,000 4,119,800 13,829,800
Fresno 10,656,526 7,725,600 18,382,126
Fullerton 17,978,070 1,345,563 19,323,633
Hayward 12,303,668 6,191,958 18,495,626
Humboldt 9,235,829 2,407,035 11,642,864
Long Beach 25,448,554 11,659,574 37,108,128
Los Angeles 8,769,400 4,651,100 13,420,500
Maritime Academy 1,303,614 3,334,571 4,638,185
Monterey Bay 11,984,613 3,399,024 15,383,637
Northridge 13,717,868 4,500,961 18,218,829
Pomona 16,154,608 4,082,831 20,237,439
Sacramento 16,469,300 2,803,200 19,272,500
San Bernardino 14,869,265 5,039,719 19,908,984
San Diego 34,661,458 2,934,900 37,596,358
San Francisco 21,844,500 11,437,500 33,282,000
San Jose 8,419,218 7,044,984 15,464,202
San Luis Obispo 26,622,700 7,029,374 33,652,074
San Marcos 7,733,700 3,088,600 10,822,300
Sonoma 8,567,704 12,217,710 20,785,414
Stanislaus 7,038,450 2,478,097 9,516,547

Source: The university’s June 2002 cost survey.
* Central costs are the centralized costs for the development, implementation support, and operation of CMS systemwide.

* Chancellor’s office “campus” costs represent the cost of implementing human resources and finance applications at the
chancellor’s office.
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FIGURE 3

Number of Campuses “Live”* on CMS by Application
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Source: CMS deployment timeline as of December 2002.

* “Live” means a campus has completed testing on at least some functionality of its initial version of the application, and is now

using it in the day-to-day operation of the campus.

 Includes all 23 campuses and chancellor’s office.
 Includes all campuses except Channel Islands.
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