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Instructions: You MUST answer all the questions in both Part I (50%) and Part

11 (50%).

Part I: Please refer to the ERP implementation case of Hershey's Enterprise System Creates

Halloween Tricks to answer the following questions

MNote:

1. You may answer the questions in either English or Chinese.

2. Please mark your answer with appropriate reference. For example, enterprise systems are adopted
to solve the Y2K problem [P.363, PR.2, L.4-7], which means the relevant information can be found

in page 363, paragraph 2, and lines 4 through 7. Please use this reference format as much as

possible. Y
Questions:
“:] What ¢

(2) What are the (i) technical and (ii) business reasons for Hershey to adopt these e-

salutions?

Briefly explain your answer,

{3) Please identify the problems or errors in each phase of the implementation process.

management, technology, and organization factors caused these problems?

distinguish your problems and causes carefully.]

(4) Who should be responsible for this fiasco, and why?

Bentz (ClO) or vendors?

-business solutions were implemented at Hershey?

business

Was an ERP system and related soliware a good solution to Hershey's problems?
) B ¥ 5P

What
Please explain. [Hinr,

Kenneth L. Waolfe (CEQ) and/or Rick

CASE STUDY  Hershey's Enterprise System Creates Halloween Tricks

Hershey Foods Corps of Hesshey, Fennsylvania, was founded in
1894 and recorded $4.4 billion in sales in 1998, including is
cnocolate candies and ocher brande such as Reese’s Peanut Butter
Cups, Milk Duds, and Good and Plenty. Alrogether the com-
pany sells approximarely 3,300 candy products including varia-
tions in sizes and shapes. Candy is a very seasonal product, with
Halloween and Christmas accounting for abour 40 percent of
annual candy sales, making the fourth quarter crucial o
Hershey's proficability. Hershey's largest continuous chellenge
may be irs ability to rack up its multibillion dollars in sales 50
cents or one dollar ar a time, requiring huge numbers of its
products tu be sold. Such quantities means Hershey must have
very reliable logistics systems.

Traditienally, the food and beverage indusery has had 2 very
tow ritie of informarion technology (IT) spending to total rev-
enue, ranging between 1.1 and 1.5 percent and a very low profit
trargin, As che year 2000 approached, many companies chose o

solve their year 2000 (Y2K) problems by replacing rheir lt:gac}r
systems rather than spending a lot of maney to retain them by .-
fixing the Y2K problems within them. ik : '

According to Hershey vice president of information sy.a[l:ms,
Rick Bentz, Hershey began to modernize its saftware and hard®
ware in carly 1296. The project, dubbed En:etpmc Zl,rw* e
scheduled to take four years (unril early 2000), Lnt:rpn %
had several goals, including upgrading and standardumg 'ﬁ
company’s hardware and moving from a mainframe-hase net-
wvrk to & client/server enviranment. The company r:pIace
5,000 deskrop computers and also moved o TCR/IP m:t-.:.r{:rk'
ing based on newly installed network hardware. Beng' nutttﬂ:
that benchmark studies by the Grocery Manufacturers ‘of
America showed that Herthey needed to be able to uscand share
its data much more efficiently. More and maore retailers were
demanding thar suppliess such as Hershey fine-tune thmrdthv—
:.nfi 501 i'l"lr rl"'l“f f‘:l'.l]d. Iower | }1"” INVENTory" COsrs,




364  Parclll |

Hershey's informarion sysrems management ser as a goal a
move 1oan ERDP system using software from SAF AG of Walldosl
Germany, SAP was 1o be complemented with sofoware from
Manugistics Group Inc, of Rockville, Maryland. Manugisrics
would support peoduction frrecasting and scheduling, as well ws
ransporation management, In additon the company decided to
install sofvware from Siebel Systems Ine of San Mareo,
California, Siebel’s softwire would aid Hemshey in managing cus-
tomer relacions and in rracking the effectivencss of its marketing
acrivities. Management believed that the project would help
Hershey better execute its business strategy of emphasizing its
cote mass-marleer candy business,

A necessary piece of Enterprise 21 was the installation of bar
coding systems-at all six VLS, production plants in 1999, Bar
coding was necessary so the company could rrack all incoming
and outgoing materials 1o improve lopgistics management while
contralling producrion costs, Enterprise 21 required Hershiey to
switch w the new SAP system and its associared sofrware in
April of 1999, an annual penod of low sales. This new rarges
meant the company had 3% months 10 complewe the project
inscead of the onginal 48 months. Although some SAT" modules
were actually put into producrion in January, the praject ran
behind the agpressive schedule, and the full system did not come
en-line untl mid- July Included in the delayed conversion were
SAPS eritical order processing and billing systems, along with
the Siebel and Manugistics systems. The timing meant that
Hershey wauld be facing a major problem because Halloween
orders were already arriving by mid-July. The information sys-
tems staff chose 10 convert all these new systems using rhe direor
cutover strategy in which the whole svstem poes live el ar once
o enable Hershey 1o fill s Halloween orders on schedule By
the time of the conversion the whole project had cost Hershey
$112 million.

Problems arose for Hershey when the cutover surategy did
not work, because serious problems emerged immediarely. Asa
resule many Hershey customers found their shelves empiy as
Halloween approached, Bruce Steinke, the candy buyer foe
Grear Morrh Foods, a regional distributor in Alpena, Michigan,
had placed an order for 20,000 pounds of Hershey's candy and
Found his warehouse sharr jusc prior to Halloween, As a resule
100 of Grear North's 700 customers had no Hesshey candy
when Halloween arrived. The shortage meant not anly a drop in
Hershey's sales bur Grear Marth (and other Mershey disribe-
vors) also losr credibiliny as i revail customers,

"T'he shortages also meant the loss of precious. highly con-
tested shelf space. Randall King, the candy buyer for the
Winston—Salem, North Carolina-based Towes Foods chain, had
to deal wich the shoreage probiem. He told his 81 supermarkets
1o fill cheir empry Hershey candies shelves with other candies,
and he even suggesred thar they rurn to Mars brand candics.
Remilers predicted that Henshey's bost shell space would be hard
w win back. So Hershey's long range sales were also being
placed ac sk by the logisucs failures,

Heisshey itself did not publicly acknowledge the problem
until mid-September when o announced thar somerhing was
wrong with its new computer systems, It did indicare rthar
Hershey employees were having vouble entening new orders
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it the system, In addition, once the system was up, the com-
pany stated that order details were not being propery tansimir-
ted 1o the warchouses where chey eould be Hlled. Hevshey did
announce that jt expected the problem ta be selved in time far
Christmas shipmencs. However, industey analyses, such s
William Leach af Donaldson, Lufkin & Jenreree, were quick ta
note thar should the company bal co make chat deadling, che
problems would likely serously cut inte noc only Chrisuas
sales but also Valenitine’s Day and perhaps Easrer shipments, two
other crucial candy sales holidays.

As saon as the admission of problems was announced, ques-
tions immediately arose as to the causes of these problems.
Kevin McKay, the CEQ of 5AP i the United States, denied any
problems with SATS systems, saying, "TFicwasa systent isaue, 1
point dircetly 1o 2 system issue.” He also made it clear tha SAP
was operating smoothly for Hershey's much smaller Canadian
anit. Tom Crawford, the general manager P SAT Anericas con-
sumer products business unic, verificd char his consulians were
at Hershey sites o help resolve the problems. Bur, he made it
clear, “There are really no sofrware issucs per ze.” Crawford
explained thar his consuleanes "are juse making sure they
[Hershey empluoyess| are using the business processes [buill e
the software] correctly.” Manugistics also said ir was working
with Hershey bn "business process improveruents,” Biian Dayle,
an |BM spokespersan, pointed 1o “the business pracess rransfor-
matinn under way at Hershey” as 2 possible cause, which, he
said, "is an enormously complex underraking.” He noted majos
changes in the way Hershey emplayeces were doing their jab,
which implied the need for more and different training thin
Heshey's stafl had originally received.

It was obvious that the prablem was nor in candy produc-
rion. At the ome of the curover Hershey had an eighi-day supply
of products in 15 warehouses, & higher-than-usual supply in
anucipation of possible minar prablems with the new fystems.
Heawever, within three weeks of marning on (he new sysiems,
shipments were more than two weeks late, Hershey began telling
its customers to allow 12 davs for delivery [the usual rurmaioind
time was & days), Even that schedule proved o be too aggresive,
hecause Hershey could noc deliver goods su guickly, Company
spoksspersens told hinancial analyscs in ace Oorober chat cone-
puter system problems had aleeady reduced sales by S100 mil-
Hon in the third quarter,

When word of these problems became public, Hershey's
stock price went into a sharp shide, By late Ocraber its price had
fallen to $47.50, down 35 percenc from 874 ane year aarlier,
During the same period the Diow Jones Industetal Averspe had
riscn by 25 percent. Third-guarter earnings dropped from $.74
10 8,62, Hershey Chainmuan and CEQ Kennedh 1, Wolfe admit-
ted that “third-quarrer sales and earnings declined prmarily as o
resule of problems encountered singe the July starc-up of new
business processes in the areas of customer serwice, warchousing
and order fulfillmens.” He added, "These prablems resulred in
lovsr sales and significancly increased freight and warchiusing
costs.” Hershey Senior Vice President Michael Pasquile poineed
our thar, "Clearly, our custemer relations ave been stained.”
Alchooph Walfe mdmined the problenms were taking ||.J||gl.'| TTRNE
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sules and earnings would bounee hack. In late October key indi-
viduals wirthin Hershey held s owo-day meeting to review the
new syslem and praduce a list of changes needed. Wolfe
demanded chat the changes involved “need to be tested before
wie pue thenr )™ possihy implving @ lack of adequare testing
presor b the aviginal citeeer

L enrly Fehrware 2000 Hershey reported an 11 pereend
deslive i sules and profits for ats fourds quarrer 1999, Wolfe
agan pointed 1o unler processing, which, this ume sround, had
vased many retailers o not even place orders. He said thar
alchough sysrem changes and increased personnel experience
with the dew sofrware had reduced the problems, Hershey's has
“nar yer fully returned w historical customer service levels.”

Although Hershey has released very lirde informanion on the
troubled implementarion, observers continue 1o speculate on
the key question: Whao went wrang? Some point to the pushing
larsurd of the rargee date—urying 10 accomplish too much in
e alloted time rame, Others believe that inadequare rime and
arrentien were allocated w testing prior 1o Hershey's now sys-
e going live in July, Sl other analysts point o the use of the
direct cutover medhod. "These systems tie together in very intri-
cate wavs,” stated AMR Research Inel analyst Jim Shepherd,
“and things chatwark fine in testing can tirn our to be a disastes
[when you go live]." Finally, some analysts point their finger at
training. A, Blanton Godfrey, CEQ of the Juran Instituze, 2 con-
sulting firm based in Wilton, Connecticur, says thar only 10 1o
15 percent of ERP implementations go smoothly. He claims
that the difference for them is better training. Some ohservers
believe that lack of educution on the whys of the system and
B chue iy pieces of the Full sestent fig together are pacsibly
the reason mder eniry difficuliies creared warehouse probleme.
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Sources: Jennifer DiSabatine, “Hershey Hires Oursider 1o Fill Mew
CEQ lob.” Computerivarid, December 15, 2000 Charles Waltner,
“Mew Recipe for IT Implementacion,” fufermetian Week, Septenther
27, 1000: Craig Sredman, "IT Woes Cantribute o Hershey, Pralits
Diecline.” Compurerwordd, Fehruasy 2, 2000 and "Failed FRP Camble
Haunes Hershey,” Compurerioanal SNovember 1, 1909, Polly Behpeicler,
“Anuther Trip ro Hell.™ /0 Magazime, Februa e LS 2O leelm
Wheatley. "ERF Traiming Stinks,” C70 Mugazine, June |, 2000; Emilv
Melson and Evan Ranuiad, “Hershev's Biggest Dud Has Turned Ot 1o
Be lts New Technology,” The Wall Streer fournad, October 29, 1999
Hershey Foods Carporate lnvestor Relanions, “Heshey Foods
Announces Third Quarcer Results,” www corparace-irper!, Oerober
<3 1999 and Stacy Collert. "Hershey Farnings Crrop as Mew
Warehouse, Order Syscems Falter,” Campriterorid, Oerober 27, 1991,




Part I1:

Company Case according to the following case description,

Ginormous Life Insurance Company

Ginormous Life is an in-
& £ '
- = Vsurance company with a
R long tradition. The com-
i pany has four divisions
thal each eperate thelr own compulers,
The IS group provides analysis, design,
drtl programming services 1o all of the di-
vlsions, The divisions are acluarial, mar-
keting, operations, and investment. All di-
visions are localed al the corporate
headauarters bullding, Marketing also has
field affices in 20 cities across the country,

e !

Q0 The Actuarial Division |s responsibile
tor the deslan and pricing of new kinds
of palicies, They use purchased indus-
Liy data and week ly summarics of dala

- phitained fram the Operations Division,
N They have their own DEC VAX mini-

'nqmpum; running the UMY operating
ﬁyﬁ'm_r_l, lo store data files, They do
most of thelr analysis on PCs and Sun
workstations, either on spreadsheets
ar with a speclalized interactive lan-
quage called APL .

€ The Marketing Dlvisfon is responsible
for selling palicles to new customers
and for follow-up of exisling customers
in case they need chanoes to their cur-
rent insurance. All sales orders arp
sent to the Operations Division for data
entry and billing. They use purchased
external data for markel research and
weelkly copies of data from operations
fur foliow-ups. They have their own
TEBM ASA00 minicemputer with dumb
terminals for clerks to enter sales data.
There are also many PCs used to ana-
lvze market data using  statistical
packages ke SAS.

i The Operations Divisien is responsibls
for processing all mission-critical {i-
nancial transactions Including payroll.
They record all new policies, send regu-
lar bills to custamers, evaluate and pay
all claims, and cancel lapsed policies.
They have all {heir data and programs
o twen 1BM ESMS000 mainframes run-
nirg wnder e 057390 operating sys-
term, The pragranis are often large and
cornples because they must service nat
only the 15 products currently bring
sald bul alsothe 75 old kinds of paliies
thal are no lorger Being sold but sti)
have exivting prhicy halders Clerks jee
durnly Lerminals o enter and update

-
L

data. Applications written in the last
tive years have used an 50QL relational
database to store data, but most pro-
grams are still written in COBOL, The
average age of the transaction process
ing programs is aboul n years.

O The Investment Division is responsible
for investing premiums until they are
needed to pay claims, Their data con-
sist primarily of internal portfolio data
and research data obtained by direct
links to data services, They have a DEC
minlcomputer Lo store their data. The
internal data are received by a weskly
download of cash flows fram the
{(iperations Division. Exlernal data are
oltained as needed. They vse PCs to
analyze data oblained either from the
imini or from commercial data services.

A controlling interest in Ginormous Life
has recently been purchased by Financial
Behemoth Corp. The management of
Financial Behemoth has decided that the
firm's cificiency and profitability must be
improved, Their first move has heen to put
Dan D, Mann, a hotshot information sys-
tems specialist from Financial Behemath, in
tharge of the [nformation Systeme
Division. He has been given the obiective of
modernizing and streamlining the computer
facilities without any increase in budget.

In the first week on the job, Dan discov-
ered that only seven junior members of the
staff of 200 information systems specialists
know anything about CASE tools, End-
User Computing, or LANs,. They have no ex-
perience in implementing PC systems.
There is no evidence of any formal decision-
support systems or execulive information
systems in the organization, New zpolica-
tions in the last live years have been imple-
mented in COBOL on DB2Z, a reiational
database product purchased frem 1B
Over two-thirds of applications are still
based on COBOL flat files. Ore of the bep
efits of using DB2 is that it is now possikle
to deliver reports quickly based on ad hoc
querles. This is. crealing a snowballing de-
mard for conversion of more systeme (o a
relalivnal database 5o that other managers
can qet similar service

There have Leen some problems wilh
the older syslems. Maintenance is difficult
and <eslly because almost cvery change to
the dala structure of applications in ogera-

Answer all the three questions at the end of the Ginormious Life Insurance

tions requires carresponding changes tg
applications In the other divisions. Thee
has been a growing demand in ather diyi.
sions for faster access Lo operations daty,
For instance {he  [nvestment CHvision
clalms that they could make more prof.
itable investmeants if they had continggus
dccess to the cash position In aperations,
Marketing complains that they get ¢a)ls
fram clients ahout claims and cannat an.
swer therm because they do nat have cur.
rent access to the status of the claim,
Managemert wants current access tn 3
wide variety of data in swmmary form sq
they can get a better understanding of the
business. The 15 group says that it would he
difficult to provide access Lo data in operg-
lions because of security consldervations. I
ts difficult to ensure that users do not make
unauthorized changes to the COBOL files,
The 13 group complains that they cannot
deliver all the applicatlons that uscrs want
because they are short-staffed. They spend
40 percent of thelr time maintaining the ex-
isting systems. The programmers are mostly
ald and sxperienced and employes turnover
15 unuseally low, sa there is not llkely to be
much room for improvement by furthey
training in programming. Employees often
remark that the company is a very pleasant
and henevalent place 1o waork. Al least they
chd uritil rumars of derequlation and foreign
competition starled to sweep the industry,
2an foreszes that there will be an in-
creasing nmesd for compuler capacity as
mare and more applications are canverted
to an-line transaction processing and more
users begin to make ad hoo queries. Dan Is
also wondering if inlranets or 1he Internst
should become part of any new software,
Dan began to look for ways to solve the
many problems of the Information Systemns
Division. He solicited proposals from vari
ocus vendars and consultants in the com-
puter industry. After a preliminary review
of the proposals, Dan was left with three
vroad options suggested by 1BM, Oracle
Corp., and Datamation, a local consulting
firem. The proposals are briefly described
Belaw.
IBM proposes an integrated solution
wsing [8M hardware and software. The
main clemenls of the proposal are:

2 Data and applications will remain on
a mainframe. The 180 ESMHIY se-




ries of hardware running their D5/390
operating system will provide main-
frame services, Mainframe hardware
capacity will have {0 be approximately
daubled by adding two more ES/9000
series machings, The four machines will
ren under 057390 with  Parallel
Sysplex clustering technolooy that al
lows far future growth, The Parallel
Sysplex system can be scaled by con-
necting up to 32 servers Lo work in
parallel and be treated a5 a single sye-
fem for scheduling and system man-
agement, The O5/390 operating sys
e can also run UNIX applications,

¢ AS/M00 minicomputers running under
the 05400 operating system will re:
place DEC minicomputers,

O RS/H0O00 workstations running AT
a flavar of the UNIX operating sys-
Lem —can be vsed for actuarial compu-
tations, Al hardware  will be
inlerconnected with TRM 'S proprietary
SHA netwark architecture, PCSwill run
under the 05/2 operating system and
the TR LAN Server to support both
Microsefl Windows applications and lo-
cally designed applications that com-
municate with mainframe databases,

{3 A DB2 relational database will slore
all data on-line. Users will be able to
dccess any data they need through
their terminals or through PCs that
communicate with the mainframe.

2 Legacy systems will be converted using
reengineering  tools, like  Design
Recovery and Mainterance Workbench
fram Intersaly, Inc, These will have the
advantage that they will continue o e
ihe COBOL code that the existing pro-
grammers are famifiar with, New work
will be done using CASE tools with code
generators that produce COBOL code.

¢ Proven technology. The 1BM systems
are widely wsed by many customers
and vendors. Many rmission-critical ap-
plication programs are available on
the market that address a wide variely
ot husiness needs.

Oracle Corp. proposed thal all systems
be converted to use their Oracle dalahase
praduct and ils associated screen and re-
norl generators. They said that such & con-
versian wauld have the following advan
Lages:

3 Over 90 hardware platforms are sup-
ported, This means thatl the company
5 i longer bound to stay with asingle
hardware wvendar, Oracle databeses

and application programs can be easily
moved from one manufaclurer's ma-
chine to another manufaciurer’s ma-
chine by a refatively simple sxport and
imporl gperalion as long as applica-
lions are created with Qracle tools.
Thus the most economical hardware
platiorm can be wsed for the applica-
tien, Qracle will alss access data
stored Inan |BM DE2 database.

0 Integrated CASE tools and application
generators, Oracle has its own Uosign
and development tools calted Designer/
2000 and Developer/2000. Applications
designed with Desinner/2000 can be au-
fomatically created for 3 wide variety ot
terminals or for the World Wide Web,
The same decign can be implemented in
Windows, on a Macintash, or on X-
Windows in UNTX. Applications are cre
ated wsing graphic toals that eliminate
the need for a lanouage ke COBOL. The
designer winrks entirsly with visual pro-
totyping specifications.,

i3 Vertically integrated applications.
Oracle sells a number of common ap-
plications, like accounting programs,
that can be uwsed as budding blocke in
developing a complete system. These
applications could eliminate the nesd
to redevelop some applications.

€3 Distributed network support. A wids
variely of common network protocols
ke SWNA, DecNet Novell and TCRP
are supported. Different parts of the
database can be distributed to different
machines on the network and accessed
or updated by any application. All data
are stored an-line for instant access The
tiala can be siored on one machine snd
the applications can be run on a differ-
ent maching, inCluding 3 PE orworksta-
tion, 1o provide a clienbferver environ-
ment. The -ability to distribute 3
database aliows a large database oo an
expensive. mainframe 1o be distributed
1o a number of cheaper minicomputers,

Datamolion proposed 2 datz ware-
house approach using software tools from
Information Builders Inc. Exisiing apphi-
cationswould be linked using EDA, 3 mid-
teware data warehouss server thal acls
as & bridge hetween the exitling dats files
and the users performing enquirizs. New
applications would be developed using an
application tool called Cactys. The advan-
tages of this spproack are:

w3 Data Location Transparency, E0A
Hub Server provides a single conneg-
tign point Trom which apalications can

aceess multiple data sources anywhere
in the enterprise. [n addition, ustérs can
join data between any supported EDA
databases—|locally, cross-server,  or
cross-platform. Userscaneasily access
remote data sources for enhanced
decision-making capahilities.

O The EDA server can reach most non-
relational databases and file systems
through its SQL translation engine,
EDA also supports 3GL, 4GL, static
SAL, CICS, IMS/TM, and proprietary
databaze stored procedure processing,

Ty Extensive network and operating sys-
tem support. EDA supports 14 major
retwark protocals and pravices protocal
translation between dissimilar networks.,
ED4 also runs on 25 different process:
ing plattorms. E DA servers support op-
timized SQL against any RDBMS, And
the EDA server can autormatically gen-
erate the dialect of SQL optimal for the
targeted data source. 1t Is available on
Windaws T.x, Windows 9598, Windows
NT, 05/2, MVS, UNIX, CICS, VM,
OpenV M S, Tandem, ardd A5/400.

2y Comprehensive  Internet . Support.
With EDA's [nternet services, users
can issue reguests from a standard
Web browser to any EDA-supported
data source and receive answer sels
formatted as HTM L pages,

<} Cactus promotes modern development
methods, Cactus allows the developer
to partition an application, keeping pre-
sentation logic, business logic, and data
access |logic separate. This partitianing
of functignality can oCCur dcross &
large number of enterprize platforms to
allow greater fiexibility in achieving
scalabilily, performance, and mainte-
nance. Cactus pravides all the ioaols
nesded to deal with every aspecl of de-
veloging, testing, packaging, and de-
playing clisntfserver traditional appli-
cations ar Web-based applications.

Dan Is not sure which approach to take
for the future of Gincemous Life
Whichever route he fallows, the technol-
ogy will have an enormeus impact on the
kinds of applications his stall will be abie
to produce in the future ard the way in
which they will produce them, While in-
dusiry trends toward downsizing and dis-
tribution of systems may eveniually prove
te be more efficiont, Dan’s staff does not
have much experience with the new tech-
nofogies that would be regquired. He isun-
cerlam about whelher there will be a sof
ficient payoff [o justify the srganizationa




turmoil that will result from a major change in direction.  Ideally he would like to
move quickly to a modern client/sever systern with minimal disturbance to existing
staff and development methods, but he fears that both of these are not simultaneously

possible,

Questions:
Write an English abstract for this case within 200 words. (15%)

2. What seems to be the reasons for the 1S group not to deliver all the 1S
apphications that users want? (15%)

3. What factors or issues should be considered in selecting a technology platform
for the Ginormous Life Insurance Company?  What will you suggest to the
Ginormous Life Insurance Company about the proposal under consideration?
(20%)




