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The U.S. Department of Defense (DOD) has a budget of $417 billion, 3.3 million employees, and over $1 trillion in assets. It also has one of the most antiquated and inef- ficient information systems in the world and cannot pro- duce accurate accounting information or get a clean audit. Only a few of their 4,000 systems communicate effectively with other systems. Most systems require data that are transferred between systems to be manually reentered. 
The DOD has been trying to modernize its AIS for over 20 years, at a cost of over $35 billion. After three notable failures, it is trying a fourth time. The Business Manage- ment Modernization Project’s (BMMP) goal is to integrate DOD systems and business processes and produce a user-transparent system. Unfortunately, many people would rather not see the DOD realize this transparency. Past reforms failed because system developers could not break through the barriers DOD agencies created to pro- tect their processes, procedures, and chains of command. 
Users resist integration because what is optimal for one user is often suboptimal for the DOD. Government bureaucrats resist because an integrated, transparent sys- tem will reveal many unnecessary or obsolete programs that further personal agendas. For example, managers are often promoted for their ability to generate, receive funding for, and operate programs, regardless of their ef- fectiveness. Senators and congressional representatives resist because a new system could adversely affect their ability to steer spending to constituents and thereby get reelected. 
To overcome these behavioral problems, the DOD is trying to convince the armed forces to rid them- selves of their “program protection” mindset. In one notable success, the Air Force now promotes person- nel based on actions that improve the Air Force as a whole, rather than on actions that defend a specific turf or program. 
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Resistance often takes one of three forms: aggression, projection, or avoidance. 
A G G R E S S I O N Aggression is behavior that destroys, cripples, or weakens system effective- ness, such as increased error rates, disruptions, or deliberate sabotage. After one organization introduced an online AIS, data input devices had honey poured on them, were run over by forklifts, or had paper clips inserted in them. Employees also entered erroneous data into the system. In another organization, disgruntled workers punched in to an unpopular supervisor’s department and worked in other areas. This adversely affected the supervisor’s performance evaluation because he was charged for hours that did not belong to him. 
PROJECTION Projection is blaming the new system for everything that goes wrong. The sys- tem becomes the scapegoat for all real and imagined problems and errors. If these criticisms are not controlled or answered, system integrity can be damaged or destroyed. 
AVOIDANCE Avoidance is ignoring a new AIS in the hope that the problem (the system) will eventually go away. Davis Controls, a struggling manufacturer, processed its orders using e- mail, but pertinent information was frequently lost or forgotten. Davis invested $300,000 in software that efficiently captured customer information, properly handled purchase orders, helped managers make better daily decisions, and made it possible to process four times as many transactions. Employees avoided it, even though the CEO explained the system’s ben- efits and told them the company’s survival and their jobs were at stake. Finally, the CEO disabled the uncooperative employees’ e-mail accounts and terminated the employees who continued to avoid the system. 
PREVENTING BEHAVIORAL PROBLEMS 
The human element, which is often the most significant problem a company encounters in implementing a system, can be improved by observing the following guidelines: 
● Obtain management support. Appoint a champion who can provide resources and moti- vate others to assist and cooperate with systems development. 
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Summary and Case Conclusion 
After an extensive analysis of Shoppers Mart’s current system and core business processes, Ann Christy has proposed some changes. She has asked the corporate office to produce daily sales data for each store to help them adapt quickly to customer needs and to help suppliers avoid stockouts and overstocking. Shoppers Mart will coordinate buying at the corporate office to minimize inventory levels and negotiate lower wholesale prices. Stores will electronically send daily orders to the corporate office. Based on store orders and ware- house inventory, the corporate office will send purchase orders to suppliers. Suppliers will process orders and ship goods to regional warehouses or directly to the stores the day orders are received. Each store will have the flexibility to respond to local sales trends and con- ditions by placing local orders. Accounts payable will be centralized so payments can be made electronically. 
Ann reviews the proposed system with the legal department and the AIS staff. She is told it complies with all legal considerations and is technologically feasible. Top manage- ment and the information systems steering committee will decide how to allocate time and resources for the project and will communicate all staff assignments to systems manage- ment and personnel. 
Ann’s team conducts an economic feasibility study (see Table 20-8) and determines that the project makes excellent use of funds. The team estimates that initial outlay costs for the system are $5 million. The team estimates recurring operating costs and expected savings for years 1 through 6, which are expected to rise from year to year. Ann calculates the net annual savings and then calculates the after-tax cash savings for each year. 
Economic Feasibility of Shoppers Mart’s New Information System 
	INITIAL YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 6 OUTLAY 

	Initial Outlay Costs 

	Hardware $2,000,000 

	Software 400,000 

	Training 200,000 

	Site preparation 200,000 

	Initial systems design 2,000,000 

	Conversion 200,000 

	Total initial outlays $5,000,000 

	Recurring Costs 

	Hardware expansion $260,000 $300,000 $340,000 $380,000 $400,000 

	Software 150,000 200,000 225,000 250,000 250,000 

	Systems maintenance $60,000 120,000 130,000 140,000 150,000 160,000 

	Personnel costs 500,000 800,000 900,000 1,000,000 1,100,000 1,300,000 

	Communication charges 100,000 160,000 180,000 200,000 220,000 250,000 

	Overhead 300,000 420,000 490,000 560,000 600,000 640,000 

	Total costs 
$960,000 $1,910,000 $2,200,000 $2,465,000 $2,700,000 $3,000,000 

	Savings 

	Clerical cost savings $600,000 $1,200,000 $1,400,000 $1,600,000 $1,800,000 $2,000,000 

	Working capital savings 900,000 1,200,000 1,500,000 1,500,000 1,500,000 1,500,000 

	Profits from sales increases 500,000 900,000 1,200,000 1,500,000 1,800,000 

	Warehousing efficiencies 400,000 800,000 1,200,000 1,600,000 2,000,000 

	Total savings 
$1,500,000 $3,300,000 $4,600,000 $5,500,000 $6,400,000 $7,300,300 

	Savings Minus Recurring Costs $540,000 $1,390,000 $2,400,000 $3,035,000 $3,700,000 $4,300,000 

	Less income taxes (34% rate) (183,600) (472,600) (816,600) (1,031,900) (1,258,000) (1,462,000) 

	Cash savings (net of tax) 356,400 917,400 1,584,000 2,003,100 2,442,000 2,838,000 

	Savings on taxes due to depre- 340,000 544,000 326,400 195,500 195,500 98,600 ciation deduction 

	Net savings ($5,000,000) $696,400 $1,461,400 $1,910,400 $2,198,600 $2,637,500 $2,936,600 
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Payback occurs in the fourth year when the savings net of taxes of $6,266,800 exceed the 
costs of $5,000,000. 
	NET PRESENT VALUE (INTEREST RATE OF 10%): 
	DEPRECIATION ON INITIAL INVESTMENT OF $5,000,000: 

	
	($5,000,000) 
	Tax Rate 34% 
	
	
	

	696,400 x 0.9091 = 
	633,097 
	Year 
	Rate (%) 
	Depreciation 
	Tax Savings 

	1,461,400 x 0.8265 = 
	1,207,847 
	1 
	20.00 
	$1,000,000 
	$340,000 

	1,910,400 x 0.7513 = 
	1,435,284 
	2 
	32.00 
	1,600,000 
	544,000 

	2,198,600 x 0.6830 = 
	1,501,644 
	3 
	19.20 
	960,000 
	326,400 

	2,637,500 x 0.6209 = 
	1,637,624 
	4 
	11.50 
	575,000 
	195,500 

	2,936,600 x 0.5645 = 
	1,657,711 
	5 
	11.50 
	575,000 
	195,500 

	Net present value is 
	$3,073,207 
	6 
	5.80 
	290,000 
	98,600 

	Internal rate of return is 
	25.04% 
	
	
	
	


The $5 million system can be depreciated over its six-year expected life. Because the company does not have to pay taxes on the $1 million depreciation in year 1, it ends up saving an additional $340,000. Finally, Ann calculates the net savings for each year. 
Ann uses Shoppers Mart’s 10% cost of capital rate to calculate the NPV of the invest- ment, which is over $3 million. The IRR is a lofty 25%, and payback occurs in the fourth year. Ann realizes how advantageous it would be for the company to borrow the money (at a 10% interest rate) to produce a 25% return. 
Ann presents the system to management and describes its objectives. Challenges to her estimates are plugged into her spreadsheet model to show their effect. Even the stiffest chal- lenges to Ann’s numbers show a positive return. Top management votes to support the new system, requests some changes, and tells Ann to proceed. 
Ann has found management’s enthusiastic support crucial to the system’s success. Several employees with vested interests in the current system are critical of her ideas. Some employ- ees remember the problems Shoppers Mart had when the current system was implemented years ago. Ann concludes that people resisting the new system are afraid of the change’s effect on them personally. To counter negative behavioral reactions, Ann takes great pains to explain how the new system would benefit employees individually and how it will affect the company as a whole. With management’s approval, she assures employees they will not lose their jobs and that all affected employees will be retrained. She involves the two most vocal opponents in planning activities, and they soon become two of the new system’s biggest advocates. 
Ann invites the managers of all affected departments to be on a steering committee. A master plan for developing the system is formulated, and the system is broken down into man- ageable projects. The projects are prioritized, and project teams are formed to begin work on the highest-priority projects. Documentation standards are developed and approved. 
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