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ABSTRACT

This paper compares the actual to the expected long term and short-term results experienced
by a company after implementation of an Enterprise Resource Planning (ERP) software system.
Although ERP implementations are known to be unusually difficult, compared to other large-scale
systems devel opment projects (Hitt, WU, & Zhou, 2002), several financial improvementsare generally
expected to follow implementation. These expected financial improvements, along with operational
improvements, are often cited as partial justification for the time and resources spent on such
implementation. This study islimited to the impact of implementation on financial measures. Other
than the costs of implementation, there is little actual data illustrating how Enterprise Resource
Planning softwar e systems implementation affects financial measures of performance.

BACKGROUND

Enterprise Resource Planning (ERP) software systems evolved from inventory control systems
of the 1960's. Currently, ERP systems allow integration of al application processes; not only in
manufacturing, but also sales, accounting, and customer service (Olhager & Sdlldin, 2003). This
integration has extended to encompass information from supply chain management, vendors, and
customers of companies using ERP systems. ERP systems, in the 21% century, are no longer a source
of competitive advantage; they are needed to simply operate on par with peer companies. Companies
that cannot or will not use ERP systems suffer a comparative disadvantage (Hitt, Wu & Zhou, 2002).

There are numerous vendors of ERP systems. Although SAP is most popular with large and
mid-size companies, Oracle, PeopleSoft, Cincom, and Lilly Software are just afew vendorsthat offer
afully integrated ERP system. These fully integrated ERP systems alow “real time” view of al the
businessprocesses. The primary benefit of these ERP systemsisthe ability to capture and analyze non-
financia information. The ERP system replaces both the accounting and the operations planning
system and hasthe ability to provide better information about customers, sales, interna processes, and
financial transactions. It allowsthe centralization of administration activities, and the consolidation of
multiple information systems reduces redundant data entry, reduces errors and discrepancies between
systems, and provides managers access to broader information. By improving operational and
management efficiency, ERP system ingtalation and integration is thought to offer financia benefits
aswell as operational benefits.

It is imperative that decision makers understand and analyze the cost-benefit relationship in
deciding to implement an ERP software system and in deciding which ERP vendor’ s software to use.
These systems take an average of 21 monthsto install and cost a mid-size to large company severa
million dollars to implement (Hitt, Wu & Zhou, 2002). According to one recent study (Umble, Haft
& Umble, 2003), an estimated 50-75% of US firms experience some degree of failurein implementing
this type of advanced manufacturing technology. While all ERP systems are similar, they are very
complex and diverse with regard to flexibility and the ability to tailor the system to specific needs.
System differences make it important to examine the ERP software vendors to be sure of adequate
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support and that the software will offer sufficient flexibility to accommodate the strategic plans of
management.

So given the expense and the chance of implementation failure, what offsetting advantages do
managers expect from ERP systems? Al-Mashari, Al-Mudimigh, and Zairi (2003) present alist of
benefits managers expected from implementation based on a survey by Deloitte & Touche. The
primary benefitswere inventory reduction, personnel reduction, increased productivity, improvements
in order management, monthly financia closings performed sooner, improved cash flow, reductionin
I'T, increased corporatedatavisibility, new or improved bus ness processes, improved customer service,
and Y 2K compliance.

This list includes a number of expected outcomes that, while not expressed specificaly in
financial performance terms should impact financia performance measures. Specifically, changesin
inventory, improved cash flow, and increased productivity should have an immediate and measurable
impact on financial measures. Other changes, like improved business processes, improved customer
service and reduced operating cost from changes in personnel, should result in a positive impact on
financial measures of performance.

It isinthe best interest of the implementing company that there be sufficient internal research
on the ERP system under consideration to provide corroboration of its suitability for the needs of the
company. They should keep in mind the strategic goal s of the company and how well the ERP system
fitsthose goals.

Among the successful implementations reported on SAP sweb site (SAP, 2005), isHawaiian
Tropic. Hawaiian Tropic had enjoyed three years of double-digit growth, but their very poor inventory
management system threatened their ability for continued success (SAP, 2005b). Management was
hampered by the digointed use of legacy systems. Inventory reports required data from systems that
used different nomenclature and different item numbers. They required multiple manual entries of the
same information on more than 500 Hawaiian Tropic products and 500 private label products
manufactured for customers, assembled fromamaterialslist with over 7,000items. Thesystemallowed
them no information on the availability of products at the regional distribution centers; a tremendous
disadvantage in arapidly changing and highly seasonal environment where 80% of sales span only six
months of the year. Management was undoubtedly diligent in determining the best system to meet
company needs. However, one must consider that the previous system was reportedly so poor that
changeto any organized inventory control system would have been avast improvement. ERP systems
may deliver immediate results in this type of environment, but these results might be argued to have
responded to any of a number of appropriate actions.

TexasInstruments, Inc. (T1) implemented SAP astheir ERP software systemin August of 1999.
The project took three and half years and $250 million dollars (Sarkis & Sundarraj, 2003). Therewere
multiple motivations for Tl to invest so heavily in the ERP system. Customer service, a move to
standardized processes that support market trends, and standardize information systems are just afew
of the opportunitiesthat TI saw intheinvestment (Sarkis& Sundarrgj, 2003). UnlikeHawaiian Tropic,
where the motivation was apparently operationsdriven, inthe case of Tl, investment in the system was
partialy justified by an expected improvement in ROI (return oninvestment) and IRR (internal rate of
return). While Sarkis and Sundarrg (2003) report that the major goals were met nine months after
implementation, they offer little to support this assessment and the timing of their study does not alow
for longer-termresults. Thefinancia datareproduced hereillustratetheseimprovementsarenot evident
that past the first year of implementation.
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Table1 I
Financial Datafor Tl

2002 2001 2000 1999 1998
ROE (3205) | (1.692) 25 15 6
RO (2.974) | (1.536) 22 14 5
ROA (2.343) | (L274) 17 9 4
Fployees 34,589 34,724 42,481 38,197 35,948
Productivity 242 236 279 248 235
nventog 790 751 1,233 845 583

In 1999 ROI of 13.582% was over double the 1998 level of 5.388%. By 2000, ROI had
increase to 22.363% an increase of over four times the 1998 rate. For the next two years the ROI
dropped dramatically.  Overal, Return on Investment, one of the main justifications for the
implementati on decreased from 22.363% in December 2000 to (2.97)% in December 2002. Mirroring
ROI, the Return on Assets (ROA) decreased from 17.42% in December 2000 to (2.343)% in December
2002. Thiswasafter aninitia increaseto doublethen quadruplethe 1998 level of 3.618% for 1999 and
2000. Return on Equity (ROE) followed asimilar pattern of initialy increasing from 6.236% in 1998
t0 15.192% and 24.523% then plummeting to alow of (3.205)% in 2002. The fact that these three
indicators moved similarly tends to support the assumption that the results are not anomal ous results
due to some one-time occurrence, but fairly represent the financial results of the company. A measure
of the operational advantage that was expected to follow implementati on was areduction in the number
of employees. Although the number of employeesat December 2002 (34,589), was decreased 18.58%
from the December 2000 high of 42481, at 3.78% the number has not decreased so substantialy over
the December 1999 tota of 35,948. Perhaps a better measure than the absol ute number of employees
isthelabor productivity as measured by sales/number of employees. Although, labor productivity rose
fromalow of 235.33 in December of 1998 to ahigh of 279.18 in December of 2000 and then fell from
the December 2000 high it has not fallen below the 1998 level and at 242.36 isimproved amost 3%.
Thisisevidence of improved operationa efficiency. The final measure examined hereisthe level of
investment in inventories. The value of inventory reported on the balance sheet December 2002,
represented a 6.5% decrease compared to December 1999. Theresultsreported in the tableillustrates
that while there wasimprovement in the expected areas, the dramatic results reported in 2000, thefirst
full year of implementation, do not appear to have been universally sustainable by TI.

The results indicated above do not take into consideration the impact of external factors that
might affect theindustry asawhole. 1nan attempt to normalize the resultsfor economic influencesthat
would affect the entire industry, the results for Tl were analyzed in relationship to the average of
companies in the same NAICS (North American Industry Classification System) code. Datafor this
analysis was obtained from Standard and Poor’ s Compustat Database with the aid of Research Insight
in August 2005.

Table2
Comparison of Tl to Their Industry Average (IND)
(All numbers are percentage points.)

Return on Assets

2002 2,002 2,001 2,001 2,000 2,000 1999 1999 1998 1998

Tl IND Tl IND Tl IND Tl IND Tl IND

3.62 -15 9 -3 17 -43 -1.27 -26.32 -3.34 -94.97
Difference | 18 13 60 27.05 7 |
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Return of Equity
2002 2,002 2,001 2,001 2,000 2,000 1999 1999 1998 1998

Tl IND Tl IND Tl IND Tl IND Tl IND
6.27 24.51 15.19 841 24.52 0.11 -1.69 -20.98 -3.21 -13.5
Difference | -18.27 6.78 24.41 19.29 10.3

Return on Investment
2002 2002 2001 2001 2000 2000 1999 1999 1998 1998

TI IND TI IND TI IND TI IND TI IND
5.39 -4.26 13.58 -2.27 22.36 -0.24 -154 -31.35 -2.97 -145.23
Difference 9.65 15.85 29.6 29.82 142.26 I

I R N R

Although it would not be judicious to make sweeping characterizations based on these resullts,
it is not too reckless to claim that they fail to show development of an increasing advantage for TI.
Considering ROA, a comparison of the results for TI compared to the industry average shows them
going from aposition that was 92 percentage points better than theindustry averageto onethat wasjust
over 18 points above the industry average, a negative change of 54.74 points. Considering ROE, TI's
resultswent fromaposition 10.3 pointsabovetheindustry averageto onethat wasover 18 pointsbel ow
theindustry average, representing a decrease of 28.57 points. On the third measure their comparative
position fell from 142.26 pointsto 9.65 points showing adecrease of 132.61 points. So many € ements
are captured in these measures that they cannot be considered to be only the results of ERP
implementation, but they doillustratethat the company failed to realize comparative advantage because
of implementation.

According to Bartholomew (2003), one of the reasons that ERP systems sometime do not
deiver anticipated results is that ERP systems are focused on delivering data, not lean systems.
Managers may confuse the availability of data by which progress toward lean manufacturing is
measured with actual accomplishment of the goal's of lean manufacturing. Bartholomew in explaining
the relationship between production and customer orders said, “Lean aso emphasizes setting up the
production process in the most efficient manner from the start and then continually finding ways to
make it more streamlined and waste freg’” (Bartholomew 2003). There is now a response by ERP
system vendors to incorporate the data analysis necessary for managers to assess the degree to which
they practicelean operations. These systems deliver better reporting and analytical capability to help
improve operations rather than delivering the capability and depending upon management to analyze
it and use it to accomplish the objectives of lean manufacturing (Bartholomew, 2003).

While ERP systems may not always deliver the expected financia results, they do deliver
severd benefits in the form of improved information to management. This improved information,
properly used, should result in financial benefits. Information is more easily accessible and the
interaction across the enterprise improves after implementation (Olhager & Selldin, 2003).

CONCLUSION

ERP Systemsare no longer providing acompetitive advantage; these systems are necessary for
companies to remain competitive. While the improved financial performances companies may have
expected may not be immediate, there are many benefits of ERP software. Initia financia
improvement may be the results of management attention to issues that should have been addressed
independent of implementation of an ERP system. These issues, once resolved, should improve
financial performancetotheextent the problemissolved, but to maintainimprovement acompany must
congtantly look for ways to improve the business process. These improvements may be facilitated by
information made more readily available using an ERP system, but it should not be expected that

Las Vegas, 2005 Proceedings of the Academy of Accounting and Financial Sudies, Volume 10, Number 2

www.manaraa.com



Allied Academies International Conference page 77

implementation of the system should in itself accomplish dramatic sustainable improvement.
M anagement should acknowledgethepossibility of limited financia improvement fromimplementation
of ERPitself and consider that they must be responsiblefor devel oping astrategic solution based onthe
improved availability of information.
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