
ASD Model for SAP Support Services- 
Due Diligence Analysis - 1 - January 30, 2013 
Audit & Finance Standing Committee  
 

    Item No.                     
 Audit & Finance Standing Committee 

 January 30, 2013 
  

 
TO:   Chair and Members of Audit & Finance Standing Committee 
 

  
SUBMITTED BY: ___________________________________________________________ 

Richard Butts, Chief Administrative Officer 
    
    
   __________________________________________________________ 
   Greg Keefe, Director, Finance & ICT/CFO 
 
DATE:  January 18, 2013 
 
SUBJECT: Alternative Service Delivery (ASD) Model for SAP Support Services- 

Due Diligence Analysis 

 
ORIGIN 
 
On October 17, 2012, the Audit & Finance Standing Committee requested staff to present the 
findings of the Due Diligence analysis regarding HRM’s possible transition of SAP Support 
Services to the Province of Nova Scotia (PNS) SAP Core Competency Center (CCC), prior to 
the Committee being asked to make a recommendation to Regional Council. 
 
 
LEGISLATIVE AUTHORITY 
 
 
The authority to spend the amount detailed in this report can be found under Section 79 of the 
Halifax Regional Municipality Charter. The purchase would proceed by way of a sole source 
under the authority of Section 8 (11) A. (k) of Administrative Order #35, Procurement Policy.  
 
 
RECOMMENDATION 
 
It is recommended that the Audit and Finance Standing Committee direct staff to proceed with 
the recommendation to enter into a formal service level agreement with Province of Nova Scotia 
(PNS), Department of Finance to provide SAP Support Services. The agreement will be 
submitted to Regional Council for approval.  
 

Original Signed

Original Signed
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BACKGROUND 
 
HRM implemented SAP in 1997 and currently uses this software to support financial accounting, 
human resource management, and other select administrative functions.  HRM currently houses 
and supports the SAP system from its Duke Street facilities under the management of the ICT 
Division.    

At the time of implementation, HRM determined an internal SAP Support Services model would 
be adequate to meet business needs. Since the time of implementation, SAP Support Services 
have been provided to HRM business units primarily using internal staff.  The SAP support team 
is comprised of two technical support resources and six functional support resources.   Annual 
SAP support costs are approximately $1.43M which includes staff costs, infrastructure costs and 
software license fees.   

HRM recognizes that over the last number of years its focus on SAP as a key software solution 
for the organization has not been sufficient.  A transition to a new support model is required to 
capitalize on the benefits that SAP software can provide to meet the increasing business support 
needs of HRM business units as well as provide improved services to HRM constituents.          

In May 2012, a business case was commissioned to assess the feasibility of an Alternate Service 
Delivery (ASD) model for SAP Support Services. The business case considered three SAP 
alternate service delivery options; maintain SAP Support Services at the HRM, out-source SAP 
Support Services to the PNS SAP Customer Competency Center (CCC), and a hybrid in-
source/out-source model between the HRM and the PNS SAP CCC. 

The business case concluded an out-source model would provide the HRM with advantages over 
an in-source model, particularly in the following areas: access to a broader range of SAP 
knowledge, skill and capability, an opportunity to leverage the Provincial SAP infrastructure, 
business risk reduction, access to the Municipal SAP template developed by the PNS, and an 
opportunity to realize operational cost savings while increasing SAP Support Service to HRM 
business users. 

In October 2012,  a due diligence analysis was commissioned to validate and confirm business 
case assumptions, to further understand the implications of the in-source and out-source service 
delivery options, and to develop a clearer understanding of the opportunities, risks and 
organizational impacts associated with changing the current SAP Support Services model. As 
well, the announcement by the Province of Nova Scotia in October 2012 to “out-source” its SAP 
Support Services to IBM as part of a broader economic development opportunity for Nova Scotia 
introduced additional considerations for HRM that supported the need to conduct the due 
diligence effort.   
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The SAP ASD Due Diligence has recently been completed and has provided HRM management 
with a more detailed understanding of the implications associated with selecting either an in-
source or out-source SAP Support Services model.   

 

DISCUSSION 
 
It is recognized that continued use of the current SAP Support Services model will lead to 
increased risk to business operations, increased business support costs and lost opportunities to 
optimize business practices for more cost-effective service delivery. The current SAP support 
infrastructure and software versions are out of date and the staffing model and skills mix is not 
adequate to appropriately meet HRM business needs going forward. As well, there is insufficient 
management oversight to ensure strategic leveraging of SAP to drive business process change 
and organizational efficiencies to improve service. Consequently, the Due Diligence analysis 
focused on identifying the requirements for an improved or transformed in-source model and 
compared it to the PNS out-source model.  

An improved in-source model or out-source support model will better align SAP Support 
Services with HRM business needs and risk tolerance. Each of the two models requires a tailored 
one-time transition effort with associated costs and has a specific steady state support cost. Each 
model also has a unique set of characteristics and therefore aligns differently to HRM’s short and 
long term goals.     

In a transformed in-source support model, HRM provides all key areas of SAP support using 
HRM staff similar to current conditions however it requires significant investment to train and 
increase the knowledge and capability of internal staff. In an out-sourced model, the HRM 
provides only strategic and business support functions while Functional Support and Technical 
Support functions would be provided through the PNS SAP CCC.   

A comparison of in-source and out-source models using risk, strategic advantage and costs 
among other criteria, confirms the out-source model offers a number of advantages to the HRM 
over the in-source model.  A scoring model was used which considered the above noted criteria 
and resulted in a score of 70% for the in-source model compared to a score of 82% for the out-
source model.   
 
An out-sourced model is projected to be more cost effective in the long term costing 
approximately $1.35M per annum during steady state service delivery compared to $1.69M for 
the transformed in-source model. In the shorter term, service delivery during the transition year 
which includes one-time costs is comparable for both models with out-sourcing showing a 
marginal saving. Longer-term costs (over a six year period including transition costs) position 
the out-source model favorably at $8.8M compared to $10.6M for the in-source model.     
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Advancing with the out-source option proposed for SAP Support Services will require a 
government to government agreement between the HRM and the Province.  Under this 
agreement, the Province will be responsible and accountable for providing SAP Support Services 
to the HRM (similar to how it delivers SAP Support Services to other municipalities). Under 
such an out-source arrangement with the Province, the HRM will not be entering into any 
contractual agreements for SAP Support Services with IBM as this is a relationship owned and 
managed by the Province.  
 
It is believed the agreement between the Province and IBM to establish an SAP Global Delivery 
Centre in Halifax will increase the scope and quality of SAP Support Services available to the 
HRM from the Province. The risks associated with out-sourcing are viewed as manageable and 
the SAP CCC has demonstrated it has the facilities and capabilities to support HRM’s SAP 
support needs. In this model, the HRM will need to provide appropriate service management 
oversight to the SAP CCC to ensure HRM’s service needs are met and risks managed.    
 
The HRM has completed a Privacy Needs Assessment to understand the implications and 
opportunities to secure private data affected by an out-sourcing arrangement for SAP service 
delivery. This assessment identified a number of prerequisite steps recommended to ensure 
compliance with privacy obligations and also recommended continued management oversight 
after an out-source arrangement is in place. Staff has concluded the recommended activities can 
be achieved and that obligations to protect private data can be met in this arrangement.        
 
The average annual steady state cost comparison highlights a compelling annual cost advantage 
of 20% (approx. $342k) in favor of an out-sourced model over an improved in-source model.   In 
addition the costs are on par with current costs and HRM can expect improved service delivery. 
Risks associated with the development and management of a transformed in-source option are 
avoided.  
 
Considering these factors, it is recommended HRM transition to an out-source model for SAP 
Support Services by entering into a formal agreement with the Province of Nova Scotia, 
Department of Finance.   Under such an agreement, the SAP system would be re-located to the 
Provincial Data Centre under the oversight of the Department of Finance. Technical and 
Functional SAP support would no longer be provided directly by HRM staff.    
 
By making this transition, HRM will better leverage its investment in SAP and enable focused 
attention to improving strategic and business support for SAP and avoid significantly increased 
costs associated with a transition to an improved in-source model and the higher on-going costs 
associated with supporting this model.     
 
FINANCIAL IMPLICATIONS 
 
Costs to provide SAP Support Services during the first year for the out-source model are 
estimated at $2.11M.  These costs are $0.68M higher than current annual costs of $1.43M and 
represent the one-time investment needed to transition to the out-source model.    In subsequent 
‘steady state’ years, costs are marginally less than current costs at $1.35M, an annual savings of 
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approximately $78,000.  
  
Included in the SAP support costs are fees payable to the SAP CCC which are estimated to be 
$775,000 per annum in the steady state model.  In addition, HRM would pay $478,650 in annual 
SAP licensing fees which are administered by the SAP CCC and currently paid by HRM in the 
current support model.    A service level agreement between the HRM and the Province would be 
required to manage the fees and services provided.    The current fee estimates are based on a ten 
year agreement for services.      

In addition to one time and steady state SAP support fees, the transition to the out-source support 
model requires adjustments to the current staffing model. A strategy has been developed to 
mitigate the impacts of out-sourcing on staff.  

 
COMMUNITY ENGAGEMENT 
 
N/ A 
 
 
ENVIRONMENTAL IMPLICATIONS 
 
N/A 
 
 
ALTERNATIVES 
 
As an alternative to an out-source model, the HRM could transition to an improved in-source 
service delivery model.   The effort to transition to this improved in-source model will require a 
one-time investment of $769,000 over current annual support costs of $1.43M.  This investment 
is primarily needed to replace the aging technical infrastructure and to upgrade the software.  
Once transitioned, steady state costs are estimated to be $1.69M or 18% over current annual 
costs.  Total six year costs are projected to be $10.6M.   
 
In an in-source model, improvements are required to all major SAP support areas of strategic 
support, business support, technical support and functional support.  However, in an out-source 
model, HRM is able to focus on providing the necessary improvements to strategic and business 
support functions which will ultimately lead to improved support for business functions.    
 
Staffing changes are required at the technical support and functional support levels to implement 
the in-source service delivery model.  These changes include the addition of a dedicated manager 
with responsibilities to direct functional work and ensure quality and alignment with business 
needs. 
 
As a result of the increased costs and risks associated with this alternative, staff does not 
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recommend consideration of this option.  
 
ATTACHMENTS 
 
Attachment A: SAP ASD Due Diligence Key Findings & Recommendation – January 18, 2013 
 
Attachment B: Audit & Finance Committee Briefing- January 30, 2013 
 
 
______________________________________________________________________________ 
 
A copy of this report can be obtained online at http://www.halifax.ca/boardscom/SCfinance/index.html then choose the 
appropriate meeting date, or by contacting the Office of the Municipal Clerk at 490-4210, or Fax 490-4208. 
 
Report Prepared by: Jim Kirk, Manager, ICT Planning & CRM, 490-7297 

                                            
Report Approved by: _________________________________________________ 
   Donna Davis, Chief Information Officer, 490-4417 
 
 
 
Financial Approval by: ___________________________________________________ 

Greg Keefe, Director of Finance & Information Technology/CFO, 490-6308 
______________________________________________________________________________ 

Original Signed

Original Signed
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