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Business Case Summary: Web-based Supply Chain Management – June 14, 2002


Background:  USDA must begin moving forward with a replacement for the Processed Commodity Inventory Management System (PCIMS).  PCIMS is a mission critical system that USDA relies on to buy commodities, inventory them, manage these assets, and deliver them to customers.  PCIMS is shared and maintained by Agricultural Marketing Service (AMS), Food and Nutrition Service (FNS), and the Farm Service Agency (FSA) and also supports the missions of the Foreign Agricultural Service (FAS), the United States Agency for International Development (USAID) and the Maritime Administration (MARAD).  Last year approximately $2.4 billion worth of USDA commodities provided support for the National School Lunch Program and other Federal domestic and foreign food assistance programs.  These purchases help to stabilize prices in agricultural commodity markets by balancing supply and demand.
PCIMS must be replaced for several fundamental reasons.  PCIMS was developed in the 1980’s, represents old technology and is near the end of its projected life cycle.  It is costly to maintain (roughly $8M per annum).  It is also difficult and time consuming to modify (roughly $2-4M per annum for required enhancements).  

Initiative:  Learning from industry best practices, USDA proposes to fundamentally transform and enhance the way it delivers and operates its commodity programs. Over the next five years, the USDA plans to develop and implement a modern supply chain management system that will optimize its delivery and execution of its domestic and international food programs by leveraging the best aspects of our current model, incorporating recommendations of previous business process reengineering efforts, and developing new capabilities. This effort will focus on satisfying the needs of employees, food customers and suppliers by providing the information, tools and resources they need to receive and provide food across the globe.   
Proposed Solution:  Our proposed solution combines best-of-breed software products in an open flexible technology architecture to meet all functional, operational and compliance requirements.  By combining proven COTS software with best practice business models, this best-of-breed solution will allow the seamless, transparent and efficient flow of food products throughout the supply chain process.  The major components of proposed solution will include proven and tested software that enables:  

· Demand and Supply Planning.

· Order Management  (including Transportation Management)

· Procurement (Strategic Sourcing supported by E-Sourcing/E-Procurement tools)

· Financial Management

The proposed solution will combine best in class Advanced Planning System (APS) and Enterprise Resource Planning (ERP) systems.  Several technology vendors today provide off the shelf capabilities required to support USDA’s Supply Chain vision. These solutions are flexible to meet future needs.

	Value Proposition:   


· Strategic: 

· Reduce costs for customers: Eliminate/reduce storage costs paid by school districts for late deliveries

· Increase food aid and meals: A $50 million savings would provide fund the annual cost of FDPIR or USDA portion of millions of school meals.

· Serve more people and better meet customer demands through collaborative planning

· Financial: 

· Reduce total commodity spending (estimated value: $120 million/year in 3-5 years)

· Reduce Transportation Costs (estimated value $22-35 million)

· Reduce inventory and warehouse costs and investments (estimated value: $0.3-$0.6 million)

· Reduce information technology cost (estimated value $5-$8 million)

· Operational:

· Improve timely delivery of USDA commodities and reduce processing cycles

· Improve collaboration and integration across the Departments

· Ensure timely financial management and reconciliation and improved reporting capabilities

	

	USDA As-Is Overview:


· 4 USDA agencies (FSA, FAS, AMS, and FNS) and 2 external ones (USAID and MARAD) provide:

· Nearly $2.4 billion of food to children and families, nations in need, Indian and tribal organizations, and underprivileged populations

· Support to tens of millions of food aid customers and over 2.2M agricultural producers & farmers

· Brought in $400M in price supports and are managing an inventory of about $1B

· No comprehensive/standard Supply Chain strategy

· Outdated system is inefficient and cannot support all USDA Supply Chain requirements

	

	USDA To-Be Overview:
· Streamlined and re-engineered Supply Chain process to improve efficiency 

· Fully integrated Web enabled SCM system that encompasses every facet of USDA Supply Chain including planning modules, procurement functions, transportation management and integrated financial management

	

	Cost-Benefit Summary:
The cost-benefit analysis does not represent numerous intangible benefits realized by the investment.  Utilizing sensitivity analysis, the ROI ranges from a worst case scenario of 51% to a best case of 334%:
Dollars (000’s)

FY 2003

FY 2004

FY 2004

FY 2005

FY 2006

Total Benefits

0

34,300

82,500

133,700

178,960

Total Costs

26,060

24,152

21,552

15,252

6,846

ROI

Net Present Value

48-325%

41,936 - 284,610



	

	High-Level Timeline & Milestones:
· Phase I (0 to 18 months): Deliver basic procurement functionality with an integrated financial system 

· Phase II (18 months to 4 years): Deliver complete E-Procurement and E-Sourcing functionality

· Phase III (4 to 5 years): Full deployment to planned user community and suppliers


	Risks and Dependencies:

	· Project Management

· Security

· Policy Change
	· Business Process Re-engineering
· Privacy Act
· Human Capital (knowledge transfer)
	· Portals

· eAuthentication

· Information Management


