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Enterprise resource
planning—driven redesign

In the 1990s many companies installed off-the-shelf applications from a variety of
companies, including SAP, PeopleSoft, Baan, J.D. Edwards, and Oracle. Initially,
these vendors stressed that they sold applications that performed certain common
tasks that companies faced, like those in accounting, inventory, and HR. Later, in
response to widespread interest in business process improvement these same com-
panies began to reposition themselves. They developed templates or blueprints that
showed how groups of their modules could be linked together to create business
processes. In line with this transition people began to refer to these groups of appli-
cations as enterprise resource planning (ERP) applications, and recently some have
added customer relationship management (CRM) applications and manufacturing
applications. In essence, the vendors introduced a layer of enterprise application in-
tegration software or workflow that allowed companies to specify or modify the flow
of control from one ERP module to another.

One leading advocate of this approach is Thomas Davenport, one of the con-
sultants who had kicked off the business process reengineering movement in the
early 1990s. In 2000 Davenport wrote Mission Critical: Realizing the Promise of
Enterprise Systems. He argued that a packaged application approach allowed com-
panies to integrate and improve their software systems. He was careful to qualify
his argument and say that the use of software worked only within a broader busi-
ness process architecture, but when implemented in such a context Davenport be-
lieved that packaged applications could help a company to rapidly integrate diverse
processes.

In the course of the last decade or so J.D. Edwards was acquired by PeopleSoft,
which was in turn acquired by Oracle. Meanwhile, Microsoft entered the market and
began developing packaged software for smaller companies. In 2004 all the ERP
vendors combined made around $50 billion. In 2018 SAP, the largest ERP vendor,
earned a little over $26.4 billion. Obviously, the ERP market is much larger than the
early business process management suite (BPMS) market. At the same time, how-
ever, many companies are unhappy with the installation problems and maintenance
costs of their ERP software. One of the major drivers of BPMS development has
been the hope that it will make it easier to manage ERP. Thus, although BPMS is
just beginning to gain momentum, it seems likely that in a few years ERP and BPMS
vendors will find themselves merging or competing to offer companies more flexible
business process solutions.
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Processes, Packages, and Best Practices

Vendors such as SAP, PeopleSoft, and Oracle often refer to their applications as
“best practices.” They argue that they developed their modules after studying what
worked best at several companies and that the modules represent very efficient
ways of handling the processes and activities they support. In fact, of course, these
modules represent “average practices.” In many cases they are an advance on the
applications that companies had before, but once a company decides to use SAP,
Microsoft, or Oracle modules in their HR department, then their HR processes will
be the same as those of their competitors who are using the same modules from
these same vendors.

Compared with the business process improvement approach we have advocated
throughout this book the use of ERP applications occurs in reverse order. In effect,
you begin with a solution—a new inventory application from SAP—and proceed to
modify your existing inventory process to accommodate the inputs and outputs of
the new inventory application. It is still possible to begin by analyzing the existing
process, substituting the new SAP module or set of modules during the design phase,
and then making the adjustments necessary to use the modules effectively. But the
heart of this kind of ERP redesign effort is to accommodate the way your company
works to the ERP application and not the other way around.

We think ERP applications represent a reasonable approach to improving a wide
variety of business processes. If the processes are easy to automate and add little
value to your overall business, then there’s no reason why you shouldn’t simply rely
on efficient, average solutions, and focus your energies instead on core processes that
do add significant value. Let’s face it, managing payroll deductions or handling an
office inventory database are enabling processes that need to be done, but they rarely
add anything to the bottom line.

The problem comes when companies try to use ERP applications for tasks that
are not routine and decide to tailor them to better fit with the way their company does
business. The various ERP applications are essentially database applications; they
manage database operations. Each of the ERP vendors has its own favorite database,
and it’s very hard to modify the internal workings of ERP applications once they are
installed. If your company acquires a payroll application and then decides to tailor it
you will find that the value of buying an off-the-shelf application diminishes rapidly.
Moreover, the maintenance costs will rise in the future. When new versions of the
ERP application are released they won’t work at your organization until the new
ERP modules are modified to match the previous modifications you made. If you
find yourself considering ERP applications, and simultaneously planning to make
lots of modifications in the ERP applications you buy, you are probably making a
mistake. If the process is really a routine process and adds little value it’s probably
better to change your workflow and use the application in its standard version. If you
really can’t live with the vanilla version of the ERP application, then you ought to ask
yourself if you really want to buy an ERP application in the first place. (We’ll return
to this problem later in this chapter.)
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There are vendors that sell applications or develop applications that offer more
flexibility than standard ERP application and in the long run don’t cost as much if
you want a highly tailored application or know you will want to change the applica-
tion frequently. On the other hand, of course, these applications will probably not
integrate with other modules as well as the standard ERP modules do, and that will
add to the cost of more specialized applications.

ERP vendors have recently experienced problems as companies have begun to
rely more on the Internet. Most ERP applications were designed to be self-contained
systems, tightly linked with and relying on a proprietary database management sys-
tem. ERP systems were not designed to support distributed data management. Most
aren’t especially good at working with other ERP applications, and they were totally
unprepared when companies began to want to integrate applications into web portals
or into supply chains that communicated over the Internet. In the past few years most
ERP vendors have redesigned their systems and have begun to release new ERP
applications designed to communicate via the Internet. In most cases, however, this
adds another layer of complexity to the problems of integrating applications into
e-business systems.

A Closer Look at SAP

Let’s take a closer look at SAP, the dominant ERP vendor. SAP provides overviews,
which it calls business maps, of processes that it offers in a number of industry-
specific areas. Specifically, it offers business maps, or what we would call process
architectures, in each of these areas:

Discrete industries

e Aerospace and defense e Engineering and construction
e Automotive e High tech

Process industries

e Chemicals e QOiland gas

e Mill products e Pharmaceuticals

e Mining

Financial services

e Banking e |nsurance
Consumer industries

e Consumer products e Retall

Service industries

e Media e Telecommunications
e Service providers o Utilities

Public service

e Health care e Public sector

e Higher education and research
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SAP telecommunications business architecture
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FIGURE 16.1
SAP telecommunications business architecture.

Figure 16.1 illustrates one of SAP’s business maps. In this case we have illustrated
SAP’s telecommunications business architecture. On the left side SAP lists the func-
tional areas or in some cases large-scale business processes. On the right, in each
row, are the processes included in the general category listed on the left.

Thus one functional area is service assurance, and there are four SAP processes
under that function heading: service agreements, customer trouble reporting, cus-
tomer trouble management, and trouble resolution. Figure 16.2 shows the specific
SAP components or application modules that are used to implement (automate) each
process.

Notice that, although the various components have different names, they often
have the same component number. This suggests that the components are in fact
subcomponents or modules of larger SAP applications, or that they rely on the same
database for stored information. As we suggested earlier, SAP has reengineered its
software applications to move them from a client—server architecture to a component
architecture, and the original design often shows through.

We illustrated SAP’s telecommunications business architecture so you can
compare it with the eTOM business framework developed by the TeleManagement
Forum, which is pictured in Chapter 4 as Figure 4.25. The eTOM architecture was
developed by a task force of telecommunications managers and uses terms that are
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SAP telecommunications business architecture
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FIGURE 16.2

SAP components used to implement the four processes under service assurance.

probably more familiar to those in the telecommunications industry. The SAP ar-
chitecture was also developed by a telecom industry group organized by SAP. The
resulting framework uses more generic process names since it relies on existing SAP
modules whenever possible. In addition, keep in mind that the eTOM architecture
was designed to describe a set of processes that might or might not be automated
at any given telecom company. The SAP architecture, on the other hand, only lists
software components that SAP sells or plans to sell, or that an SAP-associated ven-
dor sells. Each software component may be entirely automated or it may provide
user interfaces, so that employees can use interface screens to monitor or control the
processing undertaken by the component.

Figure 16.3 illustrates a different SAP business architecture—in this case the
architecture for insurance. Notice how similar the lists of functional areas or large-
scale processes are. Also, notice that functional areas near the top and bottom of the
diagram describe processes that are very similar to those listed on the telecommuni-
cations business architecture in Figure 16.1. Once again, the insurance architecture
was developed by industry representatives in conjunction with SAP, and as before it
relied on standard SAP modules whenever possible.

If a company decides to work with SAP the SAP representative provides the
company with a detailed description of the SAP business architecture and the pro-
cesses making up each component and asks the company managers to choose which
they want to use. Once a company has chosen the modules or processes they want
to acquire they can tailor them by changing names to match the terminology already
in use at the company or by changing the actual processes themselves to conform
more closely to practices at the specific company. It’s especially difficult to link SAP
components to other components that you use at your company, or to mix modules
from more than one ERP vendor.

Tailoring also takes quite a bit of time. More importantly, once an SAP process
is tailored it’s harder for the company to use new SAP updates. Before the company
can install the updates the company must first tailor the updates to match the existing
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SAP business architecture for insurance companies.

SAP modules you have already tailored. The cost of tailoring SAP applications rap-
idly eats into the cost savings that one hopes to get when one buys off-the-shelf soft-
ware, and raises maintenance costs. A company gets the best buy when it acquires
SAP modules and uses them without tailoring, or creates add-on modules that don’t
change basic SAP modules.

SAP is in the business of selling processes or components that are very similar.
They have created some unique modules for each industry, but overall they still rely
on the initial modules they introduced in the 1980s, which include core accounting,
inventory, and HR functions. There’s nothing wrong with using standard modules,
but any business manager should realize that many competitors are also using SAP
modules. Thus using an SAP process doesn’t give a company a competitive edge,
but simply provides the company with a clean, modern implementation of a software
process.

So far we’ve looked at the business architecture view of SAP processes. Once
you have settled on a specific component you can obtain a more specific process
diagram. SAP uses diagrams from the ARIS product of IDS Scheer, which is
now a division on Software AG. (The founder of IDS Scheer, August-Wilhelm
Scheer, is a software engineering theorist who has written several books on busi-
ness process modeling and software development.) Software AG’s annual confer-
ences titled Process World 200x are major events in Europe and North America
and provide a good overview of the ERP-driven approach to business process
improvement.

Figure 16.4 provides a process diagram of a process used by a car retailer. The
diagram begins at the top of the page and flows down.
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SAP/ARIS diagram of a new car sales process.

The rectangles with rounded corners represent activities. The six-sided boxes rep-
resent events or decision outcomes that occur during the process. The small circles
represent decision points or describe the logic of a flow. Thus the circle with * rep-
resents AND. If two events are joined by an AND, then both must occur before the
next process can occur. (The circle with XOR inside represents exclusive OR, which
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means that one or the other must occur, but not both.) The person or department
responsible for the processes appears at the right in an oval. On the left, in thin rect-
angles, are documents that are accessed, modified, or stored in a database.

SAP is widely used, and thus there are lots of programmers who understand and
use ARIS process diagrams like the one shown in Figure 16.4. In addition, ARIS sup-
ports a number of other diagrams, including one that has swimlanes and is more like
the diagrams we have been using in this book. The diagram in Figure 16.4, however,
is the standard ARIS process diagram.

Figure 16.5 presents the same information that is shown in Figure 16.4 using the
process diagram notation we have used in this book.

As can be seen in Figure 16.5 there is a clearer distinction between events that a
customer performs, documents that are inside the sales system, and events that define
the flow of information in the process. By simply scanning along a swimlane, one
can quickly see all the places the retail dealer interacts with the customer. Similarly,
using other swimlanes one is provided with a better idea of who is responsible for
which activities. Note that all the activities pictured in Figure 16.5 are mixed em-
ployee/IT activities. In other words, in each case an employee must enter information
into the sales database from a personal computer.

We have omitted most of the logic flow notation. In some cases we show two ar-
rows arriving at a box. Our diagram does not tell us if both inputs are required, if either
one is sufficient to start the process, or if both are required before the process starts.
We could easily add this information by inserting symbols inside the diamonds on our
Business Process Model and Notation diagram. Most managers making a high-level
process diagram don’t care about this level of detail, but this is definitely an issue that
software developers must resolve before they can develop software. However, they are
issues that managers often ignore when they are defining business processes.
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Uy TS
Teceived i
Y. X. . N Sales order Delivery is
Inquiry Customer | H Sales order - rejected. released
Sales area processing quotation >} oroweseing T Rejection is (Delivery note )
processing H transmitted to Auto delivered to
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created from is valid ‘With quotation
El inquiry ref. received
Sales
system / ) Acknowledge Customer
Database Quotation Purchase order ment sent to invoice
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center area i Delivery
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Delivery is Invoice is
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processing I >@
department H  Invoice is
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FIGURE 16.5

Retail car sales process in our notation.
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The process notation used in the SAP reference model by ARIS is designed to tell
its users more about control flow between processes. On the other hand, it doesn’t
emphasize the relationship between the process and the customer, or make it clear
who is responsible for what activities. As a strong generalization the diagrams we
use are better for managers who want to analyze and design business processes. The
diagrams produced using ARIS methodology are better suited for software develop-
ers tasked with implementing a system that relies heavily on the management of
documents that reside in SAP systems.

Figure 16.6 illustrates another type of SAP diagram. In this case an e-business
process that relies on the Internet to pass information between three parties—cus-
tomers, an insurance company, and companies that repair cars—is illustrated. The
processes or activities are shown in six-sided boxes. The flow is indicated by the fact
that some boxes abut others.

SAP calls the diagrams shown in Figure 16.6 C-business maps, which stands for
collaborative business maps. In essence, this is a special kind of ARIS diagram to
illustrate simple e-business interactions.

SAP insurance C-Business Map: Loss notification and automated claims handling

This C-Business map is designed for the insurance industry. It shows how three parties—a customer, an insurance company and a service
provider—use the Internet to exchange information about an insurance claim. The map shows h the benefits of collaboration. Efficient and
pro-active claims management reduces claim expenses and enhances customer service. These benefits save time and money.

Value Business Business Value
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the customer Call and feport
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Complete overview of
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From2to4 Cost benefit and time-
weeks? saving procedure for the
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Differentiate against

competitor Better use of

resources

Create cost estimate

Demand aggregation Approve repair work Opportunity for
cross selling
Control of all service . . Carry out repair work
. Track claim pra n Y P
providers ack claim processing and send bill
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required except a
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web browser
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media in claim resolution and close claim

DM 422 on  Reduction in claim

average? incidental costs by way of
active claim management
FIGURE 16.6

SAP C-business map of an Internet-based auto claims process. *German insurance
company; ®Diebold deutschland GmbH.
From SAP diagram of an insurance process.
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What we like best about Figure 16.6 are the business benefits and value potentials
that SAP includes on the right and left sides of the basic diagram. In essence, SAP
lists reasons why specific activities will save or make companies money. When they
have specific data they indicate them as a value potential, and usually add footnotes
to indicate the source of the data. Thus, in the example in Figure 16.6 we see that
SAP predicts that approving auto repairs online will result in cost savings, and sug-
gests that Diebold Deutschland saved 40% of the cost of the activity.

All the business architectures and C-business maps are available at http://www.
sap.com (SAP’s website). SAP offers collaborative business maps in CRM, supply
chain management, product life cycle management, e-procurement, marketplaces,
financials, and HR. The kinds of benefits SAP lists are most reliable when a company
implements a standard process. Little data are available on the more industry-specific
processes, which emphasizes that the ERP-driven approach is usually best employed
when a company wants to automate processes where the logic is relatively simple
and where the processes don’t add much strategic value.

Implementing an ERP-Driven Design

In a review of ERP implementation efforts the Gartner Group argued that the most
important thing is the training of end users. This follows directly from the nature of
the business process redesign efforts that are driven by ERP applications.

In essence, you begin with an architecture and choose components to use. Then
you turn to specific process sequences and choose specific activities to implement.
As a result you have selected a whole set of processes and activities that you intend
to install at your company with a minimum of changes. Some activities will be fully
automated, but most of the activities you select will require that employees learn to
use interface screens on PCs to enter or retrieve information from the SAP databases
that form the core of any SAP system. That may sound simple, but in fact depending
on what your employees are doing now you will need to teach employees an entirely
new process.

Consider an auto dealer that used a less sophisticated system. The salespeople
talked with customers and eventually filled out a form, which they then used when
they phoned to see if a car with the desired characteristics was available. At some
point, assuming the car was available, the salesperson would negotiate a price and
then take a brief break to get the manager’s approval of the deal being struck. The
order in which the salesperson performed those tasks and the verbal exchange
with the customer, while all the details were being attended to, was probably
quite specific to individual salespeople. Once the SAP system is installed our
salesperson is going to have to learn to carry on his conversation while entering
information into a computer. The SAP system assumes that the manager approves
online and that the supplier determines the availability of the car online, and so
forth. It’s probably going to take quite a bit of training before the salesperson
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feels comfortable with the new process. And the auto example is relatively simple,
since it largely follows the sales process already used in auto retail showrooms.
Other processes that rely on the use of databases can rearrange the steps in an
established process in a much more confusing manner.

SAP is not the only ERP vendor that offers architecture and business process
diagrams. Oracle and Microsoft both have something similar. Figure 16.7 illustrates
a process map developed by Siebel and IBM to show how Siebel’s CRM software
could be organized with IBM’s BPMS WebSphere software.

Most companies begin with an analysis of their As-Is process. Then they “over-
lay” the ERP modules they intend to install, eliminating the subprocesses and activi-
ties that the new ERP apps will replace. What one obtains is a new diagram with lots
of disconnects. Interfaces to the ERP applications are PC interface screens (links to
database documents). The trick is to create a new To-Be diagram that ties each of
the existing activities that remain to ERP modules that have been inserted. Once you
have done that you need to review which employees will be doing what tasks and re-
vise job descriptions accordingly. And then you must provide the training necessary
to ensure that people can do their new jobs.

One technical problem involves the “translation” of diagrams. We recom-
mend using the types of process diagrams we have introduced in this book.
These diagrams make it easier for managers to see how processes work and
who is responsible for what activities. Thus to “overlay” a set of SAP activities
you need to do a translation of the SAP diagram along the lines illustrated in
Figure 16.5. This probably isn’t something the redesign team should attempt,
but something that the facilitator or someone in the IT department should be
able to do for the team.

Figure 16.8 illustrates a sales order system that relies on two different ERP mod-
ules. The ERP Sales Quotation application is essentially an application that checks
an inventory database to determine whether ordered items are in stock. The ERP
Sales and Distribution application is an application that creates a printed bill of lad-
ing. The sales order system is an automated system that could be on a company
portal, or it could simply be an application that is accessible online to retailers who
sell your company’s products.

In this example we’ve shown some of the activities that occur inside each ERP
application. In most cases we would simply have a single process box to indicate
each ERP application. The people working on the process really don’t need to know
exactly what goes on inside ERP applications. What they need to know is what inputs
they need to make, what outputs are made, and who has to process the inputs and
outputs. In this example, since the customer is interacting with an automated system,
inputs to ERP applications are made by the sales order system, which is itself a soft-
ware system. If this system replaces a process that involved employees, then appro-
priate changes would be required. The output of this process is a request to shipping
(abill of lading) to send an item to a customer. Shipping needs to know how to accept
such an order and how to handle it. Assuming employees are working in shipping we
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would probably want to do another process diagram to define just what happens in
the ship item subprocess.

The main point here, however, is that you can create swimlanes for ERP ap-
plications and indicate how the ERP applications interface with existing process
flows. Preparing the transition to the use of ERP applications means understanding
exactly how the ERP applications will interact with your existing processes, and
then training your people to handle the ERP inputs and outputs when the system is
implemented.

Before we discussed ERP-driven redesign we considered workflow. In essence,
ERP systems are also workflow systems. Instead of designing a unique workflow sys-
tem with a workflow tool, one simply chooses ERP components or processes to assem-
ble into a system. Underneath, however, the ERP vendor provides a workflow engine
that passes control from one component or process to the next. An IT manager can use
the ERP management system to exclude specific documents from a particular process
or to quickly modify the order in which processes are used. By combining precoded
processes with workflow, companies gain considerable control over basic processes.

Case Study: Nestlé USA Installs SAP

A good example of a company that used ERP packages to reorganize their business
processes is provided by the US subsidiary of Nestlé SA, a Swiss food conglomer-
ate. Nestlé USA was created in the late 1980s and early 1990s via acquisitions. In
2002 it included seven divisions, which collectively sold such popular brands as
Alpo, Baby Ruth, Carnation Instant Breakfast, Coffee-Mate, Nescafe, Nestlé Toll
House, Power-Bar, Stouffer’s Lean Cuisine, SweeTarts, and Taster’s Choice. In
2002 the company employed some 16,000 employees and earned about $8 billion
in revenues.

.
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In the mid-1990s the various companies that make up Nestlé SA were all oper-
ating as independent units. In 1997 a team studying the various company systems
concluded that collectively the companies were paying 29 different prices for va-
nilla—which they all purchased from the same vendor. The study wasn’t easy, since
each company had a different number or name for vanilla and purchased it via com-
pletely different processes. Simply isolating vanilla and determining a common unit
price required considerable effort.

In 1997 Nestlé USA decided that it would standardize all the major software
systems in all its divisions. A key stakeholder team was set up to manage the entire
process. By March 1998 the team had its plan. It decided it would standardize on
five SAP modules—purchasing, financials, sales and distribution, accounts payable,
and accounts receivable. In addition, the stakeholder team decided to implement
Manugistics’ supply chain module. The team considered SAP’s supply chaining
module, Advance Planner and Optimizer, but it was brand new in 1997, and they de-
cided to go with the better known Manugistics module that was specifically designed
to work with SAP modules.

Before even beginning to implement SAP modules people from the divisions
were gathered and spent 18 months examining data names and agreeing on a com-
mon set of names. Vanilla, for example, would henceforth be code 1234 in every
division.

Somewhere along the line the project to install SAP modules also became a Y2K
program. By moving to standard software that was guaranteed to be free of bugs as-
sociated with date problems that might occur when applications started dealing with
dates subsequent to December 31, 1999, the companies would avoid any Y2K prob-
lems. Unfortunately, this placed a deadline on the entire implementation effort—it
had to be done before January 1, 2000.

As the various SAP applications began to roll out to the divisions the stakeholder
team managing the entire effort began to get lots of unpleasant feedback. Jeri Dunn,
the VP and CIO of Nestlé USA, explained that in hindsight they had completely
underestimated the problems involved in changing division cultures or modifying
established business processes. By the beginning of 1999 the rollout was in seri-
ous trouble. The workers didn’t understand the new SAP modules, and they didn’t
understand how the outputs they were now getting would help them do their jobs or
manage the processes they were responsible for.

It was at a major meeting in early 1999 that Dunn was given responsibility
for the project. Among the other conclusions reached by this executive commit-
tee meeting was that the Y2K deadline would be ignored. Henceforth they would
figure out the implementation requirements for each SAP module and then let that
specification guide their schedule. They decided that it was relatively easy to install
SAP modules, but that it was very hard to change business processes and to win
the acceptance of the people responsible for ensuring those processes operated cor-
rectly. They also decided that much more care needed to be taken to determine just
how the SAP modules would interact with the processes and applications that would
remain in place.
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At the same time that Dunn took over a new director of process change was hired,
and a process manager (VP) for the supply chain was promoted to help Dunn on
the remainder of the project. In most cases the team now began to focus on model-
ing processes and defining process requirements and then creating a plan to install
the SAP modules. Several installations were delayed for months or years to accom-
modate groups that were not prepared for the process changes required. As we go
to press (2018) the Nestlé transition is coming to an end. The company spent ap-
proximately $200 million on the transition. Dunn claims that the project has already
paid for itself. The new planning processes, for example, make it possible to project
Nestlé USA-wide demand more accurately and to save significant inventory and
redistribution costs. The VP for Nestlé USA’s supply chain, Dick Ramage, estimates
that supply chain improvements have accounted for a major portion of the $325 mil-
lion that Nestlé has already saved as a result of the SAP installation.

Dunn says she’s happy with the SAP applications and very happy that all the
companies are now using the same basic processes. Still, in an article on the transi-
tion in CIO Magazine in May 2002, Dunn claimed that if she had it to do over again,
she’d “focus first on changing business processes and achieving universal buy-in,
and then and only then on installing the software.”

Nestlé USA’s use of ERP applications and their problems are typical of most large
companies that have elected to rely on ERP applications to drive major changes. The
company embraced ERP applications in hopes that they can organize and standard-
ize their software applications and databases across departments and divisions. Most
large companies have started on this path and found that it takes much longer and
is more painful than they had expected. Few have completed their ERP transitions.
The problem lies in the fact that ERP applications aren’t a solution. They are a tool
to use in changing business processes. This isn’t something that IT can do by itself.
The transition must be conceptualized as a business process transition and guided by
business managers. ERP applications must be installed as part of the overall business
process redesign effort, not as an independent activity. Used in an appropriate man-
ner ERP applications offer a powerful tool to aid in business process redesign.

Using BPMS to Improve ERP Installations

Most large companies have installed packaged ERP and CRM applications in the
course of the last decade. Some have installed the same vendor’s ERP applications
throughout the company, while others have installed a mix of packaged and best-of-
breed applications. Figure 16.9 provides a very abstract way of looking at an ERP
installation. Imagine a company that has a process with three activities. To automate
the activities, or at least to support the employees performing the activities while
simultaneously gathering data that can be provided to managers, the company de-
cides to install an ERP system. To keep things simple the company buys all its ERP
modules from a single company and thereby ensures that the modules will all talk
to each other and will store their data in a common database, making it much easier
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Enterprise resource planning modules support activities.

to generate reports. The vendor has three modules that support the three activities.
Luckily, Activity 1 is so similar to the assumptions made by the corresponding ERP
application that no tailoring is required. Unfortunately, both Activity 2 and Activity 3
include steps and flows that are performed differently from the way the two ERP
modules normally handle them. Thus IT agrees to tailor the two ERP modules. We
represent this with little boxes inside the modules, which we hope suggests some
tailoring.

When the ERP application was finally rolled out—it took quite some time to
tailor the ERP modules—everyone was happy. Later, however, when the ERP vendor
moved from Version 2.0 to Version 3.0, Module 2 and Module 3 had to be tailored
all over again. It didn’t take long for the company to realize that it was going to have
to keep paying and changing its ERP applications as each new version of the ERP
software was released.

Unfortunately, the problem we have described is only the tip of the ERP ice-
berg. If the company involved is a large international company it probably rolled
out ERP to its different branches and subsidiaries over the course of several years.
Moreover, to keep everyone happy IT keeps tailoring ERP applications to support
the local practices of groups in each of the branches and subsidiaries. Let’s imagine
that ERP Module 2 records sales data and that ERP Module 3 prepares a statement
for the customer. The European division uses both ERP Module 2 and Module 3,
tailored to their way of doing business. The Indian subsidiary and the Japanese
subsidiaries also use ERP Module 2 and Module 3, but each tailored in a slightly
different manner. In other words, when the ERP vendor moves from Version 2 to
Version 3 the company is actually going to have to buy several copies of Module 2
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and several copies of Module 3 and then tailor them to replace all the different ver-
sions of those modules it is using throughout the world.

Multiply this by a dozen different business processes and you have anywhere
from dozens to hundreds of different ERP applications running in a large interna-
tional organization. The costs of this approach can be staggering. Figure 16.10 high-
lights the ERP multiversion problem that most large companies face.

A quick glance at Figure 16.10 suggests that three different units all perform an
activity that is rather similar—recording sales data in the case of Activity 2—and
that huge savings could be achieved if all divisions and subsidiaries agreed to per-
form the same activity in the same way. Then the company could tailor one module
to support the common activity and not have to support multiple versions of ERP
Module 2.

Several companies have launched efforts to significantly reduce the number of
different ERP applications they have to support. To do this they are turning from IT to
the business units and creating enterprise-wide process managers. Thus, Company X
now has a worldwide sales manager and a worldwide procurement manager, and so
on. Each process manager is charged with creating a standardized process that will
subsequently be supported by a single installation of an ERP application. Other ben-
efits of enterprise standardization rapidly emerge as training is standardized, report-
ing becomes more consistent, and it becomes easier to move salespeople from one
business unit to another, but let’s stay focused on ERP.
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Multiple instances of enterprise resource planning supporting a variety of similar, but
slightly different sales activities.
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Company that has created process sponsors to standardize processes.

Figure 16.11 shows a matrix that was developed by a company trying to get
control of its ERP applications. In this case we have placed the traditional organi-
zation chart on its side and have the CEO at the left rather than at the top. As you
can see the company has created a global process board and identified one sponsor
for each major process area. In fact, to get to the organizational structure shown in
Figure 16.11 the company had to create a business process architecture and define
its major business process area. Having done that and assigned process sponsors the
sponsors then convened meetings that brought together managers from across the
world. We’ve highlighted the sales process in Figure 16.11. The sales process spon-
sor held meetings with the sales managers from all the company’s departments and
divisions. Together they worked out a common sales process that each unit could
follow.

Once the company’s worldwide sales process manager pulls together people
from all the business units, he or she will hear all the reasons why sales are dif-
ferent in Europe than in the United States or Japan. There is always some truth in
these claims. But if one’s goal is a company-wide process and it’s backed by senior
management it can usually be achieved, especially at a high level of abstraction.
Once the process is standardized it is possible to configure a single installation of
an ERP application to support the new standard processes.

We’ve been impressed by the number of CEOs who are determined to make this
happen and by the results they are generating. In some cases the companies have had
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ERP for years and are simply tired of the costs and problems associated with support-
ing multiple different versions of their ERP software. In other cases companies are
just installing ERP, have learned from others, and are waiting to install ERP modules
before they arrive at standard processes. They are determined there will be a single
installation of an application. In either case the road to improving the ERP installa-
tion lies through enterprise process redesign and standardization. Figure 16.12 illus-
trates the goal of Company X.

When we first met CEOs and CIOs and heard these stories we began to worry that
they were simply creating process silos that would be just as troublesome in a few
years as the departmental and business unit silos they currently struggled with. Let’s
consider Company X. In Europe it sells large manufacturing equipment. In Japan it
sells small commodity items. Surely the two types of sales are different. Remember
how we discussed Porter in Chapter 2 and concluded that competitive advantage ac-
crued only to companies that were able to integrate all the processes in a single value
chain in the best possible way. Surely if one wanted to create a well-integrated value
chain for large manufacturing equipment and another for the sale of small commod-
ity items one would modify the sales process in different ways to integrate with and
to support the different marketing and manufacturing processes.
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All business units are using the same process, which is supported by a single set of
enterprise resource planning modules.
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Enterprise Resource Planning and Business Process
Management Suite

Without knowing it Company X is preparing to move to BPMS. They now have
enterprise-level process managers and teams and they are now struggling with how to
keep their simplified ERP structure, while simultaneously allowing different divisions
to tailor their processes to better integrate with the overall goals of their specific value
chains. A salesperson from one of the BPMS vendors explains to Company X that
BPMS can provide the best of both worlds. The company can use a BPMS product
to separate dependencies between ERP modules and to provide tailoring within the
BPMS package, without having to tailor the ERP modules. At that point they will have
a single installation of an ERP application and the ability to tailor specific processes.

Figure 16.13 illustrates where Company X may end up a few years after it has in-
stalled a BPMS package to manage its sales process. In this case the standard process
has been defined in a BPMS product. Rather than tailoring ERP modules all the tai-
loring that needs to be done is done within the BPMS tool. We’ve represented these
as activity boxes 1 and 2 in Figure 16.13. (Put more technically, one creates business
rules within the BPMS environment that analyze and prepare data to be submitted
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Business Process Management Suite product managing a set of enterprise resource
planning modules.
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to the ERP modules. As an added benefit, the ERP modules can be managed by the
BPMS tool rather than compiled together. Thus, now the BPMS product manages
ERP and allows the user to make changes rather easily, Company X can avoid the
problems companies with large compiled sets of ERP modules now struggle with.)
Company X may very well find that they can use the BPMS system to tailor their
basic sales processes to support multiple value chains, while simultaneously main-
taining a single installation of an ERP application.

In a completely rational world we might advise Company X to skip the phase
they are in and move to a BPMS effort. In reality, however, BPMS is still a new tech-
nology and Company X’s people are a bit too conservative to jump on a new technol-
ogy. They are, however, very much aware of how much the multiple versions of ERP
modules are costing them, and they are motivated to try and eliminate that problem.
And they have figured out that they will need to control processes at the enterprise
level to bring about a single installation of ERP. Thus Company X has moved into
enterprise process work in a very serious way and is in essence preparing itself for
more process work in the future.

We have been impressed with what we’ve seen. Many business process manage-
ment (BPM) gurus in the 1990s urged companies to focus on enterprise process work
and to assign enterprise-level process managers. In reality, most companies focused
on specific process redesign efforts. Today, a surprising number of large companies
have definitely moved beyond one-off process redesign efforts and are focused on
process management and corporate-wide process standardization. It’s a major step
forward and will undoubtedly lead to even more interesting things in the future.

The scenario we have just suggested illustrates the problem that ERP vendors
face. One of the most popular uses of BPMS software to date is to create process
management systems that can manage ERP applications. By keeping ERP applica-
tions generic and doing any special tailoring in the BPMS application the company
reduces its costs and increases its control and its ability to change rapidly. The com-
pany also gains the ability to mix applications from different ERP vendors, since the
BPMS product can potentially manage whatever database the company wants to use
and keep it independent of any particular ERP module.

This movement constitutes a clear threat to the dominance of the leading ERP
vendors, and if it proceeds will significantly reduce the importance of ERP soft-
ware at leading companies. ERP vendors have responded by seeking to generate
their own BPMS solutions and offering them as alternatives to other BPMS products.
Thus SAP is developing NetWeaver, Oracle is working on its own Business Process
Management Suite, and Microsoft is developing its BizTalk server. Broadly speak-
ing, each of these products is primarily an application integration tool. ERP vendors
will have trouble matching what BPMS vendors can do because they are trying to
support their existing installed base while simultaneously innovating, and that’s hard
for any software vendor. While the leading BPMS vendors support business pro-
cesses with lots of employee activities, ERP vendors have traditionally focused on
automated processes and will have to come up to speed with expanded workflow ca-
pabilities to match the capabilities of the best BPMS vendors. Similarly, ERP vendors
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have traditionally designed their products for IT developers, as the ARIS diagram we
showed earlier suggests. ERP vendors will also have to rethink their entire position-
ing if they hope to create products with interfaces that are friendly enough to allow
managers to modify processes.

From all we’ve said you might conclude that we don’t think most ERP vendors
will be able to transition and generate the kind of highly flexible BPMS applications
that companies will be demanding in the next decade. In fact, we think it will be hard
and we don’t expect the small ERP vendors to manage it. The large ERP vendors—
SAP, Oracle, and Microsoft—have enough resources and technical sophistication
that they ought to be able to do it. Indeed, they are already making a major effort,
and we expect them to intensify their efforts in the years ahead. Thus, although it is
easy to think of ERP and BPMS as separate technologies, in fact they will merge
in the years ahead. BPMS vendors will add application-specific knowledge to their
products and ERP vendors will add BPMS engines to their suites. We expect some
interesting mergers as ERP and BPMS vendors struggle to figure out how to create
the best applications for their customers.
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