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A New Standard: Developing a Concise, Yet
Comprehensive, Statement of Work

BY MIKE MUCHA

onsider this hypothetical
scenario. You accept ajob with
anew local government that
hasbeenstruggling with an
enterprise resource planning
(ERP) project. The projectis
delayed. Staff aren’'t confident
with the new system. You are
confused as to why there are so many
issues with features you assumed would
be standard with modern technology—
user-friendly reporting, pre-builtinter-
faces, automated business processes,
and public-sector-focused applications to
manage new Governmental Accounting
Standard Board standards and recog-
nized best practices. You start asking

staff how the organization gotinto this
situation and find thereisn't a simple
answer. Youdolearn, though, that
despite the challenges, your government
has signed multiple change orders,
increasing the price of the project. This
leads you tolookat the contractand
statement of work (SOW) that was signed
with the ERP vendor, hoping to get some
clarity. Unfortunately, itisno help. It's
full of buzzwords, technical jargon,

sales messages, and the description ofa
genericimplementation methodology.
Thereisnothing specific thatholds the
vendor accountable for outcomes, or a
clear definition of whatisincluded in the
scope of services for the project.

Thathypothetical scenarioislikely
anything but. Unfortunately, it describes
reality for many local governments
thatruninto challenges with their ERP
project. Not only do new staff brought
in mid-projectlack a place to go for
answers, but staff who were around for
the procurement process feel like they've
been sold false promises, and none of
the staff or consultants working on the
project have a plan toalign efforts or
hold each other accountable—leading to
theinevitable finger-pointing. In many
cases, it’snot that a statement of work
doesn't exist. It's that the statement
of work that should have been created
tooutline intended outcomes, clearly
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define scope, setroles and responsibili-
ties for key stakeholders, describe work
products, identify how performance will
be measured, and dictate compensation
does very little of that.

Understanding how thishappens
requires an understanding of the
challenges that many local governments
face when starting an ERP project. Most
finance professionals (or other admin-
istrative staffin a government) are not
experienced inleading ERP projects.
Mostlocal governments take on a project
atmostonce adecade, so thereislittle
opportunity tolearn from past mistakes.
Inaddition, the statement of work
development often occurs at the end of
alengthy and stressful process to select
avendor, and the only thing standingin
the way of getting started with imple-
mentation is anegotiated contract.

In asituationlike this, it's easy to see
why governments trust their vendor
and are willing to use a vendor’s terms,
templates, and standard practicesas a
starting point. Unfortunately, even when
the government decides to push back,
it often faces an uphill battle. Many
vendors can be extremely dismissive
and assume thatif there's a conflict
between their standard practices and
those of the government, the vendor’s
should apply, because they are the ERP
“experts.” And for vendors that hold this
line, it often means the SOW becomes a
tool for helping the vendor gain leverage
for change ordersinstead of something
thatadheres torecommendations from
public procurement advocates like
GFOA, NIGP: The Institute for Public
Procurement, or the National Contract
Management Association.

SOW Basics

Why does a statement of work have to
give preference to the industry norms

of large ERP software vendors? The
simple answer is thatitdoesn't. In fact,
astatement of workis notunique to ERP
projects, and core standards for building
SOWs are available from many different
reputable organizations thatadvocate
for best practices in public procurement.
NIGP defines a statement of workasa
written description in the contract that

details performance expectations and
deliverables between the contracting
parties. When done well, a statement of
work clearly and concisely defines:

= The overall objective of the project.
= Scopedefinedin terms of outcomes.
= Deliverables or work products.

= Any standards or specifications needed
tomeasure work quality.

= Considerations for the place of perfor-
mance and working conditions.

= Staffingrequirements, including
any necessary certification or
qualifications.

= Schedule of key tasks or milestones.

= Method of performance measurement,
including acceptance criteria.

= Penalties (if applicable) for failure to
meetoutcomes.

= Method of payment (fixed fee, hourly).

= Total not-to-exceed amount for the
project.

In other words, a comprehensive
statement of work describes the who,
what, when, where, why, how, and price
for the contract. When developing the
statement of work, governments should
consider thatindividualsinvolved in
negotiations and those who are not should
both be able toread the same document
and draw the same conclusion. Even
when both parties agree verbally on key
terms, they must be fully documented in
awritten SOW. If there is any confusion
during the project, the statement of work
should clarify or provide direction to
resolve the dispute. The more complex
the projectis, the greater the need for
clarification from the SOW.

Unfortunately, thatisnotalwaysthe
case. GFOA’s consulting services have
helped hundreds of clients with negoti-
ating ERP contracts. For some projects,
the statement of work developmentis
acollaborative process thatinvolves
participants from the future projectand
isused to plan for the project, document
key expectations, and better align the
consulting firm with the government.

Unfortunately, notall ERP vendors
share the same appreciation of a

well-written statement of work. Some
view the effort to produce a statement

of work as a waste of time, or worse—an
effortled by sales executives, lawyers,
and partners toshiftallriskto the
government or to maintain the original
form of vendor template documents

that does the same. Negotiating an SOW
in this environment creates anegative
tone for starting a project, and italso
decreases the chance of success—for
both parties. While some projects get
lucky and achieve success withouta
high-quality SOW, it’'s almost universally
true that projects thatdon't go well can
trace some blame to a poor SOW and lack
of defined expectations, clear roles and
responsibilities, or set work products.
Poorly written SOWs willlikely lead to
future disputes.

The Problem with ERP SOWs

GFOA has documented some of the
common traps or vendor-biased
statements of work terms from recent
experiencesin negotiating ERP SOWs.
All governments should be cautious
when they see (or don't see) the following
red flags in their vendor-generated SOW.

Lack of a defined scope. We know that
scope creep can be a problem thatadds
costand delays to a projectif not properly
managed. Well, the sameis true for
vendor-initiated scope shrinkage. When
vendors are not held accountable to a
documented scope, key elements can
easily be overlooked or intentionally
omitted.

Conflicting scope definitions. GFOA
continues to advocate for defining
functional requirements to establish
scope (See “We Require Requirements”
inthe June 2024 issue of GFR at gfoa.org/
materials/gfr0624-requirements).
Vendors may complicate the SOW,
however, by providing an alternative,
conflicting, and limiting definition of
scope. Thismaneuver redefines the
outcome- or output-focused scope defi-
nitions the government provides with
limitations that control the level-of-ef-
fortassumptions made by the vendor
(oftenin an attempt to control cost). For
example, rather than taking on therisk
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If there is any confusion during the project, the statement of work should
clarify or provide direction o resolve the dispute. The more complex the
project is, the greater the need for clarification from the SOW.

of completing a fixed-fee milestone,

the vendor willlimit the scope to a set
number of hours or an arbitrary number
of configurations.

Thisis highly problematic. For
example: While your requirements may
stipulate that vendors accommodate
all payrollinterfaces and gross-to-net
calculations, the vendor’s alternative
scope definition maylimit services
with a cap on total hours provided for
the task, or limit configurations to only
10 pay codes. In an ideal situation, both
canbeachieved—the taskis complete
and the hours are not exceeded. Butitis
also very possible for the vendor to hit
the hourslimit, necessitating a change
order with additional fees, without yet
achieving the defined outcome. Be
especially cautious here and make sure
the vendor doesn't redefine the scope
during negotiations. For instance, these
arbitrary or conflicting constraints
mightnotbe disclosed in the original
proposal but appear after the vendoris
notified of intent to award the contract
during contract negotiations.

Open-ended pricing. Governments can
only spend money that hasbeen properly
budgeted, so a statement of work

needs toidentify a total not-to-exceed
amount for the entire contract. While
not-to-exceed amounts can be based

on hourly or fixed prices per milestone,
it'simpossible to exceed a total not-to-
exceed amount withouta change order.
This protection is essential for public
procurement and to ensure thatan
adequate budget has been appropriated.

Pre-paid services. Within a software-
as-a-service agreement, governments
often pay for the entire subscription
period (annual) atthe beginning of

the subscription term; however, all
pavyments for consulting services
should be made after services have
been formally accepted. This ensures
that payments aren’t front-loaded.
Governments should feel atall times
that the value of servicesreceived is
greater than the price paid.

Lack of staffing expectations. ERP
projectsrequire a collaborative effort
between the government and the
vendor. To set proper expectations and
ensure that both parties can meet their
contractual obligations, the statement
of work needs to list the key people who
will staff the project.

Deemed acceptance. Quality
assurance for ERP projects requires
thatthe vendor and government agree
on the direction of the projectand

the completeness and accuracy of
projectdeliverables. At key pointsin
the process, ERP projects will require
that the government review workand
formally accept that work to move
forward.

Many ERP vendors include contrac-
tual terms that allow the vendor to deem
amilestone or deliverable accepted
if the government fails to notify the
vendor of acceptance or rejection within
apre-defined timeframe, allowing the
vendor to invoice for the deliverable
andrequiring a change order to revisit
the deliverable if any corrective work
isrequired. Thisis an awful practice
that contradicts accepted standards for
project management. While the vendor
gets paid, it creates significantriskto
the project, with deficient work being
moved forward without proper analysis.
Governments should insist that the only
way deliverables or milestones will be

accepted is with actual approval from
designated individuals.

Governments face two options for
avoiding these red flag issues. They can
eitherread, edit, and negotiate a vendor’s
standard statement of work template, or
they can bring their own. Most govern-
ment templates aren’t specific enough to
address unique ERP project elements. In
the past, this hasleft governments with
only onereal choice: the ERP software
vendor template and an uphill battle
played out with the vendor holding the
home field advantage. In an attempt to
level the playing field, or to move dis-
cussions back to amore neutral location,
GFOA has created an SOW template that
aligns with standard public procurement
best practices.

GFOA’s Industry-Standard ERP SOW

Based on experiences over the past
few years, GFOA has developed a new
standard template and approach for
building clear and concise statements
of work for ERP projects. The template
isbased on NIGP best practices for
professional service contracts and
GFOA’s experience with ERPimple-
mentation over the pastdecade. The
following are critical elements to
include in an ERP SOW.

The scope of the project should be
defined to identify what will be achieved
or completed. GFOA recommends that
the scope specifically address:

Software scope. For ERP projects,
governments need to define the specific
products (including modules or third-
party applications) that will be installed.
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Functional scope. From the gov-
ernment’s perspective, the scope is
defined to set clear acceptance criteria
of what will be accomplished with the
project. GFOA recommends a three-part
hierarchy to define scope:

= Goals. These are the major outcomes or
improvements the government wants
toachieve.

= Process expectations. Thisincludes
transactional processes, outputs, or
business functionstoincludeinall
aspects of the project.

= Requirements. There should bea
checklist of delivered and configured
system capabilities.

Organizational scope. Whois the
project for? Some governments include
component units or separate legal
entitiesin the scope. That should be
clearly defined. Also, with ERP systems,
some modules aren’'timplemented in all
departments. For example, inventory
modules may not apply to departments
thatdon'thave thatneed. The statement
of work should define which software
modules and business processes apply
to each department or business unit, or
have a clear statement thatall of them
apply to the full organization.

Deliverables. GFOA defines a deliver-
able as a work product that is subject to
aformal acceptance process, and work
products are any item prepared for the
projectand provided by the consultant to
the government. Deliverables should be
defined with clear acceptance criteriain
what GFOA calls deliverable expectation
documents (DED] that set clear expec-
tations for deliverable purpose, scope,
outline, and assigned roles.

Technical scope. ERP projects often
require technical development to either
build features within the software or
complete anecessary component of the
implementation project. The statement
of work should detail the scope related to:

= Reports

= Interfaces

= Dataconversions

= Enhancements or extensions
= Forms

= Workflows

Who will work on the project? This section
defines high-level roles that will be
assigned to the project and the project man-
agement and decision-making processes
thatwill be used tolead the project. GFOA
recommends clarifying expectations for:

= Governmentroles and consultant roles.
The statement of work should include
alisting of all projectroles, with a brief
description of each.

= Project tools. List the project manage-
ment and collaboration tools that will
be used to store documents, manage
communications, track the project
plan, and flagissues. Often, thisisa
project management platform that core
members of the project will have access
to. The SOW should clearly state which
party isresponsible for providing this
and maintaining it.

Management of third-party vendors.
The SOW should identify how any third-
party vendors will be managed by the
prime vendor.

= Project management expectations. The
SOW should identify meeting cadence,
frequency of status reports, responsi-
bility for managingissuelists, or other
components of project management.

= Quality assurance and deliverable
acceptance. The SOW should define how
quality will be managed, along with
the key expectations for deliverable
review and acceptance. The statement
of work should define the timeframe for
reviewing and accepting deliverables,
and what happens when they are
rejected.

The SOW should establish expected
completion dates for key milestones. If
the projectis broken apartby phase, a
clear beginning and go-live date should
be established for each phase. Further
details will be identified in a project
plan managed outside of the SOW.

While project scope, governance, and
schedule answer what, who, and
when, project approach identifies how.

This section of the SOW typically
provides an overview of the implementa-
tion methodology and clearly lists major
tasks assigned to both governmentand
consulting resources.

Clear milestones, or events that trigger
payments, need to be identified in the
statement of work. It's preferable to
assign afixed amount for each milestone,
which will be due after the milestone has
been completed. Milestones are often
setto occur when deliverables (one or
more) are formally accepted. Milestone
payments ensure that paymentis made
toalign with progress toward project
outcomes rather than for the consultant’s
expended effort. Itis also critical that the
sum of all milestones, plus any amount
for travel reimbursement or other fees,
equal the total not-to-exceed amount of
the contract.

Conclusion

High-quality statements of work do

not guarantee project success. They

do, however, provide the blueprint for
achieving goals and outcomes, and
defining the processes used to manage
the project, evaluate performance,
accept milestones, and, when necessary,
resolve disputes. GFOA’'s SOW outline
provides a straightforward starting place
thatemphasizes scope, governance,
schedule, roles and responsibilities, and
milestone payment. 4

LEARN MORE

Access GFOA's new standard ERP statement
of work template here:

@© gfoa.org/erp

Mike Mucha is deputy executive
director for GFOA and director of GFOA's
Research and Consulting Center.
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