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Ensuring the ROI from ERP has a Bigger ‘R’ than 7’

It is over two decades now since
Enterprise Resource Planning (ERP)
systems first arrived on the scene prom-
ising a new dawn of business perfor-
mance by integrating the enterprise
through software. However, they appear
to be more famous for ‘business disrup-
tion’ headlines than for business trans-
formation ones. Constantly criticised
for what is known as the ‘four too¥s
-'too big, too slow, too expensive and
too complex;, recent developments have
seen ERP vendors move their solutions
into the cloud, and develop new capabil-
ities designed to analyse ‘big data’ In his
latest article, Sean Culey addresses the
question; ‘can companies actually obtain
a significant, sustained return from their
investments in ERP?’

An awful lot of money has been wasted
on ERP.

ERP systems like SAP are designed to
allow companies to implement a single
system that facilitates the transparent inte-
gration and flow of information between
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all functions within the enterprise, in a
consistently visible manner, replacing or
re-engineering their mostly incompatible
legacy information systems.

It's good business. Gartner Inc.
revealed that the value of the enterprise
software market will total around $120.4
billion in 2012! (approx. €94.4 billion),
an increase of 4.5% from 2011. Topping
the list of enterprise software spending
is ERP software at $24.9 billion (€19.52
billion) making it the largest enter-
prise application market. The largest
player in the ERP market is SAP, who
holds 25.5% market share, followed by
Oracle with 18% and then Microsoft’s
Dynamics with 11%.2

Topping the list of enter-
prise software spending is
ERP software at $24.9 bil-
lion (€19.52 billion) mak-
ing it the largest enterprise
application market.

The statistics show, however, that
the Return on Investment (ROI) for
the vast majority of these ERP invest-
ments is either below expectations or
simply not known. In a study of 14,000
UK companies, Professor Clegg of
Sheffield University,® identified that
only 20% of their IT investments were
considered to have met their objec-
tives, whereas 40% were deemed out-
right failures and the remaining 40%
met just some of their goals. In many
cases ERP implementations have
proven disastrous — nearly bringing
many companies, such as Nike, to
their knees. In fact, research shows*
that after implementation many com-
panies suffer a dip in business perfor-
mance that may take up to two years
to recover from.

This often leads to the system
becoming an easy scapegoat for any
business performance issue that arises.
In ‘The Information Paradox’ John
Thorp® states that often business exec-
utives feel like gamblers in a casino
when making decisions on technolog-
ical investments like ERP. They may
not be winning, but they have seen or
been told by vendors about the stories
of other organisations that have placed
winning bets. Often, they may have
had the occasional win themselves.
So, they keep playing the odds — gam-
bling huge amounts of money on tech-
nology. No wonder some companies
resent paying the significant and ever
increasing maintenance costs for an
ERP system that they perceive they
gain little value from.

The success of an ERP implemen-
tation is more than just considering its
TCO (Total Cost of Ownership) — it’s
whether you are obtaining sustained
ROI (Return on Investment). In the
ROI calculation, if you don’t deliver a
return - ‘R’ - then the investment - ‘I’ -
simply becomes a C - ‘cost’.
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The ERP Perception Gap

One of the major reasons why many ERP implementations
have failed to deliver a return is because they were primar-
ily implemented as a software project, rather than a business
improvement one. ERP implementations may be undertaken
with the intention of being a business re-engineering initia-
tive, but to actually deliver the project and cut through inter-
nal bureaucracies, it comes under centralised I'T control with
IT focused measures of success — measures such as; ‘was the
system implemented on time and within budget? Could people
log on OK? Did it work without crashing?’ The problem with
IT led initiatives is that IT as a function is usually indepen-
dent of the business units — and it is this independence that
causes the problem. The business sees ERP as something sep-
arate from their ‘day job’ — rather than it being the new day
job — and assume things will go back to normal post-project.
The go-live is therefore frequently celebrated as the successful
completion of the project — when in fact it is the start of the
journey, not the end.

In contrast, senior executives measure project success by
business results — such as whether it makes the business more
responsive, reliable or agile in order to gain market share and
profit. This ‘Perception Gap’ (or ‘Trough of Disillusionment’)
leads IT to believe that it has done the job well, but the busi-
ness to believe that it has been short-changed and mis-sold an
expensive ‘silver bullet’ solution that failed to deliver.

The size of this trough can be substantial. If we were, as a
rough calculation, to apply Gartner’s estimated 2012 figures
for ERP investment against the finding that only 20% of imple-
mentations deliver value greater than the cost of implementa-
tion, this ‘Perception Gap’ equates to €15.62 billion per year —
and in the ROI equation that’s a big ‘I’ for very little ‘r’.

Source: Gartner
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A 2011 Aberdeen Group study on ERP¢ usage found that
‘Best-in-Class’ implementations are 35% more likely to have
business professionals accountable for their success, not the IT
department. Without full and thorough input from the busi-
ness throughout the implementation there will be limited own-
ership, and without ownership, there is no accountability. IT is
given responsibility for implementing tools and designing busi-
ness processes that they will never directly use, and conversely
the business has limited accountability for the success of the

ERP project but feels the brunt of any failure.

This issue continues even after implementation. IT depart-
ments have often become another functional silo in the busi-
ness, especially in organisations where their services have to
be procured. This means that the business has to know what
it wants and decide that it is worth paying for, rather than a
more optimal (and cheaper) solution of having ERP process
experts working alongside the business in order to fully under-
stand how ERP can be used to deliver increased business effec-
tiveness or efficiency. The move away from internal ERP /
business experts to out-sourced and off-shore facilities for cost
reasons has also reduced the likelihood that ERP will deliver
substantial business performance improvements.

€ £ One of the major reasons why many ERP
implementations have failed to deliver
a return is because they were primarily
implemented as a software project, rather than
a business improvement one.”

Does IT Matter?

Nicholas G. Carr suggested in his 2004 book ‘Does IT Matter?’’
and famous HBR article ‘IT Doesn’t Matter’® that organisations
are wrong to continue to make large scale investments in IT.
He reasoned that large scale investments in technology (like
ERP) have resulted in ubiquitous, powerful IT, something that
every organisation can own. He reasoned that as every organ-
isation can own this software, it cannot provide competitive
advantage to any individual firm, stating that “as their availabil-
ity increases and their cost decreases--as they become ubiquitous--they
become commodity inputs. From a strategic standpoint, they become
invisible, they no longer matter”.

Fast forward eight years and the commoditisation of
systems like ERP has increased to a greater level than Carr
probably deemed possible. The rise of Software as a Service
(SaaS) has enabled ERP over the internet, increasing acces-
sibility and reducing the cost of ownership even further. The
business can choose between renting out whole ERP suites
or just certain functionality on demand via the cloud, in the
same way as TV and movies can be accessed. Growth has
been rapid as companies see immediate benefits from reduced
capital costs, real-time collaboration, and increased visibil-
ity. This hosted delivery model requires no initial cash outlay
for IT resources, has faster software implementation, on-de-
mand scalability, and improved ROI. SaaS applications have
matured to the point where ‘ERP as a service’ is now a serious
consideration for many companies.

So is Carr right? Do IT systems like ERP make no differ-
ence at all, simply because everyone can purchase them? Well,
yes and no. He is right that simply owning ERP is no longer
limited to those with deep enough pockets to finance the cost
of installing and maintaining it. However, the benefits from
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ERP have never come from simply owning the software (and
never will); they have come from being able to leverage its inte-
grated capability to put better information in the hands of key
decision makers so they can make more informed decisions.
They come by being able to use ERP to effectively enable a
business to execute its strategy, to serve its customers better
and more efficiently.

Technology itself changes nothing — it’s what you do with
it that counts.

It’s not what you do, it's the way that you do it....
There are massive benefits available from the implementation
of ERP software, but yet these benefits are not achieved by
all. As proof of the fact that simply buying an ERP solution
doesn’t deliver the same benefits and competitive advantage, the
Aberdeen Group conducts annual research on the use of ERP.’
Last year’s research shows that the scale of returns from techno-
logical investment varies widely, as shown on figure 2 below.

Figure 2

Definition of
Maturity Class Mean Class Performance

+ 18% reduction in inventory levels

Best-in-Class: ot
Top 20% + 97% inventory accuracy
+ 3.33 days to close a month
of aggregate

- 96% manufacturing schedule compliance
+ 97% complete and on-time shipments
+ 11% reduction in inventory levels

performance scorers

|ndu%try Average: -+ 95% inventory accuracy
Middle 50%
+ 5.98 days to close a month
of aggregate

-+ 89% manufacturing schedule compliance

performance scorers . ggos complete and on-time shipments

Laggard: - 3% reduction in inventory levels
Bottom 30% - 89% inventory accuracy
of aggregate + 7.04 days to close a month

+ 79% manufacturing schedule compliance

performance scorers 86% complete and on-time shipments

Source: Aberdeen Group. June 2011

For example, the bottom sector, named the ‘laggards’ by
Aberdeen, achieved an average of 3% reduction in inventory
levels, whereas the ‘Best-in-Class’ group saw a 18% reduction.
This would equate to millions of pounds more working capital
freed up by a ‘Best in Class’ implementation, compared to a
Laggard implementation. Other differences were:

* 8% more accurate inventory records

* 4 days shorter month end processing

* 17% greater manufacturing compliance to plan

* 11% better customer service through complete and on-time
deliveries

I have been tracking these measures since the mid 2000’s,
and the gap does appear to be narrowing, but it is still substan-
tial nevertheless. But why are the differences so great? If the

tool itself was the key element then surely implementing it
should generate universally similar level of improvement that
Carr alluded to?

Clearly this is not the case.

Jim Collins makes this point in ‘Good to Great''; “you could
have taken the exact same leading-edge technologies pioneered at the
good-to-great companies and handed them to direct comparisons for
free, and the comparisons still would have failed to produce anywhere
near the same results.”

ERP - an accelerator, not a silver bullet

Simply purchasing ERP may not provide sustained competi-
tive advantage, but using it effectively can. As Collins stated,
“technology can accelerate a transformation, but technology cannot
cause a transformation.” ERP should be viewed as an enabler
of excellent business processes, processes designed to effec-
tively deliver value through the execution of business strategy.
However, many find it easier to buy into the concept of tech-
nology being the solution rather than working on the hard task
of developing the cultural, leadership and behavioural drivers
that actually create the transformation.

Many businesses still view ERP asjust an ‘IT’ tool years after
the system went live, utilising it to simply automate the trans-
actional execution of the standard business processes — to take
orders, raise invoices, buy stuff and manage the finances. All
valuable and necessary — but unlikely to provide the required
sea-change in business performance that the company hoped
it was procuring. As the saying goes, automating an inefficient
process simply magnifies its inefficiency.

One area where wide gaps in ERP performance exist
between the Best-in-Class companies and the rest is in pro-
viding visibility into business processes — managing their
end-to-end performance, not just their transactional execu-
tion. The Aberdeen report identified that the Best-in-Class
companies are 25% more likely to use ERP as the mecha-
nism for that visibility.

Figure 3 begins to explain what’s really going on, and why
some companies achieve unexpected levels of high perfor-
mance from ERP and others do not. ERP enables the causal
analysis of why the business is failing to achieve its strategic
goals — but this is irrelevant if;

1. The strategic goals are not known

2. The business is not educated, integrated and measured to

behave in an way that is aligned to the delivery of these goals

3. The data in the system is inaccurate

Other factors are also very important — the user community
needs to be educated on how an integrated system works and
how to develop the discipline needed to maintain it — rather

The benefits from ERP have never come from simply owning the software (and never will);
they have come from being able to leverage its integrated capability to put better infor-
mation in the hands of key decision makers so they can make more informed decisions.
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than just trained on how to execute functional activities. Also,
analysis of whether the team has the skills and capabilities
to exploit the potential of the system is needed to identify
development requirements, clear ownership of the master and
transactional data is required, and the executives need to insist
on the running of business reports from the ERP system, not
from offline data sources such as spreadsheets.

ERP should be viewed as an enabler of ex-
cellent business processes, processes de-
signed to effectively deliver value through
the execution of business strategy.

ERP as a Strategic Enabler

Structure always should support strategy, and not the other way
round. Businesses will not win through simply owning innova-
tive technology; they will win when that innovation is used to
deliver strategic benefits or competitive advantage. The question
is, what is ‘wildly important’ to your organisation and your cus-
tomers? ERP’s focus should firstly be on providing competitive
advantage; creating effectiveness through better demand visi-
bility, more accurate plans, more responsive supply, consumer
insight, better traceability and so on — and then on increasing
efficiency in the processes needed to manage the business.

Technology cannot possibly be the answer if you are unsure
as to the questions.

ERP therefore needs to be viewed not just as a transac-
tional recording device but as an enabler of business strategy.
ERP’s information flow structure and ability to provide cross-
process integration can be a fantastic enabler of strategy, but
only when used appropriately and where the correct inter-
relationships between people, processes, data and technology
are implemented. It can (and should) be used to plan, optimise,
analyse, smooth, sense and respond as well as transact. After
all, the ‘P’ in ERP does stand for Planning.

This involves much more than IT knowledge — it requires a
mix of strong business awareness, knowledge of current best
practice processes and a good understanding of how to apply
the technology to support the strategy. For example, if the

Value Chain strategy was focused around reliability, then the
ERP system needs to be exploited in such a way as to provide
consistently reliable information on all aspects of the end-to-end
Value Chain, such as determining whether customer requests
for product or information can be reliably satisfied.

ERP needs ‘T’ shaped people and teams

The human element is one which can derail the most perfectly
designed system implementation. Significantly more time and
attention is often spent on the technical implementation than
on working with the organisation so that the integrated nature
of ERP is fully understood, the inter-relationships between
the different processes are known, the required behaviours
are clear and ownership for the integrity of transactional and
master data is established.

When everyone understands the end-to-end, integrated
nature of the processes they execute, they will appreciate
how their actions affect (and are affected by) colleagues both
upstream and downstream, and the importance of their role in
the Value Chain. ERP implementations are successful when
this is understood and unsuccessful when silo functions and
silo thinking still exist.

IT needs to become ‘T’ shaped — it needs to retain its tech-
nical expertise, whilst developing strong understanding of
how the end-to-end business processes need to be integrated to
deliver value. It needs to understand the needs of business, the
potential of the system, and how to manage not just the exe-
cution of processes, but also the successful management and
reporting of them. IT’s measures of success need to become
business measures of success — what purpose does IT serve
other than to enable people to more effectively and efficiently
create business value?

I once ran a series of ERP 101 workshops with a large client
designed to help educate the organisation in this subject, and
the reaction at the end of each session was mostly one of frus-
tration and anger — frustration at why no-one had taken the
time to explain this before they went live, and anger at the
lost time spent simply recording past events, the amount of
effort they now needed to expend to fix things, and the missed
opportunity to use ERP to plan and manage the business.

Occasionally however, the organisation simply does not have
the skills to handle the new technology.

I remember the painful experience of working on a global
project where much effort had gone into developing Advanced
Planning capabilities that used complex planning algorithms
and network optimisation tools that were then imposed onto
planners who have previously only used simple spreadsheets —
with the mistaken assumption that they could make such a large
leap in ability in such a short period of time. Their lack of under-
standing of how the system generated results, where they came
from, and the assumptions behind them, meant there was no
willing ownership of them — and a lack of ownership means a
lack of accountability. No one would be willing to accept owner-
ship and responsibility for a demand or supply plan unless they
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understood how it was arrived at. It is no wonder that planners
often create their own ‘shadow’ plans on tools like MS Excel.
Which leads me onto data.

Data is for life, not just for go-live...

Information is the lifeblood of the organisation, and the primary
goal of ERP is to provide decision makers with the information
that they need in order to make properly informed decisions; to
provide a solid foundation of truth. Accurate and timely data can
enable rapid, incisive decision making, whilst poor and inaccu-
rate data slows down everything, creates excess management,
duplication and indecision. Many businesses use tools like
ERP as transactional recording devices — to capture what they
have done, rather than pour their intelligence into the system so
it can plan what they should do. These organisations usually
complain that their ERP system presents information they dis-
agree with, and constrains the flexibility of the supply chain.
They implemented it because they’d heard that it was a worth-
while thing to do. They did not know what to expect and they
feel that the system becomes the master and they become its ser-
vants by having to spend time and effort maintaining data that
they perceive provides little results.

Data is seen as boring and unglamorous, and is therefore
often an afterthought. However, ask any business who has
implemented an ERP system and didn’t understand or appre-
ciate the importance of data management whether they would
turn the clock back and do it differently, and the answer is always
a resounding ‘yes’. Many don’t realise until it is too late, and
then became daunted by the effort involved in playing ‘catch
up’ by cleaning up years of old and inaccurate data, effectively
ensuring that the ERP system is unable to provide any level
of integrity in its operational or management reporting. This
creates one of the most costly of business diseases — uncer-
tainty. A business that suffers from uncertainty in its cashflow,
sales, spending, debt or inventory information usually buffers
to compensate, and this buffer can be very costly indeed.

The diagram on the right shows the how a lack of disci-
pline in data management can quickly result in a system that
is ineffective in its ability to support the business.

Learning to develop the discipline, roles, responsibilities
and key data conformance measures needed to maintain the
optimal level of information integrity is an empowering event
but, like all training, it is worthless unless put into practice.
Best-in-Class organisations are 69% more likely than all others
to have a job role or group dedicated to data management, and
this creates a 91% increased likelihood that they have real-time
visibility into the status of all processes from quote to cash.
This visibility allows decision makers to quickly identify perfor-
mance issues and determine root cause, eliminating the need to
track down individuals and delay the process. This root cause
may well be a process performance issue, such as a machine
breakdown or supplier failure, or a conformance issue such as
a person failing to update ERP with the right information at
the right time. Both are important, impact the bottom line, and
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should be measured. Once the linkage between the executive’s
strategic performance KPI’s and the operational process con-
formance KPI’s is established, and people know their lack of
data discipline could be exposed as the root cause of incorrect
management information, then any resistance to maintaining
data integrity generally fades away. People will understand
that accurate, trusted data frees the business from uncertainty
and empowers rapid decision making, simulation and theory
validation. It also ensures that decision makers are not making
plans or decisions based on out-of-date or invalid information,
but instead are aware of the current state and thus the impact
their decision will have on the end-to-end Value Chain.

Creating an environment whereby data accuracy is held in
higher esteem than data manipulation is also paramount. A
paradigm shift is required here — if the basics of data integ-
rity are achieved through consistent and timely updates, and
the executive team insist on using information sourced from
the ERP system for their reports, then the system becomes the
organisation’s servant — providing all the insight and knowl-
edge needed to control the business.

Big Data
The latest technological silver bullet that is being hyped up by
ERP vendors is ‘big data’ products such as SAP’s HANA. ‘Big
data’ relates to the ability to store, manage and analyse huge
amounts of information within a tolerable elapsed time, and is
now viable using cloud based ‘in-memory’ data storage. The chal-
lenge, of course, is still the mining itself — the unlocking of value.
There exists more technology and data than ever before — but the
same question remains; what do you want to do with it? Do you
have the discipline, the people and the skills to manage it?

The fundamental issue is this — having the ability to
rapidly provide intelligence and analytical capabilities
across the Value Chain still requires people who (a) know
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what questions to ask, (b) know what to do with the results,
and (c) are empowered to do it.

Clothing firm Zara provides a good example of a company
that invests in technology specifically to support the effec-
tive delivery of its competitive strategy. Zara needs a demand
driven Supply Chain with ‘sense and respond’ capabilities that
is highly responsive to consumer tastes, and thus requires the
constant capture, analysis and distribution of demand infor-
mation to the designers so they can determine trends and iden-
tify what is selling and what is not. They need 'big data' to
analyse trends to provide the ‘fast fashion’ solutions they are
famous for. They have developed a responsive and demand
driven Value Chain, supported by their IT systems to provide
responsive demand driven data that enables them to deliver
fashion into the stores quicker and in smaller batches than
the competition. They constantly analyse where technology
can be applied to add future value to this strategy, instead of
buying technology then figuring out how they want to use it.

Conclusion
At the start of this article I stated that a lot of money had
been wasted on ERP. This wasn't because the software was a
waste, but because the powerful potential of this software was
not realised. Does IT matter? Absolutely — but ERP technol-
ogies like SAP can only deliver enormous benefits to those
organisations that realise that they are not a ‘silver bullet’
solution but an enabling tool — and as such need people to
manage and maintain them. Any ERP solution will only
deliver superior results if used to automate superior pro-
cesses that provide insight and information to people edu-
cated how to use this information to deliver corporate goals
and create competitive advantages.

The cost focused trend of off-shoring and outsourcing ERP
support has also, in my experience, dramatically increased the
likelihood that its value is not exploited. The time spent trans-
lating requirements, checking quality and managing the inter-
relationship between off-shore partners, internal IT and the
business, has, in my opinion, increased the cost and complex-
ity whilst decreasing the likelihood of a satisfied business cus-
tomer — compared to a well-co-ordinated injection of expe-
rienced process and ERP specialists directly into the Value
Chain teams.

Ensuring a good ROI from ERP relies on the following:

+ Start with the strategy — understand your customer’s needs,
where competitive advantage can be gained, and how ERP
will be used to enable this. Understand the questions you
want ERP to answer

* Top down support — get buy-in and ownership from exec-
utive stakeholders, and ensure they insist on their man-
agement information being sourced from the ERP system
wherever possible

* ERP education — educate your team to use ERP in order
to deliver tangible business benefits to the organisation —
don’t just train them on which keys to press. Understand

how to manage and plan the business processes using
ERP as much as how to execute them

* Create a foundation of truth — demand consistent, clean,
accurate and timely data, and clearly identify the key
people responsible for its integrity - and then measure them
and hold them accountable for it

This will allow your company to leverage the capabilities
of your ERP system so that you have certainty and visibility
across the value chain, improving competitiveness, profitabil-
ity, and providing a solid foundation for future growth. It will
ensure that your ROI from ERP has a bigger ‘R’ than ‘1’.
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