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About This Report

This report was developed and written by the senior staff of Saugatuck Technology
Inc. This report is based on independent research developed and conducted by
Saugatuck Technology Inc., which is solely responsible for the analysis, conclu-
sions, and recommendations presented in this report. The publication of this report
was funded by SAP.

About Saugatuck Technology

Saugatuck Technology Inc. provides subscription research and management
consulting services focused on the key market trends and disruptive technolo-
gies driving change in enterprise IT, including SaaS, Cloud Infrastructure,
Open Source and Enterprise Social Computing.

Founded in 1999, Saugatuck is headquartered in Westport, Connecticut, with
offices in Boston, Santa Clara, CA and Frankfurt, Germany. For more informa-
tion, please visit www.saugatech.com, or call +1.203.454.3900.

To request a briefing with our analysts, contact Chris MacGregor at
chris.macgregor@saugatech.com.
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INTRODUCTION: WELCOME TO THE NEXT LEVEL OF BUSINESS

You are reading this because you have decided that it is time to reconsider the soft-
ware used to manage your business. If your firm is like most, you have acquired a
series of applications over the years to run different aspects of the business. You
have invested valuable time and money into making these applications work in the
way that your business needs to work. In addition, you’ve expected a measurable
return on your investments.

But the bottom line is that your business has reached a point where a decision must
be made: To continue building on top of the systems that have helped you reach
this point, or to revamp and revitalize your business with ERP software.

Until very recently, ERP was rarely considered for use in smaller firms. Their core
benefits - better business management through coordinated and standardized infor-
mation and analysis - were too often outweighed by the costs and complexities of
ERP systems, many of which were engineered for large enterprises.

Today, the ERP reality is very different, and much more beneficial, for smaller
firms. A variety of options have emerged to address and overcome the key con-
cerns and obstacles of the past.

This report looks at the key considerations that you need to weigh those decisions,
and at the critical implementation factors once an ERP decision is made.

YOU’RE ON THE RIGHT PATH

A variety of paths lead smaller firms to the ERP decision point. For example, your
operations may be constrained by the limits inherent in your existing management
software applications; or your current systems may have reached the end of their
economically useful lives. The organization may have had a change in manage-
ment, entered new markets, or added lines of business. Any or all of these very
typical business events can be enough to force change in what software helps to
plan and manage the business.

The changes can happen over years, as the company and its markets change; or
they can happen suddenly and unexpectedly. One small medical devices company
recently researched by Saugatuck went from being a pure R&D firm to incorporat-
ing a manufacturing facility via an acquisition. Overnight, the company faced new
demands on its over-taxed business software and systems, ranging from inventory
and materials planning to complex supplier and customer business requirements.
These new demands required automation of processes, centralized authority and
management control, and company-wide visibility into the production facility and
processes.

Another smaller firm we spoke with was dealing with long monthly closes that
were not acceptable to their CFO or their auditors. This company had evolved over
decades to have multiple accounting and inventory systems, elongating the closing
and reporting processes. Moving to a unified ERP approach that enabled integra-
tive accounting and company reporting significantly improved monthly closes, and
the company’s cash flow and book-keeping. More detail on these and other exam-
ples of small-business ERP decisions — and effects — can be found in the table on
page 4.

And in an increasingly networked, increasingly global business environment, firms
of all sizes are faced more and more with the need to work with and link to other,
outside systems and processes. Trading partners, regulatory agencies, financial in-
stitutions and others are placing more and more demands on smaller firms to effec-
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tively and efficiently manage the business, from core financials to inventory to tax
records to customer satisfaction. And increasingly, existing systems, or traditional
approaches (such as spreadsheets) that emphasize standalone “point” software that
addresses a specific business function or department, fail to cost-effectively meet
these demands.

Thus, as an owner or executive responsible for a smaller firm, you consider ERP
software for business management. ERP can provide a unifying platform of tech-
nologies and software that are designed and built to work together across practi-
cally any size or type of firm. Long thought of as being good only for large enter-
prises, and for manufacturing automation, ERP today is available in many different
forms — and at many different cost levels — to enable the standardization, unifica-
tion, and integration that smaller firms need in order to minimize their costs while
managing the ever-increasing complexities of business.

CONSIDERATIONS IN ERP DECISION-MAKING

Any such decision carries responsibilities and impacts that reach well beyond the
simple “purchase/don’t purchase” aspect. This is especially true for ERP, as it
touches practically every aspect of your firm and its operations.

Since 2002, Saugatuck has surveyed and interviewed owners, executives and man-
agers within smaller firms to understand what they need to know when facing im-
portant business software decisions. The following are what these decision makers
tell us are the most important considerations for smaller firms considering ERP
software:

In-house, or SaaS/Cloud-based? Traditionally, and still today for most firms,
software has been a product that is owned or leased by the firm using it, and which
resides on one or more computers at a site controlled and/or owned by that firm.
Such “in-house” situations have also required some type of physical ownership of
IT assets, as well as investment in human resources (whether in-house or con-
tracted/outsourced) to manage and maintain those assets. The firm buying the soft-
ware controls it, and typically, all the systems associated with it; the firm is also
responsible for all of the costs associated with it as well, from acquisition and im-
plementation of the software and servers, to software maintenance, upgrades, and
customization.

The advent, availability, and reliability of software-as-a-service (SaaS) and other
forms of Cloud Computing have reduced many of the needs to own hardware and
software assets, including core business applications and systems. With SaaS, the
software is typically accessed and used via an Internet browser, or sometimes using
what’s called a “client” — a small piece of software that resides on the user’s PC.
But the software itself, and all the operations of the software, remain in “the
Cloud” — that is, on one or more server farms accessed via the Internet. The busi-
ness using the software does not own or lease the software, instead paying a
monthly fee, usually based on the number of employees using the software. The
SaaS provider is responsible for all software maintenance and upgrades. Updated
versions tend to be made available more often than with traditional on-premises
software. SaaS thus enables firms to acquire and use software without the large
upfront investments traditional software requires, and the lack of need for new
computer hardware helps to reduce the time required to get SaaS applications up
and running, saving firms even more money.
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Saugatuck’s latest survey research, conducted in March 2010, indicates that as
many as 20 percent of firms of all sizes (down to firms with fewer than 25 employ-
ees) already have SaaS in place for one or more core business systems, from Fi-
nance to HR to manufacturing. Figure 1 below illustrates the types of business soft-
ware currently in use as SaaS by firms with fewer than 1,000 employees.

Figure 1: SaaS/Cloud Business Solutions in Place and Planned through YE
2010 (Firms under 1,000 employees)

Please indicate when your company plans to purchase a .
. Do, . . Already in

Cloud Business Solution in each of the following business

. . Use/ 2010
application categories:
Customer Service and Support 21%
Customer Relationship Management 19%
Business Intelligence 18%
Collaboration 18%
Financial Analysis & Reporting 17%
Planning & Budgeting 17%
Human Resources Administration 15%
Core Financials (GL, AP, AR) 15%
Salesforce Automation 15%

# "yt $ & (") *&t

But SaaS and Cloud are not (yet) seen by most firms as replacing traditional IT
assets and management. As can be seen in Figure 1, a majority of firms today con-
tinue to follow traditional IT investment and management practices, typically
through force of habit.

The decision to utilize SaaS/Cloud versus in-house tends to be influenced most by
a company’s core capital investment philosophy. In other words, are you more
comfortable with physical IT assets, owning or leasing the software and attendant
systems, and working with your IT providers in a more traditional manner? Or are
you open to having another firm — the SaaS provider — owning and managing the
software (and being responsible for upgrades, maintenance, and other asset man-
agement)?

Subscription-based vs. Traditional IT Financing. The on-premise-vs. SaaS/
Cloud question raises the question of whether your business and accounting model
is better served by a subscription/utility-style solution, or by a more traditional ap-
proach to financing IT. The subscription model typically used by SaaS providers
entails a multi-year commitment of payments and expected levels of use, which
may or may not be predictable or even desirable, based on unknown future busi-
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REAL-WORLD ERP DRIVERS AND DECISIONS

To provide real-world background and context for this report, Saugatuck consultants conducted interviews with
three smaller firms that had gone through the ERP consideration and selection process (all three firms are customers
of SAP). Executives from each firm were interviewed regarding why they considered ERP solutions, the scope of
the solutions that they considered, what alternatives they considered, and the reactions and results from within their
firms after their ERP solutions were implemented and brought into regular use. The table below summarizes and
presents highlights from these interviews, providing insight into the consideration and decision-making process.

Omniture Pressman Toy Abiomed
Timing of ERP Decision 2005 2001 2005-2006

Drivers for considering ERP

Omniture had been run-
ning 22 separate, non-
integrated business ap-
plications across the
enterprise, resulting in
long and costly report-
ing and filing processes.

Pressman had been
forced to implement
multiple business
applications in a very
limited scope. A new
CEO introduced new
business processes
and a full-blown ERP
package.

Abiomed moved from
an R&D focused com-
pany to one with strong
growth potential, requir-
ing integration for
global manufacturing
environments and prod-
uct commercialization.

Scope of ERP Selection

Complete ERP suite
(Financials, HR, etc.)
without CRM or Mfg

Financials (GL/AP/
AR); integrated;
MRP, Production,
Materials, Procure-
ment

Manufacturing, Produc-
tion, Finance, HR,
Quality Management,
Field Service, Sales &
Distribution

Alternatives Considered

None. Considerations
focused on ERP solu-
tions from 2 vendors.

Retain legacy , non-
integrated applica-
tions and operations
or invest in ERP

None. Considerations
focused on ERP solu-
tions from 2 vendors.

Company Reaction to ERP Deci-
sion

ERP has been whole-
heartedly embraced,
both during and since
the selection and imple-
mentation.

The push for ERP
came from top man-
agement. There was
fear among users of
change that comes
with putting in a new
system. The first im-
plementation gave
people confidence.

An initial lack of user
involvement with ERP
selection and implemen-
tation caused internal
friction. It was not a
problem with the ERP
system, but by Abio-
med’s Project manage-
ment approach at the
time.

Reaction to ERP / Benefits

Greatly improved abil-
ity to manage and plan;
reduction of time and
cost for multiple proc-
esses. Unforeseen bene-
fits: Adobe bought Om-
niture; ERP made inte-
gration of companies
that much easier.

Meeting targets, mak-
ing accurate and reli-
able forecasts, deliver
on time. Accounts
receivable declined
$1M within a year of
the implementation.
Great ability to com-
municate better with
clients.

Standardized processes
make global manage-
ment much easier, more
seamless. Integration of
data allows greater
flexibility and scalabil-
ity as company grows.
Costs of development
and manufacturing are
clearer and better under-
stood.
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ness conditions and revenue flows.

There are budgeting considerations as well. Moving to a subscription-based, SaaS
model can change some or all of your firm’s budgeting and spending practices and
requirements. One attraction to SaaS for some firms is the opportunity to shift
some significant IT budget and spending from a capital expenditure (CapEx) model
to a model funded by ongoing operational expenditures (OpEx). Both have differ-
ent implications for different firms when it comes to amortization and depreciation
of IT costs and assets, among other accounting considerations.

At the bottom line, the SaaS subscription-based model can enable a more predict-
able, and possibly lower, cost of software over time based more on usage. A tradi-
tional, capital-based model enables more up-front, short-term predictability with
lower long-term costs, and the possibility of depreciation for tax purposes. As part
of this consideration, you’ll need to consult with qualified tax professionals to de-
termine your firm’s best model.

Implementation Considerations. Another set of considerations raised by the
SaaS/Cloud vs. Traditional IT approach debate is how ERP can or should be im-
plemented. Traditional approaches have been rooted in what IT executives call the
“big bang” approach: Buy it in one big bundle and get it all installed at once.

The advantage of this approach is that it can be done relatively quickly. It some-
times isn’t pretty, though, as implementing any significant IT change can disrupt
the business while requiring an impressive capital investment. And any unforeseen
changes or unplanned needs will always add to the cost and to the time it takes to
get things up and running,.

Over time, various types of phased approaches have evolved. Key elements of
many ERP solutions today can be implemented and integrated into business opera-
tions in a modular fashion, over time. This not only is much less disruptive to your
business, it enables a much more affordable approach.

If speed and minimal disruption are the most important considerations for your
firm, the SaaS/Cloud-based approach can be a better fit. Because the software and
servers are already running in the provider’s Cloud, complete SaaS/Cloud solutions
tend to be implemented much more quickly and inexpensively than traditional “big
bang” approaches. And many can also be implemented in a phased approach as
well, offering the added benefits of reduced disruption to the business and even
lower initial costs.

But not all SaaS/Cloud-based ERP solutions can deliver the same breadth and
depth of features and functionality that traditional on-premises ERP solutions can,
so accurate comparisons must be made and weighed as part of the decision process.
Saugatuck strongly recommends working with a local software reseller, consulting
firm, or systems integrator familiar with the different types of ERP, their providers,
and preferably, familiar with your business as well.

The Effects of Integration. Regardless of where the solution sits or how it is im-
plemented, it needs to be integrated with different aspects of your business and sys-
tems. You might have custom applications running a specific part of your firm; or
you may need to link up with partners’ or suppliers’ purchasing or payment sys-
tems, or any of a thousand different systems.

You need to consider what your ERP solution will connect with, what will happen
as a result of those connections, and how everything should be managed.
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For example: The right ERP system can enable a massively-increased ability to
gather, analyze, and report swaths of real-time business data from all operations
and systems to which it is linked. How will that be coordinated and managed? Who
will have access to which data, and why?

An ERP system fundamentally becomes the nexus of company business informa-
tion and management. How should that information be secured; what will be the
effects of greater volumes of data? What systems are not currently linked, but will
be through ERP — and how does their integration change the firm’s operations, or-
ganization, communication, and ability to do business?

How To MAKE ERP WORK FOR YOU

The key to making the ERP decision work to your advantage is in understanding
how to balance near-term and long-term priorities. In Saugatuck’s experience with
thousands of user firms, the best method for accomplishing this is as follows:

. Identify the firm’s key business needs and performance goals; and
. Identify how well or poorly existing systems satisfy these needs and goals

Figure 2 below illustrates a very simple approach to this used by Saugatuck clients
worldwide. Every year, Saugatuck asks owners and department heads in hundreds
of firms worldwide to rank their most important business responsibilities. We then
have them rate the relative ability of their existing Finance systems and solutions to
meet those priorities. The result is what Saugatuck calls "effectiveness gaps" that
indicate the relative ability of existing software and systems to enable workers to
meet their most important responsibilities. Figure 2 below illustrates what the Fi-
nance executives in our 2010 survey program told us about their priorities, and
about how effective existing systems are in helping them meet those priorities.

Figure 2: The Effectiveness Gaps for Finance Executives, 2010

B As a financial executive, please indicate how important fulfilling each of the following
responsibilities is to your ability to contribute to your organization’s success.

B How effective are your current financial solutions at helping you address each of the
following priorities?

Providing financial information to
decision makers

Optimizing business processes

.

Maintaining an effective internal control

structure and process The

“Effectiveness
Gap” between
ranked business
priorities, and
the ability of
existing systems
to address those
priorities

Reducing process inefficiencies

Improving ROI

Managing performance in the context of
business risk

Publishing complete and relevant
information to stakeholders

Mitigating risk of fraudulent transactions

Recording transactions according to
GAAP

0% 20% 40% 60% 80%
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In this case, we can see significant gaps between at least a half-dozen core Finance
department system priorities, and Finance executives’ assessment of their existing
systems’ ability to help them fulfill those responsibilities.

This easy-to-apply type of “gap analysis”

It can also help to prioritize
areas of investment based on relative need for improvement — something that can
be especially helpful in planning a phased ERP implementation.

NET IMPACT: THINK UNIFIED, THINK ERP, IMPROVE YOUR BUSINESS

Firms of all sizes, in all industries, are already taking advantage of the benefits of
ERP, whether via SaaS/Cloud-based offerings on in more traditional on-premise
implementations.

The first step is in understanding how and why ERP will benefit your firm, and
what its impact(s) will be after you implement it. That begins with planning, plan-
ning, and more planning.

Use the key considerations outlined in this paper to start building your own check-
list of key considerations and decisions to make. It takes less time, and costs less,
to do this before any investments are made. Compare the implications and impact
of the SaaS vs. traditional approaches, the implementation and financial considera-
tions, and the effects of integration, on how you manage your business. Adapt Sau-
gatuck’s “effectiveness gap” model to help identify which areas of your business
will be the best-served and potentially most improved through your investment in
ERP.

Finally, bring in a reliable business software reseller or consulting firm that works
with brand-name ERP software firms such as SAP. Use your list of considerations
to ask questions about, and to develop realistic cost estimates of, what it will take
to make ERP work for you.

The bottom line is that ERP does not need to be a vast, costly investment. It can be
acquired and implemented in any of several manners that significantly reduce the
need for capital investment, that place the responsibilities (and costs) for software
maintenance and management onto the provider, and that allow for configurations
and customization of solutions to fit the needs and budget of practically any firm
that requires coordinated and integrated business management solutions.

The core return on investment remains the same, regardless of the type or topology
of ERP solution selected: Improved ability to plan and manage your business.
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SPONSOR PERSPECTIVE: ERP FOR SMALL AND MID-SIZED COMPANIES

Congratulations! Your company has reached a point where you are ready to grow and take your busi-
ness to new heights with the help of Enterprise Resource Planning (ERP) software.

Regardless of which path brought you to the ERP decision point, or which resulting path you take in
your ERP selection process, SAP understands that you have unique needs and objectives. That is why
SAP offers a complete portfolio of business management and business intelligence solutions designed to
fit the way you do business — and your budget.

Packed with real learning from the world’s most successful companies, SAP solutions for small and mid
-sized companies are designed to be complete — offering the breadth and depth of functionality you need
to run your business; easy to use — enabling quick adoption with little training; and flexible — they can
scale and adapt as you grow your business. From affordable on-premise solutions, to on-demand solu-
tions with a monthly subscription, our solutions can be implemented in as little as eight weeks. SAP and
our experienced local partners will work with you every step of the way, before and after you go live, to
make sure your implementation is a success.

Implemented Comprehensive Available in
Low up- and up and scope of SAP SME
Approach front costs running quickly functionality Summary of advantages Solution?

e + + +

NIN NN
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As you review the options discussed in this paper, use the above checklist to see which approach, based
on your specific priorities, contain the additional advantages that make the most sense for your organi-
zation. If you are interested in finding out which SAP solution is right for you, we suggest using our
Best-Fit Solution Adviser Tool. By answering ten questions about your needs and preferences, the best
-fit solution adviser will suggest an SAP solution that can best fit your business requirements.




SAUGATUCK OFFERINGS AND SERVICES

Saugatuck Technology is a strategic advisor to senior
executives, information technology vendors and investors,
providing strategy consulting, subscription research and
thought-leadership programs focused on emerging
technologies, key business / IT challenges, and effective
management strategies.

/ 012 I 3% 20 45 %03 V4

e Market Assessment

o Strategy Validation

e Opportunity Analysis
e Scenario Planning

o Competitive Analysis

4 I 3% 20 45 %03 /Y%

o Leadership and Planning Workshops

o Strategy and Program Assessments

¢ Deployment and Management Best Practices
o Vendor Selection / Evaluations

20 %0424 ' 6 /% ,

 Subscription access to Saugatuck’s ongoing premium
research, including 1 .7 #O#
" and fact-based and in-depth

o Research agenda focuses on Key Trends and Emerg-
ing Technologies driving change in Enterprise Com-
puting, i.e. SaaS, Cloud, Open Source, Social Com-
puting, as well as market forces and players at the
business process layer

62436 5 11 6k 23 1

o Custom research programs targeting key technology
and business/IT investment decisions of CIOs, CFOs
and senior business executives, delivered as research
reports, position papers or executive presentations.

/154 111 1 /Y%

o Competitive and market intelligence

e Investment advisory services (M&A support,
venture fundraising, due diligence)

o Primary and Secondary market research.

For more information about this or any other Saugatuck
Technology report or service, please reach us through the
contact information below.

To learn more about Saugatuck consulting and research
offerings, go to www.saugatech.com or email

info@saugatech.com. While there register for our compli-

mentary ! , focused on emerging and dis-
ruptive technologies, key business / IT challenges, and

effective management strategies.

SAUGATUCK OFFICES:

US Headquarters:
Westport, CT 06880
+1.203.454.3900

Silicon Valley:
Santa Clara, CA
+1.408.727.9700

Germany:
Eltville, DE
+49.6123.630285



