Developing an ERP Business Case

Struggling with your ERP business case? Does this

sound all too familiar?

GAs we know, there are known known$here are things we know we know.
We alsoknow there are known unknownslhat is to say we know there are
some things we do not knowBut there are also unknown unknowns, the
ones we don't know we don't kncéw.

Donald Rumsfeld Feb. 12, 2002, Department of Defense news briefing

Understanding the cost of a new business system is easy ¢ but knowing the business
benefits; stating and explaining them clearly and accurately can make or break your
business case. Here is some guidance on the knowns and unknowns of the elements
that can form part of your business case.

Developing a business case for a new business system, ERP or otherwise, is a difficult task. It is best if
itcanbeRS @St 21LISR 06& (GKS Sy iANBODIAR VIS ak2 @i SHNMBIINE
definitive guide to writing business cases | hope that you can use some of these ideas to develop

your business case.

What Makes a Successful Business Case?

Typically a business case is a document that will explain to the people that sign the cheques why they
should make the upfront investment to realise greater profits and a return on investment (ROI) at
some predictable point in the future. Simply put, you will after a time determined in the business
case, make more money than you have spent as a direct result of the investment. The investment
has to have a return that exceeds that which may be realised by investing the same money
elsewhere ( typically a bank. Therefore if your ROl is less than what you could earn in interest,
annually, by putting it into a savings accountthen A G Qf f  folSto donvitic@tePeféple with the
money to part with it.

Of course, there are some exceptions to the ROl rule. One of these exceptions is that you have no
choice ¢ new legislation has or is being introduced that means you have to have the new software.
Failing to implement will mean that you will be breaking the law. However, as a contributory factor in
the decision making process for a business ERP system then it is merely that ¢ a contributory factor.
It is likely the business case will have to stand up on its own anyway because you could likely resolve
the legal problem a great deal more cheaply.

Another exception could be a distress purchase. Very rare indeed and | hope you never have to make
this as it will likely be a bad business case. A distress purchase is where your existing business system
has broken and you cannot get it fixed; or that the cost of fixing it is actually more expensive than the
new ERP system. A couple of things; if you are reading this document now whilst poised over a

|—I f— l ' S T R O Neustro Consulting Ltd. @ +44 (0)1530 811400 @ info@neustro.com () www.neustro.com Micmsoﬂ

© Copyright Neustro Consulting Limited. All rights reserved. No part of this document may be reproduced, stored or transmitted GOLD CERTIFIED
BUSINESS SYSTEMS EXPERTS by any means, electronic or mechanical, for any purposes, without the express written permission of Neustro Consulting Limited. =
ESIGN - IMPLEMENT - MANAGE « SUPPOR Fartner



Developing an ERP Business Case Page 2
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not recover from where you are now whatever you do! Taking on an ERP implementation right now
will not be good. It will simply be a system replacement and it is unlikely you will realise the full
benefit of the additional functionality and features it offers as you will bend it to do exactly what you
do now. However, if there is a possibility of a distress purchase then this can be included under the

KSFRAY3 W/ 2aia Qnoreynghislatr2 Ay 3 I yeUiKAY3

Sometimes, if you are a business unit of a much larger organisation, or have been subject to an
acquisition, then you may be told that you will have the Worporate business systemQ  dkéat! If
someone is asking you to make the business case for this and you are quite happy with what you
have got | would suggest that ¥ O 2 NLJ&wdo jusEifQit to you first!

Quantifying the Returns

Apart from the exceptions, such as they are discussed above, all the other elements of a business
case justification will generally fall into one of two groups. These are tangible and intangible.

Tangible means that you can put a value against them and show a monetary return for the
investment. These are good hard facts and will work in a spreadsheet. For instance, if you are going
to save two people off headcount, then you can put the recurring saving of their salaries into the
calculation.

Intangible benefits are typically those that you know will occur but you cannot value. An example

would be that you will YnproveQcustomer service by being able to respond first time to stock
enquiries. In reality this intangible can be turned into a tangible (is the verb to tangilise?). Anyway, in

this instance the ability to respond first time to customer stock enquiries can have ay’ W2 LJLJ2 NJi dzy
value attached to it and it is best in all cases to talk about tangibles benefits. If intangibles exist then

it is best, in my opinion, to place these in the narrative and in the executive summary. However, be

AL NAYy3Id /9hQa 2FGSYy R2yQd GF1S {AyRfé G2 0dza
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enhanced service. But, ultimately all these things must be reflected in the hard facts of either saving

money or making more profit.

Focus on the Tangibles
{2 tSGQa t221 G a2yYyS 2F GUKS GlFy3arofSao

Headcount 52y Qi 06StAS@S GKIG o0& AYLISYSyGuAay3a +y 9
You need to prove and have a detailed plan on how this can be achieved. Headcount savings with an
integrated system are entirely possible. For example, if you currently run a sales order processing
system and a separate inventory management system and need to keep both updated by re-keying
between them, then obviously this will no longer be required, once both systems are integrated. You
should be able to calculate the amount saved by not re-keying each event and aggregating the time
saved into a number of hours that will at some point be equal to one or more full time equivalent
(FTE) roles. Do think about this and ensure that it will stand up to scrutiny; saving 1 hour per day in
an office with eight people will not necessarily allow you to remove a person. It may well be that the
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skills mix means you still need to have the same people. The only way to achieve an FTE saving here
would be to re-train the seven remaining people (which will have a cost).

Inventory Management It is worthwhile taking a few moments to discuss bar-coding. |
FNBljdzSyate O02YS | ONRP&aa odzarAySaasSa GKIG AygdSais
or subsequently, introduce automated data collection e.g. barcode scanners. To some degree |
understand this ¢ it is difficult trying to justify the cost of a new business system alone and looking at
what appears to be a big figure. But taking this approach actually diminishes the benefit of ERP that
can be gained by implementing bar-codingatthed I YS GAYS FyR KIF@Ay3 | WO
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So, considering the benefits in terms of accuracy, speed, relevancy (real-time) and keeping
operatives focussed on what they should be doing and not standing in an office waiting for
instruction, then it seems clear that bar-coding scanners are a must have for any implementation
where there is a moderate or large holding of some kind of stock.

So, if you are implementing bar-coding at the same time as ERP in the warehouse, you will certainly
save money by making greater utilisation of your people. You will also be more responsive to your
customers because you can work in real time.
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By implementing an integrated inventory management module, preferably with bar-code scanning,
you will find that there will be numerous elements of cost savings. These relate to inventory carrying
costs, stock taking and fulfilment costs. [ S U Q &ith Rahloffthese in turn.

Inventory Carrying Costs Take your inventory value, per annum, and estimate your safety stock
percentage that you hold because of inaccurate data ¢ 10% is not an unusual figure (but to be
O2yaSNIBI GA GBS 6 S Qfle; aftdzdnBodugitis imargved thaaMdry SnEnbg¥ment with
bar-coding you will be able to reduce your safety stock by at least half; and according to APICS (The
Association of Operations Management) inventory carrying costs - which include insurance, taxes,
loss, damage, obsolescence and other related costs of maintaining inventory - represent up to 35% of
the value of inventory. So if the annual inventory holding is, say, £5,000,000 and we use a value of
8% for the safety stock then the value of the safety stock will be c. £400,000. If the safety stock will
reduce by 50% due to better inventory management, planning and supply chain optimisation, etc.
then inventory safety stock will stand at £200,000. There are two ways to look at this figure. Simply
having £200,000 of additional working capital would be useful to most businesses, or not borrowing
(the cost of money) £200,000 will save the business interest charges on that £200,000 every year
going forward.

b2g fSGQa | LIWLX & | T dzmiefdsyMdlding acirgtates thé cast oNdSIRmzO A y 3

inventory. APICS, as we saw earlier, suggest that up to 35% is the cost of carrying inventory. This cost
is made up of cost of money, insurance, warehouse expenses, physical handling, clerical and
inventory control, obsolescence and deterioration (writing off or reducing prices) of aging stock and
finally pilferage. L Q f 20% #in§ conservative again) for this example we are discussing and this
would produce further savings of £40,000 per annum. Clearly the greater the starting inventory the
greater the potential savings.

Counting Inventory The next element of the inventory related costs saving relate to stock taking.
Clearly if you are already following the disciplines | am about to outlinethenthS & | @A y 3 &
O2dzy SR Ffaz2 YIS adsaNS @&2dz R2y Qi R2dzof S
your inventory carrying costs.

ERP will typically promote the process of cycle counting or perpetual inventory. This simply means
that instead of relying on annual, semi annual or quarterly stock checks you move to a process of
constant counting ¢ so many inventory lines each day. This will improve your inventory accuracy and
you will be able to rely on one major stock take each year. The cycle counting will be carried out in
normal working hours when time allows and therefore you will gain greater utilisation from your
warehouse people; and save on overtime typically associated with large scale out-of-hours inventory
counts.

Thesaviy 34 KSNB FINBE aAYLX S (G2 OFftOdzZ I 4dSe® [SiQa dal

stock takes. Take the direct costs of the people who will carry out the stock take including overtime.
Some of these costs will be relatively high as they will be management. Calculate the cost per stock
take and propose that only one will be required after implementation. This will clearly, in this
example, reduce the direct costs of the stock takes by three quarters. Also consider that the count
will be more rapid too. Because in the first instance the stock will be more accurate in the first place
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and secondly scanning, if you implement it, is much, much quicker than pen and paper | Y R WRI

Ay LdziQ GSIY

Re-fulfilment Costs Now finally letQlook at the issue of mistakes or re-fulfilment. Re-fulfilment is
when you send out the wrong goods and the customer rejects them. You have to arrange for
collection and delivery of the correct goods. This is an area where a great deal of cost is hidden. It is
worth flushing it out because your new system is going to reduce this. LetQtake an example, where

there are a couple of mis-picks and mis-RSf A S NA S a

supervisor £12 and warehouse operative £7 per hour.

Task
Correcting data entry error
Supervisor time
Picking time
Moving to packing time
Packing time
Packing materials
Re-fulfilment cost per error
Enter return order
Time to unpack
Time to inspect
Moving time
Restocking time
In bound return cost per error
Shipping expense
Cost to ship the order out
Cost to return incorrect goods
Shipping costs per error
Total cost per shipping error

Number of Errors (per month)
Annualised cost

Reduction of errors by introducing new system

Potential savings

-
3
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employment costs for a data entry clerk, to include taxes, employer NIC etc, is £8 per hour, a

Cost
0.67
1.00
0.58
0.58
0.58
2.00
5.42
0.67
0.58
1.00
0.58
0.58
3.42

thith th thth thith(ithth thththtth

25.00

25.00

50.00

th (th |th th

58.83

60

£42,360.00

90%
38,124.00

LX | OS

This demonstrates that the potential savings are, in this example, close to £40,000 per annum.

Take into account too that because the wrong item is sent out you are unable, potentially, to sell it to

another customer. In this event you could also lose sales.
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Sales This is an area where an integrated system that holds accurate inventory, and with the
possibility of putting some of the information currently provided by your internal sales team on-line,
could result in either headcount reduction and/or increased sales revenue.

It is worth spending some time in analysing the calls into and out of your internal sales office. Over a
period of a week how many calls are regarding stock enquiries? How many are pricing enquiries?
How many are to place orders? Can you move the enquiries around your product on-line? Are you
on-line already but in a separate system?

Your new system will allow you to publish your stock, or for your customers to reserve goods on-line
and allow for them to place their own orders and/or call-off stock. By moving these transactions on-
line you will undoubtedly reduce the impact of price and stock enquiries and potentially reduce order
entry (and eliminate re-keying errors). How will you use the benefit? Either reduce headcount or
refocus your internal sales team on doing what it says over the door ¢ selling. For instance, if your
people were able to spend more time selling spare capacity how much could they improve sales by?

The benefits of transacting through web-sites for your customers are clearly useful in both business

to consumer (B2C) and business to business (B2B). The real benefit in B2B of modern open systems is

GKS FoAfAGe G2 I OOS LIBy thHis drfar thht azhishRGuid of aderd fyorh 2 NJY |
customers can be accepted via EDI and XML (both are types of electronic information exchange)

which can be between your system and your customers system. This can clearly save huge amounts

of data inputting time and reduce significantly errors by the elimination of re-keying - and not just at

your end.

A moment to discuss EDI then; Electronic Data Interchange is now a generic term for the sending and
receiving of information relating to orders, deliveries, and invoices, etc. by electronic means.
Typically and historically this has been via a third party, a service broker, which charges by the
transaction. Nowadays it is possible to do this with the customer or supplier directly. When we talk
about EDI here we are referring to the generic term.

Try and identify how many customers you could work with in this way (typically they will have a
modern ERP system already); look at the volume of transactions they are making and calculate the
savings in headcount or additional sales that can be made by redirecting efforts.

| SNB Aa | Wa fob deknla®indistyyithlatys Hsadaoct uSng EDMarfd you currently R 2 y Q
then clearly you are giving yourself an opportunity to go head-to-head with your competitors that

have been using this technology for some time. If the industry does not have a culture of using EDI

then you could gain competitive advantage by offering such a service. Furthermore, trading
relationships based on this level of integration provide a strong disincentive for customersto WF £ A i Q
between suppliers.

Even if you have been using EDI for some time there is potentially some cost savings to be made by
moving to a different platform. Traditional EDI relies on a service broker to relay the messages
between parties which likely comes with a not inconsiderable annual bill. With modern ERP you may
have the opportunity to move to a different method utilising the internet and, into the bargain, gain
greater utilisation of the bandwidth you are probably already paying for.
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Purchasing The benefits outlined above on the demand side are also applicable on the supply
side. EDI can deliver significant financial benefits by removing the need to key, print and post/fax
purchase orders. Will this apply to you? Again it depends on the industry you are in and the supply
chain partnerships.

ERP can also offer opportunities for saving money in a couple of other areas of purchasing. The
introduction of a purchase requisition process to a company that has not had a formal approach
before can lead to cost savings by identifying the best value supplier and also by reducing and
eliminating rogue purchases. What is the value of your stock or consumables that are not needed
and have merely been purchased because of unauthorised buying? A feature of good ERP is a
workflow system. In context, this allows the ERP system to direct purchase requisitions to members
of your team with the authority to approve or decline the purchase. These people will have a more
tactical view of purchasing needs and will undoubtedly improve the overall management of
purchasing. Value here is realised by ensuring that a greater volume of purchases go out to tender to
achieve lower pricing and that control is given to the purchasing department. Take a look at the fact
& K S §ligrosoft Bynamics AX20@ dzND K 8 S w Suiwdzheiisirdicdng fycd sBeetd.abbx for
a greater insight as to how purchase requisitions could work for you.

Manufacturing If you are a manufacturer then there are likely to be more savings to be made or
KAIKSNI dziAtAalidAzy G2 o6S 3JLAYySRe {SS Y& LI L
http://www.neustro.com/whitepapers.aspx to see how planning can be improved.

By moving to an ERP system with integrated planning you will undoubtedly bring together two
RSLINIYSyida GKIG 2FG4Sy 62N F3AFAyad St OK2y2q0KS
agree? Let me make my case. The Sales 5 S LJI NJi ¥n&s yhiiifd &e to sell as much product as
possible, generally profitably, to as may people as possible. This means that they will offer short

leads times, be happy to shift production around, take on rush orders and generally bend over
backwardstoensdzNBE & 0 A&aFASR Odzai2YSNBR® LQY y20G &adza3s
hand has to concentrate on getting the best utilisation from machines and people. This is achieved by

having good knowledge of the production process (more later) and by having a stable and well

formed plan. In some companies there is a conflict between the two and it leads to the planning
function, in some cases, reporting to commercial/sales and then operations at different times in an

effort to resolve this conflict.

With an integrated system | would propose that planning becomes a great deal more visible and that
by utilising sales forecasts, master production scheduling and material requirements planning with
defined time fences and planning rules everyone will reach a common understanding of what the
business can achieve, profitably. This planning with better rules will lead to a reduction in overtime
and may lead to more efficient planning in terms of line up and sequencing.

If you are in a line of business where there are short runs of multiple projects it would also be worth
considering real time shop floor data collection. This will enable you to see where things are going
wrong in terms of running behind schedule ¢ and taking corrective action and where things are going
right and capacity is becoming available by completing jobs sooner than planned.
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An important feature that you can utilise in this situation is job by job costing and performance
measurement and taking the opportunity to adjust your standards as hard data comes in. This again
will lead to more realistic planning, and achievable targets.

In summary, overtime reduction and improved machine utilisation are elements you can include in
your business case.

Finance If you are reading this document | hope that you are either a) working in the finance
department as a senior manager or director or b) going to be developing the business case with A.

Without the support of Finance function it is very difficult to get the business case looked at seriously
by the rest of the business. More importantly | believe that Finance is genuinely looking across the
whole business to control costs and improve profitability. | have no doubt that Finance will easily
identify savings within its own department. Simply by having a modern system that can manage
accounts receivable more elegantly, with integrated reminders for instance, will have the potential to
reduce debtor days. Debtor days means less working capital and therefore less cost of money.

Other areas to identify efficiencies will be with the integration between modules that allows for the
reduction of re-keying between systems. The preparation of monthly accounts will become easier.
The easy production of ad-hoc reporting requirements should also reduce the drain on resources.

Technical LT @2dzQ@S y SOS b aebzyrvividgvoh a idSoF 2epddy systems,
spreadsheets and manual processes then, on the face of it, the technology around your new ERP
system is going to seem very expensive indeed. However, take a step back and examine your
processes very carefully and try and put a cost on them. There may be opportunities to reduce the
use or eliminate some of the systems you are currently using. What are the costs of maintain and
supporting your legacy systems? What are the costs of using carbonless forms in triplicate? What is
the cost of hand-faxing or posting every order acknowledgement?

The chances are that if you are looking at a replacement ERP system you have reached the end of life
of your old one and its associated equipment. The goods news is that a like for like comparison of
costs should show some savings between what you are running now and what you will run with your
new systems. This assumes that you are actually paying for maintenance now on aging equipment!

The truth is that computer hardware ages and typically after 3 to 5 years warranties expire and
maintenance costs begin to shoot through the roof. This reflects that as machines become older and
parts obsolete the cost of repair goes up. Bear in mind though that between technology refreshes
the cost per byte of memory drops and the cost of storage also drops too. You always end up getting
a great deal more value for money.

Consider too, newer technologies such as virtualisation; a technology that allows you to run several
different programs on the same box and proves to be cheaper in both terms of hardware and the
power it takes to run them (visit www.neutecs.com/virtualisation.aspx for more details).

There is nowadays another option entirely and that is to not own any hardware at all. For a monthly
fee you can gain access to a secure hosted service. This means that you will have access to the
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software you need on appropriately housed servers at a monthly operational expenditure cost; not
capital expenditure. This can be for some or all of your hardware and software. By doing this you
may also save the cost of housing and looking after your equipment in house.

The Cost of Doing Nothing and Cost of Delaying

These are two very important statements and can contain both tangible values and intangible
statements. The cost of doing nothing is the value of keeping your current systems and the cost of
the benefits not realised. Though this appears to be one and the same thing as the business case
itself it is worth stating that not proceeding with a project with a good business case means that you
are missing an opportunity to reduce costs and make more profit. Furthermore, it could be that not
doing anything in a marketplace where your competitors are doing something may lead to a loss or
degradation of competitive advantage ¢ if you currently have one.

Earlier | talked about the cost of doing nothing in relation to distress purchasing of a business system.
If you are currently running on unsupported hardware, software or are not protecting your
information assets appropriately then the cost of doing nothing could be very serious indeed: maybe
the end of the business. Imagine how the business would cope in the event of a failure of your
systems? Could you take orders? Could you get your receivables in? Could you manufacture and
ship? These if appropriate are very powerful arguments for the investment in a modern, well
supported and secure business system.

Sometimes the company will commit to the project but then delay, and keep delaying the start of it.
This is bad for a number of reasons; firstly it is likely that you will have stoked up a great deal of
expectation within the business and any delay will dampen that expectation and potentially lead to
cynicism. Secondly, each day of delay means that you will not realise the benefits as outlined in the
business case. Consider taking the annual benefits you are aiming to realise in your business case and
calculate the daily value of the benefit. This will give you a cost for each day of delay.

Paying For Your New ERP

Despite the credit crunch there are still people out there that are prepared to lend money and
finance your entire ERP project. This could encompass all the costs, including hardware, software and
consultancy for your implementation. Further, it is possible, for a single monthly fee, to include
annual maintenance and support; and helpdesk cover too.

Look at what the vendors you shortlist have to offer in terms of financing. Microsoft, for instance,
can fund your entire project and offer additional incentives to do so. One of these is a 6 month
payment holiday; allowing for your implementation to take place and begin to return benefits before
beginning to pay for it. Another incentiveisl WOl a Kol 01 Q 2 FFSNJ Slpfahe O £ S
ERPWLIIZNDKI ASQT 3IAGAYy3A @&2dz Y2y Seée Ay (GUKS o6lyl oST¥
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Without doubt hard times are here. And UK manufacturing is more than familiar with such times and
working through them. If you consider the benefits that can be accrued by implementing a new
business system with the options for getting it live at a very reasonable cost then now is the time to

get the project underway. Your business case can prove that the prudent thing to do is invest in your
business now. Good luck!

Martin Roberts
Director
Neustro

For other papers and information relating to ERP selection and implementation visit our knowledge
base at: www.neustro.com

About the Author: Martin has worked as an IT consultant for Deloitte and Touche and also as the Eurc
Director for Mondi Packaging, a division of the FTSE listed company, Anglo Anideidsas been involved il
implementing IT strategies across lamgrganisations including ERP rationalisation.

About Neustro: Neustro are the business systems expertigsign, implement, manage and suppdér for
businesg from email to ERPFrom oneoff projects to a complete outsourced servidéeustro are spealists
in Microsoft Dynamics AX and Infor Baan.
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