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2.1

Queensiand Health
Review of the Queensiand Health Payroll Systent
37 May 2012

Executive Su1 mary

QH has experienced significant and ongoing ¢l lenges with its payroll system since
implementation in March 2010. In light of this, the incoming Liberal National Party
Government outlined a key commitiment in the Premier’s First 100 Day Action Plan for
Queensiand’ to start an ‘Audit of the Queensiand Health Payroll 1o determine current errors
and faults”.  As such, KPM  aas been engaged to review the current status, proposed solutions,
strategies, programs of work and governance frameworks in place for the QH payroll system.

he current review has been undertaken through interviews with relevani stakehol s and
analysis of key secondary source documents relating to historical and current issues, proposed
solutions and actions associated with the QH payroll system.

The details of KPMG’s findings are provided in this report which outlines: the scope of the
review; the history and broader context of the QI ayrc system; general themes or
observations; specific findings against the key issues ' tified to date and the solutions that
have been proposed by QH to addi . these key issues; analysis of QH’s indicative future
costing for its payroll operations and improvement projects; and analysis of port o
governance,

Summary Findings

As a result of document reviews and interviews, K [G have identified a number of summary
findings to be highlighted as part of this Executive Summary. Specifically:

+ The QH payroll operating environment and broader context is uniquely complex.
employs approximately 85,000 staff across a range of professional occupations, many of
whom work a 24-hour, seven-day-a-week roster. Key features of the current industrial
environment for QH are that employees are employed under two different Acts, are covered
by  lifferent industrial awards d are impacted by six different industrial agreements
with over 200 separate allowances in operation across these awards and agreements. This
complexity is estimated to result in over 24,000 different pay combinations each fortnight.
In previous reviews conducted by Ernst & Young’, it was recognised that the H rostering
and payroll system is unique, when comparing major payroll systems both in Australia an
internationally.

e There is a lengthy and convoluted history behind the current QH payroll system which
pre-dates the implementation of the solution in March 2010. An appreciation of the history
of key decisions made, improvement initiatives undertaken and the evolution of the
implementation project is important context for informing decision-making on future actions
and associated future investments for the QH payroll system. In addition, it is recognised by
key stakeholders that a number of contributing factors led to the significant challenges
experience with operafing the new payroll system fc  awing ‘go live’ in March 2010,
These factors are documented in a range of QH reviews and external reviews® and include:

! Source

2 Source wer 2010

¥ Source: Various QH Internal Reports on Payroll, Mareh 2010- May 2012; Emst & Young; KPMG; Queensland
Audit Office Report to Parliament No, 7 for 2010, Information systems governance and control, including the
Queensland Health Implementa of Continuity Project.
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Oueenstond Healtl
Review of the Queensiand Health Payroll System
31 May 2012

— The ‘go-live’ of the new payroll system was problematic and resulted in significant
issues that have taken some time to address:  When implemented on 8 March 2010,
the new payroll systern had not undergone a full parallel pay run comparison, the
technical infrastructure had failed, there were major system performance issues and a
backlog of approximately 20,000 payroll related forms that had not been processed. This
was exacerbated by the lack of familiarity of QH staff with new payroll processes and a
lack of visibility of bottlenecks in the payroll process when being performed. The extent
of the potential impact on the effective operation of the payroll system had not been fully
understood prior to ‘go-live’ and the ongoing legacy of these issues neither predicted nor
planned for;

— Centralisation of payroll processing prior to the implementation of the new system:
The payroll operating model implemented in line with the new payroll system centralised
payrolt processing, thus severing the linkage between the Districts and their local payroll
providers (hubs). This meant that payroli officers were to be responsible for interpreting
pay information without the benefit of locat knowledge of the Districts and relationships
with Distriet staff that have previously assisted with the interpretation process;

— The complexity of the award conditions and associated pay combinations: This has
led to the need for significant customisation of the awards interpretation engine
{(Workbrain) and the payroll system (SAP). These customisations introduced
considerable complexity into the administration of the payroll system itself which have
impacted on its performance., Regardless of the design of the QH payroll system, the
current complexity of the industrial environment for QH will continue to have the
potential to impact on payroll performance into the future. Simplification of the current
awards structure would require a Whole of Government approach. An assessment of the
feasibility of this is beyond the scope of the current review;

— There ave some fundamental features of the current QH payroll cycle which
negatively impact on pay accuracy and, correspondingly, payroll performance:
These features include existing practices which allow QH staff to lodge claims for
payment over a retrospective time period of up to six years and the current timing of the
pay date. The timing of the pay date essentiaily requires line managers to estimate likely
hours to be worked by staff for the final two days of any given pay period. This approach
invariably leads to discrepancies between actual hours worked and pay entitlements and
has led to significant challenges in managing overpayments to staff. Currently,
approximately 3,400 staff receive overpayments each pay period. The total doltar value
of these overpayments is approximately $1.7 million per pay period and has been
accruing at that rate since 2010. Overpayments also incur Fringe Benefits Tax liabilities
for QH, the magnitude of which is proportionate to the amount of overpayments
outstanding across QH;

— The business processes designed to deliver the payroll each fortnight are highly
manual®: The business processes involve approximately 130 manual system “work-
arounds’, double handling of pay forms, retrospective payments, ad hoc payments and
other associated adjustments. QH estimate that approximately 200,000 manual processes
are required to process on average 92,000 forms within the payroll hubs every fortnight.

* Source: QH internal reporting documentation on payroll, sourced May 2012
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Queensiand Health
Review of the Queensland Health Payroll System
37 May 2012

Approximately 500 additional payroll staff (beyond that required under the previous
payroll system) have been required to complete these processes each fortnight.

Key Issues

Since the issues experienced following the initial ‘go-live’ of QH Payroll in March 2010, there
has been a significant program of work and resources dedicated across QH and Queensland
Shared Services (QSS) to firstly stabilise the current sysiem and, more recently, to improve the
performance of the existing system.

The current status of the QH payroll system is that there remains a number of key issues to be
addressed. Namely:

1

Historical payroll forms submission: the current degree of retrospectivity
accommodated by the QH payroll system whereby staff can submit forms for work
completed up to six years ago is creating significant payroll system performance issues.

The relationship between the Districts and Payroll hubs: there are significant
opportunities to strengthen the link between payroll staff and their ‘customers’ in the
Districts and restore the relationship model where payrol teams typically were *closer’
to their customers and had a strong working knowledge of the specific Districts and
health services they supported.

Time between roster close and pay date: as outlined above, the QH pay run currently
commences before roster close. There is a need to expedite decision making around
moving the current pay date to allow for the pay run to be based on actual hours worked
rather than forecast hours worked. Changing the pay date would improve the accuracy
of employee pay by allowing more time to process roster changes and therefore
reducing the number of underpayments, overpayments or adjustments required.

Payroll processing aceountabilities of QH and QSS: Following the PwC shared
services report in 2010°, QH and QSS are progressing plans to technically separate the
QH payroll system from the Whole of Government environment. After technical
separation and transition, QH will be accountable for the transaction processing, data,
operation and support of the technology system (on the basis that the functions currently
performed by QSS would be transitioned across to QH). There are clear benefits to
establishing a separate technical platform for QH given the scale and complexity of the
QH payroll system. However, it will be important to effectively manage the timing and
people impact of any potential transition of QSS personnel across to QH. We
understand that any potential transition of QSS across to QH is considered a medium
term opportunity and that the immediate focus is on technical separation.

Overpayments and Entitlements: As at May 2012 QH had overpaid staff $112.3m, of
which $16.5m has been repaid and $3.3in waived, leaving $91m outstanding. QH has
an obligation under the Financial Accountability Act 2009 to recover these amounts;
however there is currently a moratorium in place preventing QH from implementing
QH-instigated overpayment recovery. QH has been required to fund FBT liabilities
associated with overpayments and this represents a significant additional cost burden to

% Source: PWC Shared Scrvices Review, September 2010
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QH. While the previously agreed overpayment moratorium is in place, the amount
increases by approximately $1.7m per fortnight. A key strategy to reduce future
overpaymemis relates to moving the pay date as this will significantly improve the
accuracy of data provided to payroll. In addition to overpayments, the issue of
employee leave and balances requires further investigation and analysis. PwC has
conducted a number of reviews into Leave balances and they have identified that up to
20,000 leave transactions are still outstanding since the mave from the previous Lattice
Payroll system across to SAP.® Whilst these outstanding leave balances require
attention and rectification, it is understood that it wiil take some time for QH to
undertake the necessary work to resolve the current leave balances issues.

6 ILlectronic rostering for line managers: There is no whole-of-department approved
electronic rostering system for line managers. Currently, rosters and subsequent
changes are created manually. Rosters are currently the primary input into the payroil
system — as such, the accuracy and timeliness of roster development and submission has
a critical impact on payroll performance (accuracy, timeliness, ete.). It will be important
for a thorough assessment of the electronic rostering solution options be conducted
before proceeding with a preferred option.

7 Payroll system fixes: As of 2 May 2012, there are 570 logged system issues, 76 of
which are identified as having the potential to impact on staff pay. System defect fixes
and enhanceinents are required to occur during designated ‘major release” schedules, of
which there are three scheduled per annum. There have been soime delays in addressing
specific defects and issues due to the prioritisation of other ‘fixes® including the pay date
change, changes associated with enterprise bargaining changes, legislative compliance
changes etc. There is a need to gain endorsement for an agreed longer-term approach to
implementing key system changes so that the release windows can be utilised more
effectively.

8 Upgrading and / or reimplementation of the payroll and awards interpretation
systems: The currently implemented Workbrain (1,029 customisations) and SAP (1,507
customisations) systems have been heavily custoinised and are not operating optimally
in the QH environment. Customisations are costly to manage, increase risk and impact
on system performance and should be minimised where practical. In addition, QH has
identified that support for the current Workbrain and SAP systems will expire in
November 2014 and June 2015, respectively. As such, there will be a requirement for
further investment in either a system upgrade or a system reimplementation before 2014.
KPMG note that QH has allocated $25m to complete a *systems analysis’ project which
was to be focused on assessing and planning for an upgrade of SAP and the award
interpretation engine. Part of this project will consider options for moving some or all
standard SAP functionality that is currently in Workbrain into SAP.  As part of this
process it would be prudent for QH to make a targeted approach fo the external market
to understand the range of system solutions and payroll operating models that may be
available. Such a ‘request for information’ process could be included in the $25m
currently set aside for the upgrade planning project.

¢ Source: PwC Leave Balances Review Phase 1, March 2011.
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31 May 2012

9 Payroll project funding: 1ere 1s been considerable analysis done to quantify the
costs associated with the operation and improvement ¢ he QH payroll system since
b ¢h 2010,

Costs

The total cost of the QH Payroll system between FY 10 and the end of FY17 is estimated to be
§ 253.5m. Of this, $416.6m is the historical spend between FY 10 and the end of FY 12 and
$836.9m is the forecast spend from FY13 to the end of FY 17, The FY10 costs include nine
months of costs related to the previous payroll system.

The costs associated with the payroll system can be split between:;

o Business As Usual - the costs associated with ensuring Oueensland Health employees are
paid on a fortnightly basis and the system maintaine { . 008.0m);

. roject Costs - the costs that are aimed at fixing the problems associated with the existing
system ($220.5m); and

s  Future Systems Analysis - the projects to undertake systems analysis in ¢ ler to determine
the requirement for further investment in either a system upgrade or a system
reimplementation ($25.0m).

The following graph illustrates e split of the historical and forecast spend between operations,
projects and systems analysis.

250.0 - Historical $416.6m Forecast $836.9m
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Of the $836.9m in forecast costs between FY 13 and FY17:

e (4% do not have approved funding, and
o 79% of the forecast costs are considered obligated by virtue of the need to deliver a payroll
outcome each fortnight and to maintain the system.
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Review of the Queensland Health Payroll System
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The total costs exclude some costs that are yet to be quantified. The key costs not included are
listed below with more detail included in Section 4.3 of the report. These key costs include:

Upgrade or Reimplementation Costs: Costs associated with performing an upgrade or
re-implementing the award interpretation and payroll systems (SAP and Workbrain), The
costs forecast to date reflect only the work to analyse the current systems prior to a
decision being made as to the system to implement. 1t is recommmended that a contingency
amount be included in any future estimate of project costs associated with an upgrade or
reimplementation as it is considered better practice for major information technology
projects particutarly those with the complexity and risk profile such as that associated with
QH Payroll;

Fringe Benefits Tax (FBT): FBT associated with waiving any overpayment debts that are
not recoverable, The debt waiver FBT is more costly for QH than the loan FBT cuirently
included in the forecast costs. Based on calculations as at 4 April 2012, the debt waiver
FBT couid be as high as $110.4m if no overpayments are recovered.

Projects

(QH has developed a forward plan with specific initiatives to address these issues. These
initiatives include:

QI1 Payroll Review Report 31 May 2012

1 Payroll Hub Restructure: aims to restore the close working relationship between the
Districts and the hubs and is planned to be completed in FY 14 (project costs: $5.0m;
funded: nil).

2 Pay Date Change: proposes to move the pay date by seven days to allow sufficient
time for submission and processing of payroll forms with the aim to improve the
accuracy of pays. The key benefit anticipated from this project is a reduction in
future overpayments (and associated FBT liability for QH). This is proposed to bk
completed in FY 13 (project costs: $38.7m; funded: nil).

3 Overpayments and Entitlements: dedicated project focused on recovering
historical overpayments and leave entitlements, proposed to be completed in FY 14
(project costs: $22.3m; funded: nil),

4 TLleetronic Rostering: a two-year initiative focused on rolling out an ¢lectronic
rostering system across QH business units on an opt-in basis. Proposed to be
completed in FY 14 (project costs: $38.9m; funded: nil).

5 Payroll Self Service: the implementation of a Payroll Self Service web application
to give QH employees access to important pay related information. The majority of
the functionality associated with Payroll Self Service will be implemented in FY13
with some ongoing work required out to FY15 (project costs: $8.2m; funded: nil).

6 Payroll Portfolio Governance and Projects: a four-year program of work focused
on a series of other projects aimed at improving payroll. This program will address
aspects including workforce management, business improvement, governance and
assurance and business and financial management (project costs: $82m; funded:
$10m).
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Recommendations

Whilst there are a range of key issues to be addressed and a corresponding series of actions
proposed, there are a number of immediate or priority actions for QH.

Specifically, QH should:

1 Expedite approval to lift the current moratorium on QH-instigated recovery of

overpayments and colnmence processes to recover overpayments.

Expedite approval to implement the change in pay date and commence processes to
implement the ehange in pay date.

Take proactive measures to further reduce the degree of retrospectivity built into current
QH payroll processes by implementing a change program to significantly reduce the
window for lodging historical payroll forms.

Commenee work on SAP and award interpretation engine upgrade planning
including considering options including the move of some or all standard SAP
functionality that is currently in Workbrain into SAP.  As part of this planning activity,
it would be appropriate to approach a targeted external market to explore other systems
and payroll operating models available to QH including associated eosts, benefits and
risks.

As outlined in this report, KPMG recominends a number of additional recomimendations in

relation to:

¢ Clarifying, communicating and committing to the forward strategy for the payroll system;

» Governance and decision-making;

» Ensuring adequate focus is given to stakeholder engagement and effective change

management to support required changes in business approaches, processes and systems

arehitecture; and

s Adopting a stronger focus on business benefits as well as providing greater clarity to

stakeholders regarding the funding status for the payroll program {o assist with determining

priorities for future spend and value for money assessments.

Further details on the scope and findings of the review as well as recommendations are provided
in this report,

It is noted that, at the time of writing this report, the operating environment for QH is changing
rapidly. These changes include specific announcements regarding Government decisions on
specific next steps to be taken in relation to QH Payroll. Where practical, we have noted any

known changes or outcomes in this report current as at 31 May 2012,

QH Payroll Review Report 31 May 2012
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Queensiand Health
Review of the Queensland Health Payvoll System
31 May 2012

Important disclaimers and limitations relevant to an understanding of this report are set out in
Section 6 of this report.

Brief summary of the history of the QH Payroll implementation

An understanding of the history behind the implementation of the QH Payroll systen is
pertinent to the current review in that it provides further context and insight into the sequence of
decisions and events that have led to the current situafion in relation to QH Payroll.

Whiist the QH Payroll history has been documented across a range of QH and other reports, the
following captures the key facts: *>1%!!

¢ Prior to the implementation of the current system, QH operated a Lattice payroll system
and ESP as a rostering system. These systems had been in place since a progressive
system roll out that commenced in 1996 and ran over a 6 year period to 2002;

s  When Lattice and ESP were rolled out, payroll departments were part of their respective
Districts — processing of pays was undertaken locally and there were close working
relationships between line managers and Jocal payroll staff;

¢  Whilst processing of pays occurred locally, the actual running of the pay was undertaken
centrally — essentially a ‘hub and spoke’ model was in operation;

¢ InJuly 2003, a shared services model was formally introduced across Queensland
Governinent;

s Inlate 2007, QH determined that there was a need to look at alternative systems to replace
the Lattice system. There were conicerns that Lattice would not be supported beyond June
2008 unless QH committed to an upgrade 1o a newer version of Lattice. There were also
some concerns about the ability of the new version of Lattice to support enterprise
bargaining changes required by QH;

s In addition, as of 2005, the Whole-of-Government system for payroli had been identified
as SAP ECCS and Workbrai. As a result, it was decided that QH would replace the
Lattice / ESP system with SAP ECC5 / Workbrain as part of the Whole-of-Government
Shared Services Initiative;

¢ In 2007, QH was identified as a ‘priority® ageney for implementation of SAP / Workbrain
given what had been identified as key risk exposure relating to the legacy Lattice / ESP
systent. CorpTech (QSS) had established additional internal capability and systens to
support Lattice beyond the timeframe for vendor support (June 2008) however, there was a
recognition that this represented a short term solution only;

s To cater for QH’s specific business needs including the complex award structure,
retrospectivity and concurrent employment, a significant number of customisations were
made to both Workbrain and SAP;

® Source: Queensland Audit Office Report to Parlinment No. 7 for 2010, Information systems governance and control,
including the Queensland Health Implementation of Continuity Project

? Source: QI Quarterly Audit Committee Report, February 2012

19 Source: QH internal reporting documentation on payroll, sourced April 2012

" Source: Interviews with QH stakeholders, Aprit & May 2012
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¢ There were a series of significant delays and cost overruns associated with the delivery of
SAP and Workbrain with the system going live on 8 March 2010;

s Associated with the implementation of the new system was further standardisation and
centralisation of payroll processing including the introduction of central processing teams
and a centralised pay run. As such, the key linkage between the Districts and their local
payroll providers was severed — payroll staff were required to process unfamiliar rosters for
staff members across the state.

s In addition, fundamental differences in how Districts and line managers were providing
pay information and rosters were identified with each District continuing to provide the
information in the format they had developed locally (this was a continuation of what had
occurred with the Lattice system however, now the payroll officers responsible for
interpreting the pay information from the Districts did not have the local knowledge or
relationships that had previously assisted with the interpretation process);

¢ During the payroll cut-over period to the new system, there were significant issues with the
availability of the system to payroll staff which reduced the processing time available. This
created an initial backlog of payroll forms and unprocessed adjustments for the period
just prior to the ‘go-live’ date that grew over subsequent pay periods;

» [t took approximately eight months to process the baelklog of pay adjustinents and forms
to return to previous (BAU) levels;

» Given the significant issues identified following the initial ‘go-live’, it was decided to
establish a Payroll Stabilisation Project specifically focused on stabilising the new payroli
system. The four key focus areas for this project were: standardisation and improvement of
District and Division business processes; payroll processing; payroll system performance;
and support and communications for QH staff, line managers and other key stakeholders.

¢ During the remainder of 2010, a review of the suitability of the SAP / Workbrain systems
was undertaken by Ernst and Young'? which concluded that: SAP could provide an
appropriate payroll system for QH; there was no clear ‘leader’ in rostering producis adopted
in either the Australian or international context and no *dominant’ payroll and rostering
system specifically designed to work together for the health care sector; and the replacement
of Workbrain with an alternative rostering system was viewed as having the potential to
place significant additional burden of staff at significant additional cost. The overarching
recommendation from Ernst and Young was for QH to continue with a two-phased approach
of: 1) stabilisation and 2) optimisation of the existing system.

e Since 2010, QH together with QSS has undertaken a range of programs, projects and other
initiatives that have been focused on stabilisation and optimisation. These have been
grouped under the:

- ‘Payroll Improvement Program’ (July 2010 — April 2011};

—  ‘Payroll Operating Model Implementation® (July 2010 — April 2011);
—~ *Payroll Foundation Program’ (November 2010 — February 2012};

— ‘Employee Overpayments Program (EOQP) (March 2011 — ongoing);

2 gource: Emst and Young, Review of payroll and rostering solutions, September 2030
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—~  The ‘Director-General’s Taskforce and Engagement Project’ {(August 2011 —
January 2012}; and

—  ‘Payroll Release Program’ (October 2010 — ongoing);

s In September 2011, a Payroll Portfolio which brought together all the key payroli
activities inciuding the DG’s Taskforce, the Payroll Release Program; the Payroli
Foundation Program and the Employee Overpayments Program was established under
an Executive Director.

See Appendix 3 for further information on the detailed timeline for the QH payroil system since
‘go-live’ in March 2010,

Broader context for QH Payroll

In reviewing the current systems and process issues and proposed solutions for the QH Payroll
system, it is important to also consider the complexily of the current operating environment of

QH.

Specifically, it has been noted that:'>'*"

s  QH employs approximately 85,000 staff across a range of professional occupations, many
of whom work a 24-hour, seven day-a-week roster;

¢ The industrial environment for QH is particularly complex given that employees are
employed under two different Acts, are covered by 12 different industrial awards and are
impacted by six different industrial agreements. In addition, there are aver 200 separate
allowances across the awards and agreements. It s estimated that this complexity results in
over 24,000 different pay combinations;

¢ 1,010 payroll staff are currently required o deliver approximately $250m (gross) in
salaries to QH’s 85,000 employees each fortnight;

« In previous reviews conducted by Ernst & Young'®, it was recognised that the QH
rostering and payroll system is unique when comparing major payroll systems both in
Australia and internationally. For this reason it is difficuit to compare or benchmark the
operating costs associated with QH payroll and provide any commentary regarding the
appropriateness or efficiency of the QH payroll and associated costs. In saying this, it is
noted from a scan of interstate health agencies and their current payroll solutions that QH
has the second largest workforce and the most complex awards structure in Australia and is
unique in that it has adopted a centralised payroll solution (whereas a number of other health
agencies have deployed multiple solutions across their networks of health regions or
districts),"’

¢ The current payroll for QH is made up of two interfacing software systems: Workbrain
and SAP. Workbrain is an award interpretation engine and SAP is the payroli system. Both

1 Source: Auditor-General Report to Parliament No. 7 for 2010

M Source: QI internal reporting documentation on payroll, sourced Aprit 2012

5 gource: Interviews with QH stakeholders, April & May 2012

16 Source: Ermnst and Young, Review of payroli and rostering soluiions, September 2010
17 Source: Ancedotal feedback from discussions with industry representaives, May 2012
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systems are required to work together in a synchronised way to deliver the pay outcomes for
QH each fortnight and any improvements or changes to one system need to be reflected in
both systems to maintain synchronicity;

¢ A significant number of customisations have been made to both Workbrain (1,029
customisations) and SAP (1,507 customisations) to tailor them to QH’s requirements and
context. These customisations have been necessary to capture the complexity of awards
conditions for QH employees but have introduced significant complexity into the
administration of the payrol! system itself that has impacted on payroll performance;

e Approximately 3,200 employees across QH have concurrent employment arrangements
whereby employees have muitiple positions within QH at the same time and different
employment conditions / entitlements for each position. The management of concurrent
staff introduces significant business and technical complexity to the payroll system and this
impacts on payroll performance and processing work volumes; and

¢ The current processes associated with delivering the payroll service involve a significant
number of imanual *work-arounds®, double handling of pay forms, retrospective payments,
ad hoc payments and other associated adjustments.

These key facts highlight a number of significant challenges for QH that relate to both the
design of the QH payroll system as well as the ongoing management of the performance of the
payroll function. It is recognised that these challenges have contributed to some of the
significant issues QH has experienced since the implementation of the payroll system in March
2010.
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31 May 2012

Analysis and findings

In conducting the current review, the analysis and subsequent key findings can be grouped as
follows:

1. General themes or observations;

2. Specific findings for each of the nine identified and documented key issues (refer Section
4.2) of the ewmrrent QH payroll situation and the solutions proposed by QH to address those
key issues;

3. Analysis of QH’s indicative future costing for its payroll operations and improvement
projects; and

4.  Analysis of portfolio governance.

General themes or observations

¢ Recognition of the importance of the current focus areas — the nine key issues:

It is important to recognise that QH’s highest priority continues to be the delivery of the
QH payroll each fortnight and QH has maintained this priority whilst working to resolve
systems and processes issues and bring about improvements in payroll outcomes.

Significant work has been undertaken by QH to identify the critical issues that are
contributing to the performance of the QH payroll system. This has resulted in QH
identifying nine key issues, a number of other issues and a plan to address the issues
throu%;l] six projects with corresponding identified requirements for funding to resolve
them.

The nine key issues documented in a range of QH source documents'®**222% rejating to

the payroll project address the key current issues and priorities for QH regarding its
payroll systein. Notably, these issues represent a mix of sirategic and tactical focus areas
and a complex inter-relationship exists between the nine key areas.

KPMG identified an additional key issue outlined by stakeholders and documented in
previous reviews?*? regarding employee leave and entitlements. Whilst it is
appropriate for QH to consider elevating leave and entitlements for inclusion as a specific
key issue, it is noted that specific actions to address entitlements have been inciuded in
the proposed Overpayments and Entitlements project.

Beyond the key issues, a number of other issues have bees identified that will need to be
addressed through the improvement program going forward (see ‘Other OH Payroll
issues raised’ in Section 4.2 below for further details).

'8 Source: QH internal reporting documentation on payroll, sourced April 2012

' Source: Ernst & Young, Review of Payroll and Rostering Solutions, September 2010
20 Source: Ernst & Young, Interim Pain Point Assessment, Qctober 2011

2 Source: KPMG, Queensland Health Payrolt Update, August 2011

22 Gource: KPMG, Interim Quecnsland Health Payroll Action Plan Update, October 2011
3 Source: QH Andit Committee: Quarterly Payroll Report, October 2011

M Source: Ernst & Young, Interim Pain Point Assessment, October 2011

2 Source: Ernst & Young, Review of Payrodl and Restering Solutions, September 2010
% Qource: KPMG, Interim Queensland Health Payroll Aetion Plan Update, October 2011
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* Recognition of the ongoing *fragility’ of the QH payroll system:

— It is important to recognise that, even though signiticant progress has been made in
stabilising the QM payroli system, the system remains *fragile’ in the sense that any
system changes that are introduced have the potential to impact on pay outcomes.

— The degree of customisation of the current payroll and award interpretation systems has
crealed complexity that makes the potential impacts of new Releases and system changes
difficult to predict.

— Whilst testing does occur prior to the roll out of new Releases, there is typically a ‘shake
down’ period after each Release where unforeseen impacts need to be identified and
rectified.

e A historical and current focus on resolving critical issues and improving system
performance:

— It has been observed that the payroll program has been oriented towards identifying and
addressing specific symptoms and issues related to operational performance of the payroll
function — that is, there has been a ‘bottom up’ focus and priority on resolving critical
issues that are impacting on payroll accuracy and performance.

~ It is now appropriate for the program to articulate the ‘bigger picture’ view, including
identifying and communicating what the end system will look like (from an operating and
service modcl perspective) including what payroll and rostering functions will be
performed, by whom and whete, across QH.

— In addition, the payroll function needs to continue to consider the impacts of the National
Health Reforms and the implementation of Hospital Boards across QH.

s Strategic significance of resolving key remaining questions regarding the go forward
plan for the technieal payroll system:

~ KPMG agrees with QH’s assessment that there is still more analysis needed to be
undertaken to articulate the way forward in terms of what is required from a system
upgrade or reimplementation perspective.”” As noted earlier, the emphasis to date has
been continued dclivery of payroll on a fortnightly basis.

— A specific project planned for FY12/13 which will be focused on the analysis of the
business requirements and options for SAP (which have been developed) and awards
interpretation engine upgrade or reimplementation.

— This analysis is a critical next step required to get a clear picture of the way forward for
the technical solution,

- As noted previously, it may be prudent for QH to make a targeted approach to the
external market to understand the range of system solutions that may be available. Such a
‘request for information’ process could be included in the $25m currently set aside for the
‘systems analysis® project.

7 Source: Payroll Portfolio Strategies: Project / Initiative Definitions, April 2012
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Governance of the Payroll Program:

~ The importance of having the right governance structures, leadership, ownership,
engagement and positive working relationships across Agencies and key stakeholders was
recognised.

~ The governance framework has been adapted as the payroll portfolio has evolved over
time.

- Whilst it has been recognised by the Queensland Auditor-General™® and others that the
governance frameworks that were in place for QH payroll both prior to ‘go-live’ and
immediately following ‘go-live’ were not adequate, the current governance framework
has some key strengths in terms of committee membership, leadership engagement and
clearly defined roles and responsibilities.

Future structural alignment and respeective roles and respomsibilitics for QH and
Queensland Shared Scrvices (QSS):

— The key steps required for technical separation of the QH HR system from the Whole-of-
Government system have been commenced and the timeframe for the full technical
separation is currently estimated to be the end of 2012.”

— The future arrangements for the structural alignment and reporting relationships for QSS
as the technical service provider requires further eonsideration, consultation and planning,

~ A need exists to ensure that any potential structoral re-alignment or transition of QS8
personnel across to QH is carefully planned and managed to ensure that there will be no
negative impact on ‘business as usual” (BAU) payroll system performance.

Costs associated with the GH Payroll project:

— The historical and anticipated future costs for the QH Payroll project have been outlined
by QH in key documents reviewed by KPMG and a summary of these costs is provided in
this report.

— Some future costs potential savings are dependent on Government endorsement to
proceed with specific payroll improvement initiatives that are aligned with addressing the
nine key issues. In addition, QH is committed to an underlying cost associated with
continuing to deliver payroll services across QH — these costs are, in effect, the
*minimun’ costs QH will be required to fund over the coming period to ensure that the
payroll system delivers essential payroll services to QH staff (i.e. BAU payroll services).

— The total cost identified by QH for the payroll project reflects the cost for ongoing BAU
service delivery together with the costs associated with specific improvement initiatives
focused on addressing the nine key issues.’® QH has identified that support for the
current Workbrain and SAP systems wilt expire in November 2014 and June 2015
respectively. As such, there will be a requirement for further investment in either a
system upgrade or system reimplementation before 2014,

8 Source: Queenstand Audit Office Report to Parliament No. 7 for 2010, Information systems governance and
control, including the Quecnstand Health Implementation of Continuity Project.

*? Source: Interviews with QH stakeholders, April & May 2012

0 Source: Additional financial data as provided by Payroll Portlolio Team, May 2012
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— The costs associated with the system upgrade or implementation have not been quantified
to date and represent additional costs beyond the current ‘minimum’ identified and
outlined in the report which relate to a preliminary ‘systems analysis’ only.

— In addition, any funding associated with a targeted approach to the external market to
understand the range of system solutions that may be available to QH beyond the current
system and operaling model has not been identified. Any fundamental change in the
system for the QH Payroll such as moving to an alternative system, would have
significant cost escalation, risk escalation and business process implications that would
require thorough assessment prior to proceeding with an alternative system. That is, there
are potentially significant negative drawbacks or consequences associated with adopting a
new system. For example: the timeframe for implementing a new system would be a
minimum of 2-3 years; there would be costs and resourcing impacts of running up fo
three payroll systems simultaneously (Lattice, SAP and a potential new system); and the
current complexity of the QH award conditions would mean a degree of customisation of
any chosen system which would impact on system performance, cost and resourcing
requirements (as is the current situation with SAP).

* The significance of the current Industrial Relations environment:

— The Unions that serve QH staff will remain a key stakeholder in the payroll project and
effective engagement with this stakeholder group will remain key to the successful
implementation of specific payroll improvement initiatives, such as moving the pay date
and implementing electronic rostering, efc,

— It is acknowledged that the complexity of the current awards framework across QH has
and continues fo have a significant impact on the performance of the current payroll
system.

¢ The need (o commit to a plan and move forward:

— It will be important for the Queensland Government and QH to reach agreement on the
way forward and commit to specific actions to resolve current issues and move towards a
stable operating environinent as soon as is practical.

— This will start the process of rebuilding the trust and confidence of QH staff but will take
some time and will require continued delivery of outcomes that improve the payroll
experience for QH staff.
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s Concurrent employment: Approximately 3,200 employees across QH have concurrent
employment arrangements. A concurrent employment arrangement involves an employee
having multiple positions within QH at the same time and different employment conditions /
entitlements for each position, It is understood that the management of concurrent staff
introduces significant business and technical complexity to the payroll system. The future
system for managing concurrent employment requires further investigation and analysis,

* Ongoing confusion regarding interpretation of payslips: It is understood that despite the
release of explanatory materials, staff are still experiencing significant problems reading,
interpreting and understanding their payslips.

¢ Interface isswes: The interfaces between SAP and Workbrain are complex and there have
been ongoing issues with keeping the two systems synchronised. This requires significant
effort to maintain and should be included in the detailed investigation of any future system.

e Salary sacrificing: The system does not currently allow for salary sacrificing of
retrospective payments. As such, there is a requirement for QH employees to manually
manage their Fringe Benefits Tax and superanmuation contribution caps. The solution for
this issue requires further consideration as it is understood that the proposed system fix is
complex.

¢ Annual Leave Central Scheme: The system is currently incorrectly calculating QH’s
Annual Leave Central Schetne liability and further work is required to fix this issue.

s Attributing costs accurately to cost centres: Workbrain is not able to apportion employee
costs to multiple cost centres. A timeframe and plan for resolving this issue has not been
confirmed as yel.

It is understood that the current program of work being proposed by QH encompasses six key
projects which have been identified to address the nine key issues outlined above.*” The
analysis of indicative costs set out in Section 4.3 of this report has focused on the key
components of the ongoing funding of payroll operations, the funding of the six priority
improvement projects as well as the funding required to investigate any potential upgrades or re-
implementations of the current payroll system,

2 Saurce: QH internal reporting documentation on payroll, sourced April 2012
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What does the cost comprise of?

The costs total $1,253.5m of which $416.6m will be incurred by
the end of FY12 and $836.9m will be expended between FY13
and FY17. It should be noted that the FY10 amount includes nine
months of costs under the previous payroll system. Of the total
costs:

* $1.008.0m relates to operations;
e $220.5m of the costs relate to projects; and

e 325.0m to the systems analysis.

Queensfand Health
Review of the Queensland Health Payroll System
31 May 2012

Systems Anclysin
Th

14,008.0

The graph below depicts the split of the historic and forecast spending across the areas of operations, projects and systems analysis. The
forecast costs total $836.9m, of which 79% relates to operations. The costs associated with the payroll system are expected to decrease
over time after a peak in FY13. The decrease in costs results from a reduction in project activity and the assumed realisation of benefits

resulting from the implementation of projects.
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What are the costs that will be incurred if the projects are not implemented?

[f the project activities were not implemented and the res’  ing benefits not realised the cost of operations would continue at their current
levels resulting in operational costs $207.7m higher than currently forecast from FY 13 to FY17. The ™"7.7m represents the benefits to
payroll operations that are expected to be achieved through the implementation of the projects.  1ese benefits only rel  to the benefits
expected within QH payroll operations for the period from FY13 to FY17. There will be other benefits arising from the improvement
projects that have not yet been quantified which may include savings related to a reduction in award breaches, reduced FBT costs.

reduction in rostering costs, improvements in business process efficiency, reduction in work-arounds etc. It should also be recognised that
the savings are expected to continue beyond FY17.

The projects are expected to cost $245.5m over the period to FY17.

The graph below depicts the difference in the operations costs under the two scenarios.

al differencein cost= $207.7m

Note: The reduction in costs relates only to specific QH payroll operations costs
and does not capture other potentiol improvements and efficiencies arising
across QH (e.g. improved business processes, reductions in FRT costs,
reductions in work-arounds, reduction in the cost of rosters ete.)

What is Queensland Health obligated to spend?

In the following table, forecast costs have been broken down according to whether they are funded / unfunded and obligated / uncommitted.
These classifications are described below.
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» Funded — these are the forecast costs for which there is approved funding;

» Unfunded —these are the forecast costs that do not currently have approved funding. These costs fall within the forward budget
periods;

e Obligated — these are the forecast costs that QH will need to incur in order to deliver ¢  ayroll outcome each fortnight and to maintain
the system; and

s Uncommitted costs —these costs are currently not committed, however benefits are expected to be achieved if these costs are incurred.
The following table outlines a breakdown of costs between FY13 and FY 17 which are expected to total $836.9m. Of these:
*  64% do not have approved funding; and

e 79% of the forecast costs are considered ‘obligated”.

There is an element of the forecast costs that does not have approved funding. The forecast costs total $836.9m, ot which $537.4m or 64%
is unfunded.

Some of this unfunded element of the forecast costs relates to operat 15 and totals $374.8m or 56% of the forecast operations costs.
This operational spend is considered to be obligated spending for Queensland Health in order to pay the Payroll and Establishment staff
required for the delivery of pays. This cost decreases over time based on the assumption that effi  ncies will occur within operations as the
projects are implemented. If the projects do not proceed it is likely that this operations cost will not decrease as anticipated in the current
projections.

The historical component of the total costs is considered ‘obligated” as it is spending that has aiready been incurred. This includes the costs
from FY'10 the end of FY12. These costs total $416.6m over this period. The following graphs illustrate the funded and obligated costs
over time.,
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Key points to note include:
s There is $29.6m of unfunded costs identified in FY12;

e There is an overall shortfall in the funding of forecast costs out to FY17 of $537.4m. 55% of this cccurs in FY13 and FY14.  perations
is expected to have to continue their staffing at the current level in these vears as the efficiency improvements expected from the projects
are not all expected to be realised until FY15 and beyond;

» The operations costs are forecast to begin reducing from FY14 as the improvements relating to the projects are expected to start to be
realised;

» It should be noted that in previous reviews conducted by Ernst & Young™. it was recognised that the QH rostering and payroll system is
unique when comparing major payroll systems both in Australia and internationally. For this reason it is difficult to compare or
benchmark the operating costs associated with QH payroll and provide any commentary regarding the appropriateness or efficiency of
the QH payroll and associated costs;

* Source: Emnst and Young, Review of payroll and rostering solutions. September 2010.
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» There has been no forecast beyond FY17 as this will depend on the decisions made in relation fo the system and therefore the operating
costs associated with the system at that time; and

e These costs do not include the cost to upgrade and / or re-implement the current SAP and Workbrain systems. An estimate of this cost
requires further investigation and will be a focus of the ‘Technology Change Project’ (systems analysis project) which is planned for
FY13 and FY14.

What was the expected cost of the new QH Payroll System?

Prior to the new payroll system being implemented, it was not expectec _1at the costs of the new payroll system would be as significant as
they have been. Whilst a business case outlining the expected costs was not originally prepared, a budget was approved for the costs
expected to be required to fund operations. The following illustrates the difference between e expected costs and the actual and forecast
costs expected to be incurred. Over the period the difference has totalled approximately $530m. The forecast costs assume the projects are
implemented and the associated benefits realised.
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These operations costs have increased significantly for a number of reasons including:
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* The additional payroll staff required to process the pay each fortnight due to the highly manual business processes. There is currently in
excess of 1,000 payroll staff. The increase occurred during the Payroll Stabilisation Project when the number of payroll staff increased
from 600 to 920. Whilst a key objective would be to improve payroll efficiencies and reduce the requirement for payroll staff over time,
there is a need to continue with the current staffing profile for QH until significant improvements in system performance and reductions
in manual work-arounds, etc. can be achieved;

o The additional system fixes and changed business requirements;

¢ Increased demand on the system resulting from both the additional payroll staff, projects such as PIP and PFP, the industrial agenda and
outstanding defect rectification;

e Increased system capacity requirements due to growing transactional volume and retrospective activity;

e The complexity of the award conditions and associated pay combinations leading to significant customisation of the awards
interpretation engine {Workbrain) and the payroll solution (SAP).
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What are the key assumptions used by QH in developing the cost forecasts?

Some key assumptions made by QH in developing the forecasts include:

Payroll and Establishment - Cost reductions in Payroll and Establishment over time reflect
a decrease in total funding assuming benefits are realised. However, these savings are
dependent on a number of improvement projects going ahead and the timeframes in which
they are delivered.

Overpayments - Overpayments will start to be recovered and the recovery will reduce the
FBT liability over time. The overpaymenis project is expected to be completed within
FY14. The FBT associated with the overpayment loans has been included in Operations as
this spend will occur regardless of whether the recovery process occurs as a component of
this has already been incurred.” This amount assumes all overpayments will be recovered
within two years.

Change to pay datc — The spend assumes the approval for the pay date change was
provided in April 2012. We understand that Government is currently considering changes
to the pay date.

Electronie Rostering - Support demands for an electronic rostering system will increase as
it is rolled out to more business units. Asswines roll out to 950 business units per year.

Payroll Portfolio - Engagement of specialist skills and resources for the various projects
can be fast tracked / attracted. The resourcing assumes adoption of the proposed four year
strategy and work priorities.

In the time available, KPMG has not been able to assess the reasonableness of the forecasts or
the key underlying assumptions, however the following observations can be made:

KPMG recognises that significant planning has been undertaken by QH to forecast the costs
associated with the six projects identified to address the significant payroll issues. It is
acknowledged that over time these costs will continue to change as assumptions change
inchuding timing.

Some costs are yet to be quantified and are excluded from the total costs. These excluded
costs are outlined below:

¢ Upgrade or Reimplementation Costs - Costs associated with performing an
upgrade or re-implementing of the award interpretation and payroll systems (SAP
and Workbrain). The costs forecast to date reflect only the work to analyse the
current systems prior to a decision being made as to the system to implement. 1t
is recommended that a contingency amount be included in any future estimate as
this is considered better practice for major information technology projects
particularly those with the eomplexity and risk profile such as that associated with
QH Payroll;

¢ TFringe Benefits Tax - The costs identified by Queensiand Health include an
amount of FBT payable on the overpayment loans. The amount included relates
fo a loan fringe benefit that arises in relation to the overpayments and assumes
100% of overpayments will be recovered and that they will be recovered within
two years., Overpayments do not become loans under FBT law until Queensland

# Financial data provided by Payrolt Portfolio Team (May 2012)
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Health notifies employees of the overpayment, This is the point at which FBT
starts accruing.

The amount currently included in the costs does not take into account FBT
associated with waiving any overpayment debts that are not recoverable. The
FBT payable where the overpayment loans are waived could potentially be more
costly for QH than the loan FBT currently included in the forccast costs. This
will depend on the valuc of the overpayments that are recovered and the
timeframe within which they are recovered.

As at 4 April 2012, Queensland Health calculated scenarios to determine the
potential cost if 100% of the overpayments were not recovered. These
calculations were based on the overpayments that have been notified to date and
the overpayments incurred in FY 12 that are yet to be notified, totalling $127.0m.
The FBT liability on outstanding debts will vary depending on when the write-off
occurs and the notional interest rate applied in calculating the loan fringe benefit,
If 100% of the overpayment loans are recovered within a two-year time frame, the
FBT cost will be approximately $8.03m. This could increase to a FBT cost of
approximately $110.4m if none of the overpayments are recovered and 100% of
the debts are immediately waived. This figure could increase where there is no
recovery and the timing of waiving them is delayed.

Contingency — There is currently no contingency amount included within the
costs for the projects (which is considered better practice for complex systems and
information technology-related change projects). When considering allowances
for contingency, there are two key dimensions to be assessed: project complexity
and project risk. In the case of QH Payroll, given the complexity of the operating
environment, the legacy of historical issues with the implementation of the
payroll solution and the complexity and risk-appetite of the stakeholder
environment, it would be prudent to consider any improvement projecis
associated with QH Payroll as being ‘high complexity’ and ‘high risk’ and thus
warranting a significant contingency allowance;

Relocation Costs - Costs associated with relocating payroll staff to align them
with Districts;

Allowances for growth or change to QH — costs are based on the current
operating model for QH and do not take account of proposed changes e.g.
Hospital Boards; and

Extended timeframes - Extension of implementation timelines that may result
from any stakeholder issues identified.

Portfolio Governance

KPMG’s analysis of information technology frameworks implemented by QH relevant to the
payroll system has focused on three aspects:

1 A brief overview and commentary on historical governance for QH Payroli;

2 A review of the current situation in terms of current information technology governance
frameworks; and
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3 Insights into the likely future governance requirements tor QH Payroll.
Brief overview on histor | governance for QH Payroll

The historical challenges and issues associated with governance for QH Payroll have been well
documented in previous reports including the Queensland Auditor-General Report to
Parliconent No. 7 for 2010, Information systems governance and confrol, including the
Queensland Health Implememtation of Continuity Project. 0

The key findings from the Auditor General’s Report" were as follows:

s DProject governance prior {o ‘go-tive’, including managing relationships with key
stalicholders was not effeetive in ensuring roles and responsibilities were clearly
articul :d and in ensuring tt  was ¢ 1 accountability for efficient and effective
implementation of the systeny;

¢ The governance structure for the system implementation, as it related to CorpTech, the
prime contractor, and Queensland 1 alth, was not clear, causing confusion over the roles
and responsibilities  the various  ties;

® 1ere was inadequate documentation of business requirements at the commencement of
the project;
. e abscnee of a periodic review of the business needs contributed to subsequent

difficulties with system testing and the implementation of a system which did not meet the
needs of Queensland Health’s operating environment;

o System and process testing prior to ‘go-live’ had not identified a number of significant
implementation risks and therefore the extent of the potential impact on the effective
yeration of the payroll system had not been fully understood and quantified;

¢ System useahility testing and the validation of the new processes in the business
environment was not performed. As aresult, Queensland Health had not  fermined
whether systems, processes and infrastructure were in place for the effective operation of the
new system;

e A number of eritical business readiness activities and practices were not fully developed
prior to the implementation of the new system; and

« Several changes to payroll administration practices including the re-allocation of
processing duties within payro  were it oduee 1t the same time as the release of the SAP
and Workbrain systems,

Out of this review, the Audifor-General identified a number of key ‘learnings’ and
corresponding specific recommendations for information techi ogy governance which
included a requirement for*®:

e TFormal documentation of roles and respousibilities, accountabilitics and key performance
indicators for all relevant parties;

¥ Source: QAO website

17 Source: QAO REPoit wo » arstaimsin 1o, 1 svr cuswy srisessissn g vivens f0VErRANce and control, including the
Queensland Health Implementation of Contirity Project.

% Source: QAO Report to Parliament No. 7 for 2010, Information systems governance and control, ineluding the
Quecensland Health Implementation of Continuity Project (Section 2.4: Audit Findings)
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« Formal documentation of the program being divided into tranches with ‘end of tranche’
reviews recommmended fo assess program effectiveness, risks, issues, benefits, etc;

¢ Inaccordance with the Queenstand Government project inanagement methodology, higher
risk projects to be periodically reviewed 10 ensure that risks are controlled and the project
is on track. Large projects should be divided into stages with each stage clearly planned,
controlied and ‘end stage reviews’ performed; and

» Specifically, for Shared Services systems implementations, the governance structure to
cover all related parties. An end-to-end governance structure, including a project board
should be established at the outset of the project.

Current situation

The QH Payroll Portfolio information technology governance tramework is primarily focused
on a planned and successtul delivery of Releases for SAP and Workbrain. The purpose of the
Payroll Portfolio and the associated portfolio activity is to ensure that the operational aspect of
“paying” QH staft is accomplished successfully.

During the process of consuliation with the Payroll Portfolio Executive Director, the Program
Management Otfice (PMO) and PRP Program Director, KPMG were provided with a range of
documents outlining the Payroll Portfolio governance arrangements.” These documents were
analysed and discussed with Payroll Portfolio stakeholders (for further details on the documents
reviewed in relation to governance, refer to Appendix I).

Supporting the QH Payroll Portfolio are seven governance streams linked with the payroll
Solution Deployment Life Cycle (SDLC).

These governance frameworks include:

» Payroll Portfolio Stecring Committee (PPSC) provides a comprehensive overarching
governance framework managing the strategic direction and payroll business requirements
of the QH Payroll Portfolio ensuring business alignment, This framework, which is
structured on better practice governance, includes elements that: endorse the Release
management process; set the strategic direction for the key payroll elements; provide
financial oversight; and ensure benefits realisation.

s The Payroll Portfolio (office) is the delivery arm of the PPSC. The Acting Deputy
Director General Human Resource Services, who is the Senior Responsible Officer (SRO),
is responsible through the governance framework of the Payroll Portfolio (office) for the
execution and the delivery of the payroll portfolio blueprint.

¢ Release Management Group (RMG) and the Release Working Group (RWG) maintain
a governance structure that ensures a comprehensive framework relating to application
(system) Release management. The Acting Deputy Director General Human Resource
Services is the chair of the RMG, The three working groups support the development of
system requirements associated with — systein performance management, deployment of
workarounds and improvement in payroll performance. There is alignment with the CaRB
ensuring that the planned Releases arc successful from a technical deployed perspective.

* Source: Payroll Portfotio Governance Documents, Sourced April 2012
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In summary, based on professional judgement, experience and technical knowledge, the formal
and structured Payroll Portfolio governance frameworks currently in place are considered to be
aligned to industry better practice and consistent with KPMG’s expectations for the Program.

Insights into the likely future governance requirements for QH Payroll

As the portfolio continues its pathway to the 2017 environment, there will be a requirement for
dedicated participation, renewal of focus and alignment by the PPSC to ensure the successful
delivery of business outcomes.

From a portfolio assurance perspective, as the payroll portfolio pathway moves from
predominately defect management to system enhancement and then discovery of the next system
to be deployed, the governance roles and responsibilities need to be reviewed in the context of
the new environments, Consideration should be given to the development and articulation of a
suitable operating and business model for the Hospital Board environment. This will drive the
design of systems and will impact the governance frameworks, transition plans and cost.

At the program release level, the governance structure should continue o maintain the
collaborative relationship between the Release Management Group, Release Working Group
and QSS Change and Release Board (CaRB).

For new programs and projects within the Payroll Portfolio, consideration should be given to
deploying the robust approach of the Payroll Portfolio relating to governance frameworks,
documentation, planning and quality management. With the proposed actions to reinediate the
identified portfolio issues there will be a requirement for increased emphasis on organisational
change, user training, operating structure and system support,

In addition, the Payroll Portfolio governance frameworks need to be reflected in the current QH
financial system upgrade (known as SAPFIR Upgrade) program of work as there is a
dependency with the finance system on the payroli system. The governance framework adopted
and deployed by the Payroll Release Program (PRP) should be embraced for all projects that are
patt of the Payroil Portfolio.

As identified by the Queensland Auditor-General and in line with the Queensland Government
project management methodology, it would be appropriate for a program of the scale,
complexity and risk profile of the QH Payroll to implement mechanisms for the program to
undergo periodic review. This periodic review would take the form of staged ‘gating’ at key
stages during the program lifecycle to assess ongoing program viability, benefits realisation and
assess the effectiveness of program processes in managing risks, issues, benefits, program
management activities and lessons learnt.
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Recommendations and next steps

Based on the analysis and consultation performed to date, the following recommendations are
proposed for QH:

Forward strategy for payroll system

1.

As a priority, identify, document and communicate the future payroll operating and service
delivery models to be used by QH. These need to take into account the impact of the move
to the Hospital Boards model.

Develop a list of prioritised payroll projects to implement the above models and design a
detailed schedule that takes into account the combined impacts of the projects to ensure that
the impact on staff is minimised. In particular, there is a need to:

e Expedite approval to lift the current moratorium on QH-instigated recovery of
overpayments and commence processes to recover overpayments;

e Expedite approval to implement the change in pay date and commence processes to
implement the change in pay date;

¢ Take proactive measures to further reduce the degree of retrospectivity built into current
QH payroll processes by implementing a change program to significantly reduce the
window for lodging historical payrolt forms.

Initiate the proposed study to determine future business requirements and options regarding
an upgrade (or reimplementation) of SAP and the awards interpretation engine. As part of
this planning activity, it would be appropriate to approach the broader external market to
explore other systems available to QH including associated costs, benefits and risks. It may
also be appropriate to engage with a wider group of stakeholders across governiment
including the Queensland Government Chief Information Officer regarding the proposed
scope and approach of such a market scanning initiative.

Initiate work on investigating the electronic rostering system options, focussed on
scalability, ability to interface with SAP and the longer-term vision for the time and
attendance business process for QH.

Governance and decision-making

5. Make key decisions to implement the go-forward strategy that underpin the six key
improvement projects focused on changes to current business approaches and systems
architecture. The aim of these improvement projects will be to realise improvements in
payroll performance including accuracy, timeliness, reductions in manuai data entry and
retrospectivity.

6. Continue with the current governance framework for the payroll portfolio. The governance
structure should include:
¢ The current committee structure and associated membership;
¢ Engagement of key senior leaders; and
¢ Clearly defined roles and responsibilities.
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It is also important to recognise that as the payroll portfolio evolves, the governance roles and
responsibilities wilf also need to adapt to ensure the appropriate levels of governance are
maintained.

7. Maximise the available “windows’ for system enhancements or fixes through developing a
‘forward plan’ for system enhancements and changes that can then be managed by the
RMG.

8. Adopt an enterprise framework for portfolio / program governance such that there is a clear
link between Payroll Portfolio Governance and the QH financial system upgrade (SAPFIR
Upgrade) given there are interdependencies between the finance and payroll systems.

9. Ensure that the division of responsibility for Release content and technical deployment
remains in place and that this is independent of any organisational or reporting relationship
changes across QH and QSS.

10. Engage the services of an independent third party to undertake independent assurance
activities across the major programs of work that constitute the payroll portfolio. In line
with the Queensiand Audit Office recommendations, assurance for the QH Payroll Portfolio
should include the implementation of a periodic review process. This period review would
take the form of staged ‘gating’ at key stages during the program lifeeycle to assess ongoing
program viability, benefits realisation and assess the effectiveness of program processes in
managing risks, issues, benefits, program management activities and lessons learnt.”!

People and change
11. ITmplement a stakeholder engagement program across QH that focuses on:

¢ Communicating the way forward in terms of the operating and service delivery model;
and

s Building trust in the payroll process through demonstrating consistent, measuireable
improvements in performance, transparency in decision making and demonstrating
tangible benefits to staff and line managers through changes in payrol! business
processes and ways of working,

There is a clear need to demonstrate to line managers and staff what the benefits of specific
improvements to the payroll and rostering processes will be from their perspectives as end-
users.

12. Ensure that any changes to business approaches or systems architecture which impact on
staff are supported by a comprehensive change management and communications approach
that considers the potential impact on frontline staff of the sequencing of change activities,

13. Defer any significant disruption or organisational changes to key payroli functions
(including QSS) until there is greater stability in the payroll system and performance
improvements have been demonstrated.

14, Commence work on exploring opportunities to simplify the current awards structure across
QH. Whilst it is recognised that simplification of the current awards structure would require
a Whole of Government approach, it is well recognised by key QH Payroll stakeholders that

1 Saurce: QAQ Report to Parliament No, 7 for 2010, Information systems governance and control, including the
Queensland Health Tinplementation of Continuity Project
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the current complexity of the industrial environment for QH is having an ongoing
significant impact on payroil performance as it has contributed to payroll administrative
costs and system customisation. Regardless of any improvements that can be made (o the
QH payroll system and associated business processes, the complexity of the award
conditions will continue to have an impact on overall performance.

Funding

15.

16.

17.

In communicating the key costs of the QH payroll project, it is important to distinguish
between the following key cost drivers:

¢ ‘BALP costs to deliver the minimum requirements associated with the production of the
QH payroll each pay period;

» system maintenance and defect rectification;
¢ system enhancements; and
s ‘discretionary’ iniprovement projects.

The funding envelope for QH payroll currently includes funded and unfunded components
with a significant proportion of these eomponents representing ‘committed’ expenditure
based on current system requirements and the need to invest in ongoing improvements to
maintain and / or improve system performance. Stakeholders would benefit from greater
visibility of the funding shortfall between what has been committed versus what has
received funding allocations to assist with determining the priority for future spend and
value for money assessments.

When considering the business cases for specific improvement projects and initiatives in
relation to QH payroll, it is imperative that adequate focus is given to quantifying the
tangible benefits to be gained from each initiative so this can be considered in the context of
the significant costs involved and the costs incurred to date.
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Disclaimers

Inherent Limitations

This report las been prepared as outlined in the “Introduction and overview of the current
review” section. The services provided in connection with this engagement comprise an
advisory engagement, which is wnot subject to assurance or other standards issued by the
Australian Auditing and Asswrance Standards Board and, consequently no opinions or
conclusions intended to convey assurance have been expressed. Any use of the words “audit” or
“review” in our engagemenf contract or in this report should not be taken to imply otherwise.

We have not compiled, examined or applied other procedures to the forecast information
prepared by QH in accordance with Australian, or any other, auditing or assurance standards.
Accordingly, we do not express any opinion as to whether the forecast costs set out in this
report will be incurred as setl out, or whether any assumptions underlying those forecast costs
are reasonable. We do not warrant or guarantee any sitatements as o the future costs. There
will usially be differences between forecast or projected and actual results, because events and
circumstances frequently do not occur as expected or predicted, and those differences may be
material.

No warranty of completeness, accuracy or reliability is given in relation to the statements and
representations made by, and the information and documentation provided by, Queensland
Health management and stakeholders consulted as part of the process.

KPMG have indicated within this report the sources of the information provided. We have not
sought to independently verify those sources unless otherwise noted within the report.

KPMG is under no obligation in any circumstance to update this report, in either oral or
written form, for events occurring afier the report has been issued in final form.

The findings in this report have been formed on the above basis.

Third Party Distribution and Reliance

This report is solely for the purpose set out in the “Introduction and overview af the curreint
review” section and for Queensland Health’s information, and is not to be used for any other
purpose or distributed to any other party without KPMG's prior written consest.

Any redistribution of this report requires the prior writien approval of KPMG and in any event
is to be complete and unaltered version of the report and accompanied only by such other
malterials as KPMG may agree. Responsibility for the security of any electronic distribution of
this report remains the responsibility of Queensland Health and KPMG accepts no fiability if
the report is or has been altered in any way by any person.

This report has been prepared at the request of Queensiand Healtl in accordance with the
terms of KPMG’s engagement letter/contract dated 2 May 2012. Other than our responsibility
to Queensland Health, neither KPMG nor any member or employee of KPMG undertakes
responsibility arising in any way from reliance placed by a third party on this report. Any
reliance placed is that party’s sole responsibility.
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Appendix 1 Source Documents

Details of source documents reviewed

1. Queensland Health Audit Committee: Quarterly Payroll Audit Report for April 2012

Queensland Health Quarterly Audit Committee Report — February 2012

2
3. Queensland Health Audit Committee: Quarterly Payroll Report —October 2011
4

Auditor-General Report to Parliament No. 7 for 2010: Information systems governance and
control, including the Queensland Health Implementation of Continuity Project —June 2010

5. Payroll Portfolio Governance

a.
b.
c.
d.

e.
f.
g.
h.

i.

Release Management Group Terms of Reference
Principles of RMG as tabled at the PPSC on 16 February2012

Strategic Review Terms of Reference -- current TOR

Strategic Review Team Terins of Reference — draft going forward — pending approval of

new governance arrangements

Strategic Review Team Minutes of the meeting of 2 February, 2012
PPSC Terms of Reference — draft TOR

PPSC Papers 31 January 2012

PPSC Minutes for 31 January2012

PPSC Papers for 16 Feburary2012

6. Payroll Release Program documents

a.
b.
c.

d.

f,

2.

Governance Framewotk

Quality Management Framework

Terims of Reference for Working Groups
Prioritisation and Forward Plan

Release Minutes and Status Reporting
Release Reports

Release Waorking Papers

7. Payroll Portfolio Strategies: Project / Initiative Definitions -24 April 2012
8. QSS§, Known Issues Report - 2 May 2012

9. Additional financial data as provided by Payroll Portfolio Team - May 2012

10. QH Internal reporting documentation on payroll, sourced April 2012
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11,

12,
13.
14,
15.
16,
17.

18,
19.
20.
21.
22,
23.
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Queensland Nurses Union Re: Proposed way forward for Queensland Health Payroll - 9
December 2011

Ernst & Young Review of Payrol!l and Rostering Solutions - September 2010

Ernst & Young Payroll Foundation Program (PFP) Review Final Report - June 2011
Ernst & Young Payroll Improvement Program {PIP) Review Final Report - June 2011
Ernst & Young Interim Pain Point Assessment - October 2011

Ernst & Young eRoster Benefits Study -27 January 2012

Ernst & Young eRoster Pilot Site Benefits Phase 3 Report: Royal Brisbane & Women’s
Hospital (RBWH) - March 2012

Ernst & Young Review of the Early Deliverables Trial Draft - 29 March 2012
Pricewaterhouse Coopers Shared Services Review — September 2010
Pricewaterhouse Coopers Leave Balance Review Phase 1- 10 March 2011
Pricewaterhouse Coopers Leave Balance Review Phase 2 -22 June 2011
KPMG, Queensland Health Payroll Update — August 2011

KPMG, Interim Queensland Health Payroll Action Plan Update — October 2011
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