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Many finance executives believe that using a hosted ERP solution means sacrificing control of the software — but that's a myth. 

For most finance people, the reality of moving enterprise resource planning (ERP) applications to an outsourced, Web-based environment is lost in a fog of misconceptions. "How can I control it if it's off-site?" is one of the most popular refrains among executives considering the application service provider (ASP) model. In fact, most ERP-as-ASP solutions blend product and service offerings as well as Web and non-Web architectures, and provide little or no drop-off in control compared with on-site platforms. 

CFOs considering hybrid ERP solutions must correct common misconceptions about ASP solutions and evaluate the value proposition of moving toward an ERP system accessed over the Internet. Then they can better determine how to expand the ERP footprint within their organization and decide whether that solution should have one or both feet in the Web. 

They have many choices. Under the most basic level of ASP service, a company chooses a service provider to run its applications, house and run its IT equipment and provide continuous access to the software — a "ping, power and pipe" arrangement. At the other end of the spectrum, "the highest level is when the [ASP] 

partner purchases all of the equipment, puts the company's applications on it, answers all help desk and tech support calls, and makes all the changes to the application," notes Pete Koltis, an Andersen partner based in Miami. Most of the ERP-via-ASP arrangements he has seen are closer to the basic end of the spectrum and require the client company's IT personnel to write any custom reports finance executives need. Koltis says that large ERP software vendors like PeopleSoft and Oracle would rather establish standard, "vanilla" environments that their clients can customize.

Another twist on the ASP model is when a company serves as its own host. Some businesses do not use an external service provider at all but, rather than installing ERP software on every end user's desktop, provide access to the applications via the Internet or an intranet. This approach lets IT departments centrally manage the software, and the only application end users need on their desktops is a Web browser. 

Managing Misconceptions

As CFOs evaluate the array of potential ERP solutions, one myth they must address is the idea that a hosted ERP system must be all-Web or have no Web capabilities. A new breed of accounting applications, called "loosely coupled," offer a mix of locally installed products with services delivered over the Internet. Evidence of such loose couplings appears in recent ERP software releases. And the three largest ERP vendors have all added, or recently enhanced, consulting services. 

Many companies that continue to invest in traditional accounting solutions have begun to use Web-based services to optimize their systems. "We have no doubt that we're moving to a Web-based ERP," notes Jean Braaten, financial reporting director of Hirsh Industries in Des Moines, Iowa, "but we're not there quite yet." Instead, the consumer durables manufacturer invested in an offline upgrade to its SAP suite while asking Web-based consultants to help it get the most out of the new version (see Online Assistance for an Offline Challenge, below).

	Online Assistance for an Offline Challenge

A mild-mannered finance manager by day, Jean Braaten transforms into an ERP superhero at the ping of an e-mail. That's because Braaten, financial reporting director of Hirsh Industries, a manufacturer of consumer durables in Des Moines, Iowa, is one of the company's select few "super users" who help resolve enterprise resource planning (ERP) problems through a Web-based consulting service.

Braaten was the finance representative on Hirsh's SAP implementation, which included one representative for each SAP module. Once the implementation concluded, Hirsh enlisted the services of Et Alia LLC, a Milwaukee-based ERP consulting firm and mySAP.com reseller. Although Hirsh's SAP software is not Web-based, that doesn't preclude the company from using Et Alia's remote online consulting services (ROCS). Hirsh assigned its super users to act as conduits. ERP users within Hirsh e-mail their problems to Braaten and the others in the group. They resolve the problems they understand and traffic the rest to the ROCS interface, through which Et Alia consultants resolve problems via the Internet and Web-based resolution tools. 

For example, Braaten fielded an ERP question regarding foreign currency and the ERP system's revaluation function. She logged on to the ROCS Web site and submitted the question. An Et Alia consultant e-mailed back to indicate that the request had been received and to clarify a point. "I worked through different screen shots with the consultant, turned on a field and ran the process again to see if it worked," says Braaten. "We worked through the problem in a week, which is more convenient and quicker than if I had to arrange for a consultant to come on-site."


Similarly prevalent — but false — is the notion that companies must give up control and sacrifice security to use the ASP model. Kyle Lambert, vice president of information solutions for Portland, Ore.-based John I. Haas Inc., the largest domestic grower of hops, recently implemented Oracle's Web-based version 11i. "One of the concerns we heard was 'How are we going to manage systems and software that aren't on-site?' " he says. " 'Is that going to be secure, and what level of access will we have to those systems and to those boxes?' " These questions came mainly from the user community and non-IT executives. "It was a curious statement for them to make because most of them had never seen the boxes in the first place," he adds. "It was truly a perception issue."

Haas' CFO, to whom Lambert reports, previously used a wide-area network (WAN) to access the company's ERP system. "He had always used remote services," Lambert adds. "My staff is located primarily in Yakima, Washington, supporting a number of sites remotely. When I put it in those sorts of contexts, he and the other executives became much more comfortable with the concept."

"It's often a case of 'If I can't see someone at the gate stopping people from going in, I don't believe security exists,' " says Simon Walls, vice president of strategy for PeopleSoft Consulting and PeopleSoft University in Pleasanton, Calif. "But there are enough systems and services out there to provide very secure networks. That's what IT departments and ASP IT departments focus a lot of their energy on." Walls addresses these concerns with clients by walking them through security processes and scenarios, such as the appearance of a new virus. "We let them know what happens to their data and their system in these situations, what the backups are, what the support policies are, what the disaster-recovery scenarios are," he adds. "And all of those things are covered by most ASPs."

In some cases, companies actually prefer an outsourced ASP model because of security concerns. "I've had a couple clients that used a third-party database administrator for their HR applications because they didn't want any of their IT folks hacking in and figuring out what people earn," Andersen's Koltis notes. "Yes, there is a risk of someone else accessing your data if it exists on a server through a virtual private network and someone else is maintaining the security. But there exists a greater risk of your own employees figuring out a way to hack into your data and sending a memo out to everyone in the company about what everybody makes," he says.

A final misconception that finance executives must battle in the decision-making process is that Web-based ERP systems enable companies to substantially reduce their IT staff. This idea is propagated by software vendors; they argue that internal IT employees previously assigned to maintaining ERP systems on desktops (e.g., applying patches, troubleshooting and installing upgrades) are no longer needed when a company switches to an ASP. "Many CFOs out there say, 'Well, if we eliminate the maintenance costs for ERP applications, then I'll be able to get rid of X number of bodies,' " says Colleen Niven, vice president, enterprise applications and technology strategies for AMR Research in Boston. "But most of our users find that it's not that you're getting rid of those bodies, but that you are able to reassign those individuals to more strategic things."

Lambert says his IT staff is more productive, an unexpected result of moving his company's ERP system to an Internet environment. "It was surprising to hear how much fear and trepidation my staff actually had when it came to applying any patch or fix to the system before we went this route," he says. "It was taking them longer to get up the nerve, to do the research, to make sure they weren't going to do it wrong. Their expertise is in the application functionality side. Now that they're able to focus their whole attention there, they have been moving much more aggressively and quickly to add functionality to our user base, as opposed to worrying about how they will apply a patch."

The Value Proposition

So, what other benefits does Web-based ERP offer? As many companies recognize the potential of ERP-via-ASP capabilities, a new phase — call it the optimization stage — is emerging in the evolution of ERP software. And online access to accounting applications can solve some of the complaints about previous stages of ERP. "As companies have deployed ERP systems over the past decade, they have faced three primary challenges: cost of implementation, time of implementation and the desired functionality at the end of the day," says Walls. "The first two have been overruns, and the third one has been a shortfall."

"The high cost of ERP through the '90s basically stems from the fact that every one of the users of the code had information sitting on the desktop," says Niven. "A huge total cost of ownership is associated with maintaining and managing all the different desktops with patches and updates. And companies didn't really factor into the cost of it what it would be to maintain and manage all those different desktops when they first bought ERP." ASP systems help solve cost problems by reducing the amount of software the end user needs to access ERP applications. Lambert says his company reduced ERP-related costs by 20 percent when it moved to its current Web-based environment. 
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	Choosing a Provider

Dave Womeldorf, CIO of IMI Bevcore Solutions Inc., an online exchange for the food service beverage market in Maple Grove, Minn., identifies three basic metrics he uses to evaluate his company's investment in PeopleSoft's E-Center. "One, how much is this costing me?" he notes. "Two, what is their availability? And three, how quickly do they respond?" He adds, "We have no complaints in any of those areas."


But that's not always the case. "Sometimes the monthly fee is going to be higher than what companies were paying internally," says Koltis. "The CFO thinks, 'OK, I get rid of the four people in my IT department who are supporting this, which cost me $170,000 a year, and I'm going to pay $15,000 a month, which is pretty much a wash.' But those people don't go away, because there are other things they need to do. Or they end up being liaisons and doing things the ASP doesn't do, like modifications and enhancements." 

Koltis says some CFOs, when they see that an ASP solution is costing them more, decide that their service provider should handle all aspects of support so that the company can trim its IT staff. That option typically increases the monthly fee, but he says it does bring gains, although they may be difficult to nail down. "I never have to worry about hiring, firing, upgrading the payroll of these people, or worry about a guy quitting on me," he says. "Rather than call the CIO at home and have him drag people in and have the system down all night when we're trying to get the financial reports out, I've got an SLA [service level agreement] that requires the system to be up, and I know there is recourse."

In addition to the potential for cost savings, quick implementation is a big benefit of Web-based ERP. Now that they understand the pitfalls of scope creep and overambitious implementations, companies want to extract value from their ERP system quickly, predictably and in a way that aligns with their strategic objectives. Three-year implementations have given way to three-month and six-month completion windows. Haas implemented Oracle 11i in six months. "But we tackled operating system changes and contended with a different technical architecture in the middle of the process," says Lambert. "Without those obstacles, if we had simply been moving to an off-site solution, the transition might have taken two months."

A Web-based ERP upgrade can also expand the software's functionality. New versions that are designed for access via the Internet can improve a business's collaboration capabilities with suppliers, customers and employees in areas such as supply chain management, e-commerce and HR. 

Making the Call

Even if an ASP seems to be the right solution, CFOs and CIOs should consider their company's approach to ERP investment before making any decisions. Scott Beckman, a Dallas-based partner in PricewaterhouseCoopers Consulting's ASP practice, identifies three levels of ERP acceptance: early adopters, toe-dippers and best-of-breed believers. Early adopters are typically very large companies that work from mainframe repositories to conduct data searches and data mining. They already optimize the software and are most likely to consider Web upgrades now. 

In contrast, the toe-dippers have implemented ERP but have not yet fully harnessed the software. "They don't know what it can and can't do for them, but they think it's a silver bullet," Beckman notes. "They're trying to figure out whether the solution is Tonto and the Lone Ranger or Superman. Where does it come into play right now to save my life?" 

Finally, organizations that subscribe to the best-of-breed approach might use Siebel to run customer relationship management (CRM), PeopleSoft for HR applications, Oracle for financials, and an SAP order and logistics application. "Many of the Fortune 1000 are still in this stage," Beckman says. "They still think they're smarter than the software vendors. Maybe they are; maybe they're not." CFOs of companies that fit into the toe-dipper or best-of-breed category might need to expend more energy selling the benefits of an ASP or debunking misconceptions.

Companies that are not early adopters generally can find opportunities for cost savings and functionality improvements in their traditional ERP systems, without upgrading to Web-based software. "I think most people today are utilizing maybe 20 to 30 percent of their ERP systems," says AMR's Niven. "Usually with an implementation there's an all-out focus on getting it up and running. That neglects all of the visions you had when you originally conducted your ROI analysis; they never get implemented. And the CFO doesn't turn around and say, 'OK, now I'll give you another $10 million to go back and actually figure out how to get the system to work properly.' " Perhaps not, but CFOs who understand whether their previous ERP investments have been fully harnessed are in the best position to make calls on cost-effective future ERP spending.

