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Chair Kim and Vice-Chair Ruderman and members of the committee, thank you for the
opportunity to submit testimony on Senate Bill 2914. The State Procurement Office (SPO)
supports the intent of this bill which requires any government body that enters into a contact
that is exempt from the state procurement code pursuant to HRS § 103D-102(b) to report that
contract to the SPO and legislature.

HAR 8§ 3-120-5, Procedures for requesting exemption and amendment, requires the Chief
Procurement Officers (CPO) to forward a copy of each exemption request and amendment to
the SPO administrator. Despite this rule, response by CPO jurisdictions has been limited. In the
past three years, only the Department of Education, City and County of Kauai and City and
County of Maui have submitted their exemption / amendments to the SPO.

The SPO recommends that this bill take procurement transparency to a higher and more
comprehensive level by requiring all the government agencies to report all contact data
including exempt contracts on a single eProcurement and contract management system.

On November 20, 2017, the SPO launched the Hawaii Awards and Notices Data System
(HANDS) for the posting of procurement notices for solicitation and awards as well as CPO’s
approvals, mandatory for the Executive Branch departments/agencies. The current version of
HANDS is optional for non-executive jurisdictions for the posting of procurement notices and
awards and SPO believes that this bill can create a legislative mandate to require all CPO
jurisdictions to transition to HANDS or provide an API bridge. The SPO, through HANDS, will
standardize the data entry for all jurisdictions and with this legislation will be able to provide
more meaningful and transparent procurement data for the public and this legislative body.
HANDS does not have a component for CPO jurisdictions to display their CPO approval
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requests and the addition of such would require additional funding and resources. It also has
limited search and reporting functions..

If the legislature believes that a more robust state-wide eProcurement and contract
management system is needed then the SPO would require an initial appropriation of $4.5 M to
commence such an undertaking. An eProcurement system would, in part, be a statewide
database for all executive branch departments thereby providing consistency and transparency
across all departments, and with adoption by all CPO jurisdictions, statewide.

The electronic procurement system would initially only be required for executive branch
departments/agencies to allow the SPO time to develop policies and procedures to implement
this Act. An initial investment of $4,500,000 is required for an electronic procurement system.
Attachment | explains what an eProcurement system is made up of and why it is important,
along with our Return on Investment of 160%.

No continuing funds will be required as this system will be procured through a self-funding
model that allows the state to leverage buying power to maintain the system, similar to how we
already procure for certain goods and services. This creates a very positive return on
investment, allows for transparency, consistency and clarity in procurement, as well as accurate
spend data analysis to enhance decision-making and improve the effectiveness of the
procurement process across the board, ultimately creating valuable cost-savings and
successfully performed contracts.

Thank You
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Return on Investment
Our Gains are 160x what our Costs are!

DEFINITION of 'Return On Investment - ROI'

A performance measure used to evaluate the efficiency of an investment or to
compare the efficiency of a number of different investments. To calculate ROI, the

benefit (return) of an investment is divided by the cost of the investment; the result
IS expressed as a percentage or a ratio.

The return on investment formula;

RO| — {Gain from Investment - Cost of Investment)
- Cost of Investment




Gain from the Investment

» Gains for the Taxpayers -
» cost reductions due to leveraging economies of scale,
» saves time taxpayers have to wait for services,
» (greater transparency into the process

» Gains for the Vendors -

» consistency of system and one stop shop will increase competition and make it
easier for vendors to bid.

» Decrease time between notice of award and notice to proceed.

» Business analytics to show the landscape of small business owners.

» Gains for the Departments -

» dashboards with analytics to give Department Heads real-time information on their
contracts to enhance oversight/governance and business decision-making.

» The SIX-STREAM System




Six Work-streams of eProcurement
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Electronic Procurement Work Streams

Procure to Pay Automation ¢ Full Requisition to Order, standard & adaptable to organization
» Approvals on-line, Mobile app, Enterprise & org-specific rules
» eOrders (email, fax, EDI, cXML)
* Receiving & Asset Management data
» Real-time integration w/Financials, Inventory, Asset, other systems
» elnvoice, 3-way match & payment authorization

Catalog Capability « Hosted & Punchout _
¢ Contract — State & Agency; Non-Contract option

* Vendor create/maintain tools
e Buyer review, approve tools

Vendor/Supplier + Self-service Registration
Enablement » All Finance and Procurement data/information

« Real-time integration w/Financials & MBE program

Sourcing/Bid Management * On-line Sourcing, all types (Formal, Informal, Reverse Auctions)
« Automated public posting and vendor naotifications (Transparency)

e Secure on-line bidding, evaluation & award
* Integrated w/ Requisitioning, Catalogs, Ordering & Contract Management

Contract Management + Contract document authoring (templates, libraries, version control)
» Contract administration (Expiration, Renewals, Licenses, Bonds)
* Vendor performance management
» MBE & Subcontracting Plans and monitoring

Spend Management » Spend Analytics, Contract use/leakage, Enterprise spend; Vendor & MBE
* Ad Hoc reporting & dashboards
» Public reports (Transparency)
* Integrated Reporting with external systems (e.g. Finance, Inventory)




Gains from the Investment

» The Numbers
» A. Increase Accessibility with Catagloging, 10 new catalogs

-$11.6M in Gain p.a.

» B. Assess Tangible benefits at 2.25% p.a. supported by actual
savings

-$41M in Gain p.a.

» C. Total Gains over a 15 year life-cycle, using Present Value of
Growing Annuity

-$728M Gain over Li




Cost of the Investment

» Initial Cost

» Typical Cost of full eProc system lies between $2.5 and $8M, with $1M-
$1.5M operating costs per annum.

» The ASK is for $4.5M for setup over 3.5 years, with no continuing
maintenance cost requirements.

» Sustainability Strategy

» Vendor Fee of 1% on Catalog Awards, Starting mid-Yr 3, with full
implementation of all work streams from Yr 5. Vendor fee to cover SAAS
license fees, upgrades, service desk etc.

» 15 Year Life-cycle Costs: PV of Growing Annuity
» Total Cost for Initial implementation and 15 year life-cycle

-$4.5M over life




Initial Return on Investment (ROI)

(Gain from Investment - Cost of Investment)

ROI=
Cost of Investment

» ROI = (Gain from Cataloging: $11.5M + Gain from
System Benefits $41M) - $4.5M

$4.5M

= 160%
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Comments:

Can this apply to projects where state funds are invovled, but the state is not the

primary agent, e.g. the Honolulu rail project?

Louise Storm
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