“ ERP a savior or slayer of enterprise competitivess”

“Sustainable advantage comes from systems of @esivihat are complementary. These
"complementarities” occur when performing one aigtiand gives a company not only an
advantage in that activity, but it also provideadfés in other activities.”

Michael E. Porter.

ABSTRACT

This report will define the concept of the Extendaderprise and explain its relevance to IT
services firms. The report will concentrate on @fghe hottest segments in the extended
enterprise, Enterprise Resource Planning (ERP)Xetmonstrate how the functionality of
corporate IT systems is being extended beyondeheefprise”.

A systemic review of ERP tools and how these t@uks being utilized to the extended
enterprise environments to enable the connectdfitynultiple applications both within and

between businesses has been done.

This research explains the implications of an ER#plémentation, from a business

perspective with its successes and failures, kegythat ERP is not “the magic bullet” that
will give competitiveness to an enterprise. Comparave to be prepared and competitive in
order to take an ERP implementation as a tooliiaprovide sustainable advantages.

Analyzing real life cases of ERP implementatioiscG Systems a successful history and
FoxMeyer Drug’s Bankruptcy a failure of ERP, cafmpheompanies to understand what can
go right and what can go wrong within the ERP ao@ i company will change the way they

do business for ever.
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INTRODUCTION

Enterprise Resource Planning (ERP systems) hasdokgrted by many businesses in the past
decade. These systems have revolutionized the iaegemal ways of doing business by
integrating the business processes, sharing comuate and practices across the entire

enterprise, producing and accessing informatiaa ri@al-time environment.

Organizations have realized important tangible emt@ngible benefits from ERP including
general and administrative, expense reduction, imasmhancement, revenue growth,
improved customer satisfaction, personnel and mé&tion technology (IT). Despite these
benefits, many companies have had serious problempementing ERP systems. These
problems have caused many companies to abandanBR& initiative or implement the

system in a limited capacity.

The main idea of ERP and how companies have seerbeahefits have misled their
implementation, seeing at ERP as a magic way torhecompetitive, and not as a tool that
depends on the way the company uses it. The toohekp companies to become competitive,

or it can also take them out of business.

A loss of control can occur for many reasons whenERP system is implemented,
inadequate project definition, planning and implatagon is one of the most significant

causes for this loss of control.



ERP

1.1Evolution

Its Evolution started in 1960 and until now the letion continues.
1960-70's MRP Manufacturing Resource Planning
1980’s MRPII Manufacturing Resource Planning I
1990’s ERP Enterprise Resource Planning
2000's Extended ERP

The Gartner Group View

MRP ERP eERP
1980s 1990s 2000s
Competitive Focus Manufacturing Enterprise SupplyChain
Enterprise Strategy Inventory Reduction | Business Ricess Revenue
Efficiency Enhancement
Technology Focus Automation Integration Interoperahlity
Process Focus Departmental Enterprise-wide Customer
Alignment Closed Loop Differentiating
Organizational Focus| Department Business Process duuct/Market
Channel

*e-ERP includes the supply chain management withilligions and customers.

Figure No. 4 ERP growing trend

Garther Group (1999) forecast the ERP market daateon would reach USD 20

billion by 2002, divided evenly between revenusenvices and licensing.



1.2 Current trends in ERP

Even through the work of complementing “standardPERs still under way in many

organizations, some trends have already establisieeaselves in the development of ERP:
Recently, ERP systems have expanded their reachhst“front office”, supporting
among other things Supply Chain Management (SCM) @astomer Relationship
Management (CRM). It can be argued that this isedriboth customer demand as
well as by the ERP vendors to desire, to keep evgnowth at continued high levels
while their core market has been saturated.
With the market saturation, ERP vendors are inanghstargeting SMEs (Small &
Medium-sized Enterprise); this is done by simptifigersions of their original systems
or through Application Service Provision (ASP). 38 defined as a form of selective
outsourcing where a third-party organization reaisilable packaged software
applications and related services; predominateyishdone over the Internet.
This discussion concerning both the ROI (Return rOweestment) as well as the
business benefits to the organizations, but theeissf value is complicated

considering the huge impact of ERP on almost atlspat a business.

The market trend

Future ERP Market
The industrial ERP market, which had software amdvises revenues of
approximately $15 Billion in 1999, suffered a shagvnturn and fell to $9
billion in 2001.
Despite the economic downturn, the ERP market mgitlound over the next

five years and grow to $9.5 billion by 2006.

ERP Upgrades

AMR Research surveyed in 109 companies that imphedeERP:
70% have annual revenues exceeding $ 1billion.
85% listed improved ease of use, additional fumetity and improved
collaboration as the primary benefits to an ERPragbg.

Just 13% listed cost savings as the main motivator.

! Study by ARC



1.3Components of ERP

Taking into account “the speed of business chaagddT tools” it is difficult to predict what

is useful today, and even more if it will be foetfuture. Few things are certain for the ERP
business, customers having a new ERP version om#r&et in less time or having new
products that may not be compatible with their #xgsones is a growing tendency. In order
to understand how the ERP is evolving first if ha$e understood how its components are

changing through time, and what is the currentdeaiy of this change.

Components software has been theoretically provesolve many of the issues in question.
The Internet appears to be the platform of choime deployment of ERP components

highlights the possibilities even further, as comgrt software and the Internet together may
be or become strong enough to change even thedtiond of the massive ERP market. This
may change the rules of the game permanently, wdwme existing industry leaders may not

survive such a dramatic changes.

Figure No. 5 Component of ERP




A true integration would have brought technical dfés in performance, increasing openness
and reducing complexity, would have seen R/3 bedhgilt with an integrated web server.
People using a web-browser will naturally use itha same way as they use it on the rest of
the web; mySAP.com is confusing for them as manythef fundamental rules of web

browsing are altered significantly.

1.3.1 Components ERP Tomorrow

The benefits of ERP component software match toomésr business environment better than

the current technology, primarily as smaller unitsleployment will allow customization.

Two tendencies are evolving the new component & .ER
1. The state-of-art client/server architecture is eiaplaced by a more versatile web-
based.
2. As a tendency of failure, it has been seen to stitKbest practice” and rely on a
single software vendor that provides a standardga®
The tendency of today and the near future can bee ® the next graph adopted from
Fan and Stallaert et al. 2000
Figure No. 6 Customized ERP

The software Component Market
SAP Oracle Bann
Logistics Middleware Sales
Accounting HR Assembling
Finance Procurment Data Analysis
% = >

!

Customized ERP system

Loaistic SAF
HR Oracle
Sales Bani

Finance Oracle

Source:META Group’s$nc. Stanford



When coming to a decision of selecting componesttam criteria’s has to be taken into
account:
Applicability should be matched with the needsha& business.
Integration, as the ability to integrated with atkemponents, such as package, built
and legacy systems, taking into account the tintecast of implementation.
Adaptability is important there would not be a $engrganization that will be static in
the present and not even in the future.
Upgradeability is the main advantages of componasthe possibility of incremental

release and upgrade cycles.

The internet is growing exponentially and has ditlabd itself as a platform or it will on the
future, where components can be deployed on, negl&RP as the choice of business for IT

infrastructure.

Ultimately there will be a standard interfaces tb BRP systems, allowing them to be
accessed as easy as databases, when this happemngetitomponents based ERP will be

reality.

ERP Cost
2. ERP Cost

2.1 Cost factors

Modeling the cost impact of an infrastructure mati for an ERP system over a complete
application, infrastructure development and suppfatycle can be done by identifying its

main cost:

Cost of the product, offer by vendors.
The overall cost, Total Cost of Ownership -TCO #&r ERP environment, with the
two main impacts, the first the implementation thatcurs throughout the

development phases, and the second impact is owgrgoists and they usually occur

-9-



during the support phase, this on average in dutiegl8 months after initial ERP

package deployment.

2.2 Total Cost of Ownership-TCO

The total cost of ownership is referred as the @Vepst from the start until the maintenance

of an ERP system.

Only 20% of the companies that have implemented By&ems actually know the (TCO)
Total Cost of Ownership.

TCO is calculated using three-year time frame win eighteen-month average
implementation time and eighteen months of postemgntation support cost.

Normally cost are broken into three categoriesbfmh implementation and on-going support
COsts.

During implementation, similar costs are expendeéach of the three categories. However
after implementation is complete, the balance dft chifts dramatically to infrastructure

during the on-going support phase of the ERP inrta

Figure No7 ERP Contributors by Phase

ERP Cost Contributors by Phase
0/
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80%; 39% - 3%
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Implementation On-going 3 Year TCO
| O Infrastructure O Software O Application Configuration
Source:META Group’snc. Stanford
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With on-going support costs, especially as they mlated to the infrastructure, are a
significant component of ERP TCO. Organizations tnumlerstand, manage, and track these
cost in order to extract value form ERP initiatives

DRIVERS FOR ERP IMPLEMENTATION

3.1 How can ERP improve a company’s performance

In order to understand the attraction of enterpsiggems, as well as their potential dangers,
first it is necessary to understand or to haveoaajlview of the problems ERP are designed
to solve.

The fragmentation of information in large organiaas, every big company collects,
generates and stores vast quantities of data. &t companies the data are not kept in
a single repository, rather the information is spracross dozens or even hundreds of
separate computer systems, each housed in anduodlviunction, business unit,
region, factory or office. Each of these so-calledgacy systems may provide
invaluable support for particular business activiiyt in combination, they represent
one of the heaviest drags on business productilfitthe company’s systems are

fragmented, its business is fragmented.

Costs, maintaining many different computer systdeas to enormous costs, for
storing and rationalizing redundant data, but ewene important than the direct costs
are the indirect ones. If a company’s sales adérorg systems cannot talk with its
production-scheduling systems then its manufaajupnoductivity and customer

responsiveness suffer.

This works that the entire database collects data &ind feeds data into modular applications
supporting virtually all of a company’s businessiaites across functions, across business
units, across the world. When new informationngeeed in one place, related information is

automatically updated.
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This can be explain in one example, lets say a @Gefbased sales representative for a US
computer manufacturer prepares a quote for a cestasing an ES. The salesperson enters
some basic information about the customer’'s reqergs into his laptop and the ES
automatically produces a formal contract, in Gerngecifying the product’s configuration,

price and delivery date.

When the customer accepts the quote, the saldsiteep key, the system after verifying the

customer’s credit limit, records the order. Thetsysschedules the shipment, identifies the
best routing and then working backwards from théveley data, reserves the necessary
materials from inventory, orders needed parts feuppliers and schedules assembly in the

company’s factory in Singapore.

The sales and production forecast are immediat@iglated, and material-requirements
planning list and bill of materials are being cezhtThe sales rep’s payroll account is credited
with the correct commission, in euros and his traoeount is credited with the expense of
the sales call.

The actual product cost and profitability are chdted, in US dollars and the divisional and
corporate balance sheets, the accounts-payableaeswlints receivable ledgers, the cost-
center accounts and the corporate cash leveldlangtamatically updated.

3.2 Technical benefits

Most of the times the technical benefits are camogrwith the long term and the ROI, but
companies should always see if an ERP helps tonatze technical resources across the

business.

Consistent logic application, information and ifeee, creating an IT environment
easier to understand and thus to work in.

Single system, creating an IT infrastructure easienanage.

Avoids to build local own integrated systems, sdnmg involving large cost and
risks.

-12 -



Leverage IS dollar instead of “reinventing the elfie

Forces a process focus approach during implementati

Eliminates the need to maintain version control emterfaces associate with separate
packages.

3.3 Operational

The whole company will be re-organized across mec®perational benefits should be the
most significant through the whole implementatiard &he once that are much easer to
evaluate. If an ERP changes the way of doing bssirne way that it takes its core

competence, there is no use of being linked ifptilmpose of the company has disappear.

Reduction in inventories
Reduction in total logistics cost
Reduction in manufacturing cost
Reduction in outside warehousing
Reduction in procurement cost
Increased production capacity

Improved order cycle time/ accuracy/cost.

3.4 Financial

The benefits on the financial are cannot be thaatgrespecially when the main issue is not
how much benefit will bring to the financial depaant, but more if there is sufficient
resources to cover the cost of an ERP implementatio

Increased shareholder value, before this was meddwy the increase on the stock
price, but not anymore.

Reduced assets deployed

Increase return on equity

Improved cash flow

-13 -



3.4 ERP Modules benefits

These benefits can vary from companies and deperideofunctionality and applicability of
each of these modules:

The most significant modules are:

Inventory Management
Order Entry

Pricing Flexibility
Purchasing

Production management

Beside all the models benefits and despite the aosploes business, the overall benefit is

the connectivity of information.

INVESTMENT AND BUSINESS IMPACT (ERP)

4 |nvestment

Implementation of ERP systems requires a substanti@stment of time, money and internal
resources and is fraught with technical and businiek.

A typical ERP installation has a total cost of ab®L5 million and cost can be as high as to
two to three percent revenues. Installation talets/éen one and three years (21 months on
average), with benefits starting to accrue in aragye of 31 months.

ERP implementations are also known to be unusuaiiicult, even when compared to other

large-scale systems development projects.
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Although ERP systems are packaged software apipiisatthe majority of project cost is
devoted to setup, installation and customizationhef software, services typically provided

by outside consultants such as Accenture or EDS.

4.1 Cost of ERP

The cost of ERP can be divided into technical aadiagerial
Cost of the software
Cost of implementation, consulting firms
Cost of maintenance
Technical cost
Costs may vary depending on number of users, #teeddithe enterprise and detailed of the

software and specific characteristic that can ddperm the vendors and the companies deal.

4.2 Cost of Downtime

The cost of downtime its one of the main cost #taiuld be taken into consideration and it
has been ignore most of the cases. This cost shewddress at the begging of the project.
On average ERP experience a 2.8 hours of unscltedaientime per week and according to
a recent survey of 250 Fortune 1000 companiesSthedish Group reported that the average

per minute cost of downtime for an enterprise aion sis $13000.

Figure No. 9 Cost of downtime

$13000

ERP

SCM

E-commerce ¥ $10000
Internet Banking » $7000
Elec. Transfer $3500
Messaging $1000
0 30'00 60'00 90'00 12(')00 15(')00

Source: Standish Group 2000
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Implementation

5 Implementation of ERP
Implementing ERP requires mayor changes to orgaoimd, cultural, and business

processes.

5.1Reasons for implementation
The most common motivations for implementing ERP:
Need for common platform, with the intent to regl@numerable legacy systems.
Process improvement expected from the implememtatio
Data visibility that could be used to improve operg decisions
Operation cost reductions, as evident by the ngetrged for measuring the success of
the implementation.
Increased customer responsiveness in operations

Improved strategic decision making

There are five major reasons why companies unde Eie.

Integrate financial information

Integrate customer order information

Standardize and speed up manufacturing processes
Reduce inventory

Standardize HR information

i. Key drivers

The main reasons that drive companies to an ERRmgntation are:

Improved Work Process
Increased Access to Data for Business Decisionsrigak
Increased control of work processes by staff

More timely information
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Greater accuracy of information with detailed conte
Improved Cost Control

Increase in customer response time

Efficient cash collection

Quicker response to market conditions

Improved competitive advantage

Improved supply-demand link

5.2Internal factors

The key factor in an ERP implementation is therimaépreparation. Whether or not a project

Is successful depends to a significant extend cadaguate amount of internal preparation.

Know your requirements
No one knows your business better than you do.

o Before calling in vendors, the homework within tirganization is vital. This
will not only prepare to evaluate the vendors argpliaations more
effectively, but will also enable the company td getter utilization of any
system.

Vital Point
Identify all problem areas in the present work ps=
List transaction that seem to require special @siog from the general process, sales
invoices that can not be traced to a sales ordachacould pose a problem in certain
types of businesses
Check the possibility of simplifying procedures adéntify areas of duplication of
effort.
Collect user complaints of the existing system.s€ifg them accordingly, sales and
purchase. This could be valuable source for evialgi@ternative systems.
Collect information regarding the requirements feports at various levels of
management.
If the operations are spread across a region oglak®l, it has to be consider using
one system at all locations, and vendor should liagecapable of supporting the
company at all locations

The present hardware infrastructure available &g tchecked.
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5.2.1 External factors
The new economy and the extended enterprise arekekieexternal factors that have
motivated and sometimes pushed some companiegptermant an ERP system.
A psychological effect also plays an important rofi the ERP implementation, where a

company takes a decision driven by the phenometaainnecessarily by its own needs.

5.2.2 Functions vs. Process
The re-organization of an enterprise around prgcelsanges the way of doing business,

leaving the old functional approach and transfogmitio a process-centric.

Figure No. 12 New organization structure
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Source: Keller et 1995
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5.3Common pitfalls

Many companies find that ERP systems help them rbakier-information decisions, other
discover too late that their purchase has beerdbaséaith than on good judgment, and runs
up ten or even hundreds of millions of dollars xir& costs and schedule delays.

How can manager ensure that their companies bugttliad business case for deploying ERP
systems? Moreover, what can they do to guarantgdhh promised benefits are not eclipsed
by the cost of integration, process redesign, eaidihg? An answer to this can be cost-based

approach to the business case and another onawsare of common pitfalls.

Soft returns, such as revenue or employee prodiyctjains, are neither easy to predict or
under a company’s direct control. The problem iscanmon one in evaluating IT

investments.

In the case of ERP systems, the length of the m&ypariod and the size of the investment
needed in terms of both cash and human resourcks manwise to assess a project on
anything but a hard-return basis. This is not tggest that an ERP system cannot help
company boost revenue, or that employees cannot tesbecome more productive with the
aid of superior MIS (Management information systeriowever, the difficulty and expense
of deploying ERP mean that most companies shoutdagzge such an investment purely in

terms of its potential to cut costs.

Once the company has made as strong businessaraame ERP system and subjected it to a
rigorous sensitivity analysis, how the system stidu# implemented. Company’s ability to
manage complex ERP installations varies widely, @odt overruns and slippage are

common. There are tow main weak spots or two compitdels.
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MARKET
6 Market
Core ERP sales remain essentially flat, but stratgensions keep the market healthy with a

61% growth.

The vendor or the line of business had to be pilynatentified as an integration solution,

including:

Enterprise Application Integration (EAI)
Internet Application Integration (I1Al)

Figure No 13 ERP Market share

Market share ERP

Others 30%

419% SAP Oracle
°

Source: AMR Research
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Figure No. 14 ERP total investment
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Such technical advances mean that companies enlgatheir old ERP system or buying new

ones will gradually come to feel less need to feaifdhe elements from single vendor.

Companies that build existing ERP systems can stittk their original vendors, an approach

that lowers their exposure to risk but leaves #uging, to a cerate in extent, behind the state

of the art. Alternatively, they can use third-paptpducts to extend their ERP systems, with

the original vendors controlling the overall areliure. On the other hand, companies can

combine products from a number of different vendor® a suite of heterogeneous

applications linked by messaging middleware. Algjodhe third approach frees a business

from dependence on a single vendor.
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CASE ANALYSIS & PRACTICAL APLICATIONS

7 Case Analysis

7.1Cisco Systems Cases

Cisco Systems is one the most important succesafgs on an ERP implement with the
internet and since then it has added substantid C&pabilities for customer service and an
extensive portal for internal and customer-orientedwledge management. Even with its
lead, the company never rests: It recently werdufih another round of reengineering key

processes to make better use of available techyolog

7.1.1 Cisco the company

Cisco System, Inc. was founded in 1984; becamei@ubll990, their primary product is the
“router” hardware & software that control Intrargetnternet traffic. The rise of the Internet
made Cisco one of the top companies, a companyh#sabeen growing by acquisitions. With
the rise of Internet technologies demand for Cisgaoducts boomed and the company
started to domain the market.

In 1997 Cisco ranked among the top five compamnmeseturn on revenues and return on
assets, 1998 just 14 years after being founded;oGisarket capitalization passed the $100
billion.

Cisco Revenues at the time of the case

Figure No. 15 Cisco’s Revenue (Case study perioB-Bkplementation)
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Figure No 16 Cisco’s profit (ERP implementationipd)

Until 2000 Cisco Market Capitalization was 153,6Hi@ and Cisco Sales was over 20

Billion.

7.1.2 Cisco ERP implementation case

Initial situation:

Cisco relied on Unix-Based software package to sup{s operations: Financial,
Manufacturing & Order Entry, the system lackedaieility and the ability to expand. At that
point, the CIO knew that they needed a change hexyée wanted to avoid an ERP project.

The first approach used was that each functionséh avould determine when and how it

would be upgraded. This approach did not helple lgrogress was made, up to the point that
the systems had put Cisco out of operation for twerdays. This was the point where Cisco
realized that a simply “Band-Aiding” the system wa going to work; an ERP project was

the only way.

Cisco’s process:

An Investigation team was put together

-23-



Regardless of what they did, it had to be quiclg{Bang) and as simple as possible
(Standardization)
Selecting an ERP Product
Internal Involvement
o Requires people from all areas of the business aontyn
External Involvement
o Strong partnership to help the selection and implaation
0 KPMG became their key partner, because they wers experienced in the
industry
Selecting an ERP Product
o Information search
o Build on the experiences of others.
Decision speed was key due to its emergency.
o Oracle
o Emphasis on manufacturing
Promises: long term development based on the fumatity of the package, this was a
key factor for Cisco’s success. The promise wasonbt on a product in was on the
capability of this product.

o Flexibility since Oracle was close to them

When it was time to go to the board key questiocms to be answer such as cost and time.
The board adopted the decision with a committefl ofonths of implementation and a total

cost of $15 million.
Cisco Implementation Team
Implementing Oracle was done by “Conference Rodwi$?i(CRP), each one was build on
a previous work to develop a deeper understandinigeosoftware and its function, and two
teams were developed:

The first team was focused on getting itself trdiie Oracle using intense immersion

(2 day sessions for 2 weeks)
The “Tiger team” focused on getting the applicasiop and running
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Another team of 40 people was setting all the patars for Oracle over a period of
48 hours

The Goal for everyone was to make the system wattkimtheir area

The final goal of CRP2 was to test the hardwaresaitivare to see if it could handle

the daily load

Final test included a full load by capturing a fdly’s list of transactions and re-
running them on a Saturday

Once the system was running, they realized thaag not able to handle the actual load, it

took 3 month to stabilized the system.

7.1.3 Lesson Achieved

The “Big Bang” implementation forced Cisco to makéngs happened, they did not have
another option, the company was out of businesstlagyl were forced to make the system
work. Time was reduced due to its condition angbiessure.

Personal argument is that other companies woulduset the same tactic, or companies
should not wait to be on this situation to impletan ERP system, a simply mistake on the
process can easily take them out of business,adii® Yulnerability.

What was done right was the execution, strong sugpal the ability to relay on the capacity
of a system and not on the systems promises. Thiker€isco saved cost of implementation,
maintenance and upgrading the system. Howeverethlecost of implementation, was not
what it was expected, because the downtime of yeem was not taken into consideration
and other hidden costs, it assumes that the restilweas $ 39 million without taking into
account the downtime.
What went wrong was:

Training

Immature software

This was Oracle’s first major implementation ofewnsoftware release, so there was a

lack of experience.
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Software did not provide all the functionality Gisequired “off the shelf”.

Many modifications were required.

Lessons learned

When the system did go live, Pete Solvik, Sr VP @@, said: "I wouldn’t say the
company hit the wall, but | would say we had majay to day challenges.” On
average, the system went down nearly once a dalyitumas stabilized two months
later. The origins of these difficulties could bmded to Cisco's task rather than
business process approach. The implementation teasnorganized in functionally
rather than by process. - Reengineering ERP: Bssirferocesses and Personal
Dynamics, May 21, 2001

The project was kicked off on June 2 and went imeJanuary 30, 1995. It succeeded
because of the stature of Cisco. The Cisco IT ,s@fécle, HP, and KPMG dedicated
almost unlimited resources to insure the projectldide completed within Cisco's

time frame.” - Reengineering ERP: Business Proseard Personal Dynamics, May
21, 2001

The urgency dictated implementation on an unrealissis within almost any other

corporate environment.

“I call it a 1 per cent effort that gave us 80 pent accuracy...as opposed to a typical
ERP approach, where you go off for six months, @aretanalyze it to death.” — Solvik
Cisco CEO

Cisco incorporated their existing tasks within theéw ERP system, not framing the

design system within carefully planned, desirectcpsses.

Does it work?

Cisco Systems, San Jose, responded to last sumpeets shortage by making

commitments to buy and stockpile components mobéfere they were needed.

- 26 -



When the high-tech slowdown hit, Cisco was caugitting a big bag of inventory
whose value was shrinking. On April 16 the compémgk a monster $2.5 billion

write-off of its swollen inventory. - IndustryWeeglom, May 21, 2001

Cisco Systems, the oft-described leader in suppédynrcmanagement, took one of the
largest write-offs of inventory in American induatrhistory when it wrote off $2.5
billion in parts inventory in its warehouses. Tlisco case differed somewhat from
the other disasters because Cisco’s supply chamagement system actually worked,
but its managers refused to listen to the systereslictions for inventory, instead
relying on their own somewhat inflated “sense of tmarket.” -E-Commerce:

business, technology, societyaudon and Traver, 2001

The company estimates that its interconnected gugin has led to +$550 million

in savings in 1998. - Carl Redfield, Cisco corper&P of manufacturing, slide

presentation, November 1998.

7.2 FoxMeyer Drug’s Bankruptcy
FoxMeyer Drug’s Bankruptcy is one most significaekample of failures of ERP
implementations, and how using technology to ineeeafficiency in the wrong way has
driven companies to go out of business.

7.2.1 The Company

FoxMeyer Drug’s company was a $5 billion comparng fourth U.S largest distributor of
pharmaceuticals before it went out of business. Tbhmpany’s main systems (Unisys

systems) were becoming inadequate for its growinginess volume, and it needed to be

replaced.

7.2.2 ERP Implementation
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FoxMeyer started its technology project called Bdlt in 1993 and it took place during
1994-1995
Product purchased was Sap R/3 and a warehouse atidonfrom a vendor called
Pinnache.
Anderson Consulting was going to implement the $ystems.
The time for the project was 18 months
It was expected that the project was going to $&¢emillion annually

The cost of the project was $ 65 million

Delat Il was at risk for several reasons:

Customer mandate, the users were not committeldetprioduct, even do there was a
moral problem among the warehouse employees, tle nr@@ason was that the project
threaten their jobs.

Scope and requirements, it was very risky, the @ammwas an early adopter of SAP
R/3 the limit of the system was 10, 000 transasthen the company need 420,000.
Execution, FoxMeyer did not have the necessaryssikithouse and was relaying on
Andersen Consulting, to implement R/3, but alsocihresultants were inexperienced.
Environment, the project had a great dependenampsultants, and vendors, and the

ERP implementation took its core competencies.

7.2.3 Lesson Achieved

Management had the wrong expectations over themj

Having two different vendors for two of the companynost important business
systems was an error on information processing,atided complexity to an already

challenging situation.

The change of management at late progress of thegprdid not help, and this
seemed that made things worst. Loosing managenoenitot, because the manager

did not control the scope of the project.

There is a great risk involved when adopting nesh@logies, especially in a unique

situation that vendors cannot adequately test poiactual use.
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FoxMeyer had to share the risk with the vendorthredconsultants.

There was not knowledge transfer, FoxMeyer needederisure that project
knowledge was transferred to them form the constdtao that they could develop

in-house skills for maintenance of the system dfterconsultants had left.

The lack of management commitment can result inbgept failure.

7.3 Failures of ERP

The growing number of stories about failed or outantrol projects should certainly give

managers pause, before taking the big step.

FoxMeyer Drugs argues that its system helped diriveo bankruptcy.

Mobil Europe spent hundred of millions of dollans s system only to abandon it
when its merger partner objected.

Dell computer found that its system would not f& mew, decentralized management
model.

Applied Materials gave up on its system when itnidutself overwhelmed by the
organizational changes involved.

Down Chemical spent seven years and close to hailfian dollars implementing a
mainframe-based enterprise systems, now it haslel@to start over again on a client-

server version.

A Gartner group survey (Hunt 1999) was carried outl300 European and American

companies and found that 32% of ERP projects werelivated late.
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Conclusions

8 Conclusions and Suggestions

8.1Conclusions

In one hand an ERP system can be a savior andeirottier hand it can be slayer of
competitive advantages. Successful cases show hoamgpany can develop competitive
advantages around IT systems, but failure casealsanndicate how an ERP system can Kill
the company’s actual competitive advantages, thae lbeen develop around a function that

has been eliminated with an ERP implementation.

An enterprise system by its very nature, imposesown logic on a company’s strategy,

organization and culture. It pushes a company tdviall integration even when a certain

degree of business unit's segregation may be imett interests. It pushes the company
toward generic processes even when customized ggesemay be sources of competitive
advantages.

If a company rushes to install an enterprise systeimout first having a clear understanding
of the business implications, the dream of intagratan quickly turn into a nightmare. The
logic of the system may conflict with the logic dfhe business, in this case, the
implementation will fail, wasting enormous sumsmbney and resources, and weakening

important sources of advantages.

For Companies that compete on cost rather thanstimative products or superior customer
service, enterprise systems can raise differeategjic issues. The huge investment required
to implement an ERP at large companies, typicalyging from $50 million to more than
$500 million need to be weighed carefully agairs tventual savings the system will
produce. In some cases, companies may find thatdbyimplementing an ERP they can
actually gain a cost advantage over competitorisateaembracing the systems. They may not
have the most elegant computer system or the nmisgrated information flows and

processes, but if customers are concerned onlywitie, that may not matter.
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It is true that enterprise systems can delivertgmaard, but the risks they carry are equally
great. When considering and ERP implementing, mensageed to be careful that their

enthusiasm about the benefits does not blind tloctiinet hazards.

8.2 Suggestions for future research

The future of the IT industry will move more towargdrovision of services, both technically

and business-oriented. The delivery, managementamitol of content are due to become a
prime mover within the industry.

There is a great area of research concerning IVicesr and its influence on the way

companies do business, and how the IT service geoviinfluence in the way companies are

structured with a need to implement IT products.
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