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Summary

Our research study “ERP Innovation” showed that companies believe their enterprise resource planning (ERP) systems can
help them innovate in many ways. Yet when we asked survey participants if they had used their ERP system to implement
new business approaches or processes over the past 18 months, we found their propensity to use this software differed
considerably depending on the business task. That is, companies are more likely to use ERP to change business practices
that are closely related to core accounting functions or activities involving transaction processing — familiar ground for ERP.
They were less likely to have innovated in their approaches to operations or analytical requirements. For these purposes,
Ventana Research asserts that there is no set answer to the question of whether to use capabilities built into an ERP
system, buy some other system or develop a custom solution in-house. Particularly in midsize or large companies, choosing
one or the other requires an informed weighing of alternatives. This process may not always be straightforward, but it is
rarely difficult.

View

Whenever a company considers buying new software to help implement or support a new business strategy or process
change, it is common for the CFO or some other senior executive to demand, “Why can’t we do that in our ERP system?”
From their roots in accounting and inventory management, many vendors’ ERP systems have expanded to cover a range of
transactions processing, financial and analytical functions. Consequently, it is always reasonable to ask this question, but we
find that in most midsize or large companies, the answer is not always obvious. It should come from a pragmatic
assessment of available options. The results of our research suggest that many companies take this approach.

To what extent do business and finance executives use their ERP system to drive and support innovation? We asked finance
and line-of-business participants in our study whether they agreed, disagreed or were neutral as to whether their ERP
system could drive and support innovation in 12 key functional, departmental or process areas. Five of these are specific
finance processes: accounting and the financial close, financial reporting, management reporting, planning and budgeting
and treasury management. Another five are lines of business and administrative areas for which ERP vendors have created
functionality: distribution, human resources, manufacturing, purchasing and research and development. The other two are
in areas where responsibility cuts across the organization: performance management and compliance. We found that except
for R&D, a majority (and sometimes an overwhelming majority) of participants think ERP has the potential to drive and
support innovation. Business and finance people are inclined to believe ERP software can help innovate across this broad
spectrum of business needs.

Of course, believing and doing are two different things. We asked participants if their company has implemented
innovations in the 12 areas and found a wide variance in the propensity to innovate with ERP, with responses falling into
three categories. It was greatest in purchasing, accounting and the financial close and financial reporting — areas where ERP
usually plays a core role in information gathering and process execution. We believe this centrality is responsible for people
choosing ERP to effect these sorts of process improvements. Participants reported their companies are inclined to use ERP
to implement innovation in five other categories to a lesser degree than the first three. These include, in order of
preference, manufacturing, HR, distribution, management reporting and compliance. In other words, while ERP can play an
important role in these areas, companies often find other options that work better in their company.
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Finally, in four areas — treasury management, performance management, planning and budgeting and research and
development — more companies innovate using software other than ERP. Treasury management is a mature, highly
specialized category. We think it likely that users have developed strong preferences for solutions dedicated to this task
(frequently a spreadsheet-based system). For their part, performance management and planning are more general, less
mature software categories. But many companies find these functions are not part of the core competence of their ERP
systems and so look for other packaged solutions.

Assessment

Our research shows that companies can do far more to improve process execution by using ERP to its fullest advantage. At
the same time, Ventana Research cautions against insisting on using ERP systems where there are better alternatives.
Although minimizing systems complexity both lowers costs and makes it easier to achieve more effective use of IT systems,
having dogmatic policies forcing users to support a process using the ERP system when more capable or easier-to-use
alternatives exist is not the right way to go. There are no hard and fast rules, but we find most companies standardize their
transaction processing (accounting, inventory management and so on) within core enterprise systems such as ERP or CRM
because this software handles these sorts of repetitive and often interconnected tasks well; fragmenting these sorts of data
recording systems can make it more difficult to access information. On the other hand, corporations have shown no
preference for ERP when it comes to functions involving decision support and analytics; frequently they find that alternative
approaches are better for their purposes. We advise taking a pragmatic approach that evaluates the available options in
terms both of the value of the benefits and the costs.

Related Research Notes:
Roadblocks to Greater ERP Success
Misperceptions may be keeping your company from a greater ROI

Get More from Your ERP Investment
It's time to take ERP to the next level of performance

Plan While You Can
Seize the opportunity to adopt driver-based planning

Coming Soon: Your Next ERP System
Companies face crucial choices in enterprise software and not just enterprise applications

About Ventana Research

Ventana Research is the leading Performance Management research and advisory services firm. By providing expert insight
and detailed guidance, Ventana Research helps clients operate their companies more efficiently and effectively. These
business improvements are delivered through a top-down approach that connects people, process, information and
technology. What makes Ventana Research different from other analyst firms is a focus on Performance Management for
finance, operations and IT. This focus, plus research as a foundation and reach into a community of over two million
corporate executives through extensive media partnerships, allows Ventana Research to deliver a high-value, low-risk
method for achieving optimal business performance. To learn how Ventana Research Performance Management
workshops, assessments and advisory services can impact your bottom line, visit www.ventanaresearch.com.
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