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Preface

The last twelve months has seen the emergence of strategic enterprise
management (SEM) software offerings from a number of enterprise
resource planning (ERP) vendors. As currently conceived by the major
vendors SEM is designed to improve the effectiveness of strategic man-
agement processes by providing managers with business performance
monitoring, consolidation, and data warehousing/business intelligence
capability. Alongside this data and information management capability
vendors, such as SAP and PeopleSoft®, are also attempting to include
techniques such as shareholder value management, balanced scorecard
and activity-based management as part of their SEM offerings. Over the
next eighteen months SEM is likely to become an established part of the
corporate lexicon. In particular the coming months will see a plethora of
management conferences, and technology offerings centred on SEM.
SEM systems will sit on top of the ERP systems widely introduced in the
early 1990s by large corporations.

While ERP systems have helped to improve efficiency in big com-
panies by using a set of system applications, which deploy existing indus-
try best practices they work at an operational, rather than a strategic,
level. They do not show how a business can best create value for cus-
tomers and meet its objectives, from maximizing shareholder value to ful-
filling responsibilities to employees, business partners and the
communities in which it operates. SEM attempts to bridge the gap
between strategy and operations by making shareholder value the key cri-
teria in decision-making and by providing the tools and information to
support:

e  performance measurement based on targets for each of the value
drivers;

e theintegration of strategic, financial and operational information to
support management processes;

e  transparency across the enterprise and to ensure continuity of infor-
mation from strategy through to execution;

e  predictive value reporting; and

e  shareholder value-based business appraisal and decision-making.

The purpose of this book is to explore the implications of the emerg-
ing SEM offerings for finance professionals and the management account-
ing and control activities they support in organizations. In particular the
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book argues that SEM is not just a technological issue but is instead
about integrating best practices in the key management process of plan-
ning, decision-making, implementation and measurement to maximize
stakeholder value. While technology and systems are a vital enabler this
book will attempt to show that the successful implementation of SEM
requires a much wider perspective than many practitioners have sug-
gested to date.



Glossary

ABC
ABM
AICPA
B2B
B2C
B2E
BI
BPR
CART
CEO
CFO
CFROI
CHAID
CIM
CIMA
CPG
CRM
CVA
DBMS
DCF
DLH
DSS
DV
EIS
EMEA
ERP
ETL
EVA
GAAP
IMA
IS

IT
MBO

activity-based costing

activity-based management

American Institute of Certified Public Accountants
business to business

business to consumer

business to employee

business intelligence

business process re-engineering
classification and regression tree

chief executive officer

chief financial officer

cash flow return on investment

chi-squared automatic interaction detection
computer integrated manufacturing
Chartered Institute of Management Accountants
consumer packaged goods

customer relationship management

cash value added

database management system

discounted cash flow

direct labor hours

decision support systems

data visualization

executive information systems

Europe, Middle East and Africa

enterprise resource planning

extraction, transformation and loading [software]
economic value added

generally accepted accounting practice
Institute of Management Accountants [US]
information systems

information technology

management by objectives



x Strategic Enterprise Management

MNC
OCFD
ODBC

OLAP

P&L
PC

PV
PwC
R&D
RDBMS
ROA
ROCE
ROI
RONA
SBU
SEM
SVA
SVM
TQM
VBM
VCA
WACC

multinational corporation
operating cash flow demand
open database connectivity
on-line analytic processing
profit and loss

personal computer

present value
PricewaterhouseCoopers
research and development
relational database management system
return on assets

return on capital employed
return on investment

return on net assets

strategic business unit

strategic enterprise management
shareholder value analysis
shareholder value management
total quality management
value-based management

value chain analysis

weighted average cost of capital
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E-finance:
towards effective finance?

1.1 Introduction

The past decade has been a period of dramatic change in business and
management. At the macro level we have seen the opening up of new
markets, increased competition in existing markets, as well as a relentless
stream of technological innovation. Deregulation of capital markets and
the liberalization of many previously regulated industries has dramatically
altered the business landscape. Other factors include globalization, chang-
ing barriers to entry in established markets (e.g. Internet) and compressed
product lifecycles. While many of these forces have led to positive bene-
fits and increased wealth creation, it is important to recognize that it has
also led to an extraordinarily high level of mortality in modern corpora-
tions. One third of the 1980 Fortune 500 companies had disappeared by
1993. It is estimated that one third of today’s top 500 will have disap-
peared in ten years time. With such a high rate of attrition firms are con-
stantly struggling to re-invent themselves and compete in the global
market.

Business models, which were once expected to last for as long as ten
years, nowadays will last for approximately five years and this is decreas-
ing all the time. Soon that time span will have shrunk to three or even two
years. Businesses that do not change quickly enough will become uncom-
petitive. Shorter windows of opportunity and the emergence of speed/time
as a competitive dimension have led to a situation where managers are
expected to make and implement decisions in shorter and shorter time
periods. At the same time managers are faced with a deluge of informa-
tion from both inside and outside the organization. While the systems
which organizations have implemented in the past have been effective in
providing the hard quantitative information needed for operational con-
trol, they have been of limited value in supporting the activities of senior
managers. As a result senior executives find themselves ‘data rich and
information poor’. In these circumstances the overwhelming volumes of
irrelevant and mainly quantitative data threatens to overwhelm man-
agers’ ability to respond effectively to the challenges they face.
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It seems that it is the optimization of capital, not labor, that is now
the route to increased productivity; flexibility now confers more advan-
tage than scale; mass production is giving way to customization of goods
and services; autocracy in the workplace is giving way to participation;
and at the same time there is a relentless process of international stan-
dardization. Driven by competitive, ideological and technological fac-
tors, all management practices, tools and techniques are converging
globally. The only fundamental source of competitive advantage that
remains appears to be strategy, operationalized through strategic man-
agement.

Organizational structures can no longer be assumed to be one-
dimensional configurations. In everyday practice we can visibly see that
organizations have moved from the hierarchical organizational structure
based on the business functions toward a two-dimensional or multi-
dimensional structure (be it by product, region, sector, etc.). These mul-
tidimensional, constantly changing organizational structures place
increasing demands on the contemporary planning and co-ordination
process. But the processes operating within these structures are changing
too. The entire planning and co-ordination process is being characterized
by greater decentralization of responsibility and greater speed.

In response to these pressures, the last ten years has seen the emer-
gence of a range of innovative management techniques aimed at helping
organizations cope with an increasingly turbulent and hostile business
environment (see Figure 1.1). In an order to continue to create superior
shareholder value, firms are challenged to implement a continuous stream
of management process improvement and redesign initiatives.

The most influential driver of change, however, has been the grow-
ing demands of individual and institutional shareholders for greater value
creation. The increasingly mobile and demanding global investor expects
a continuous and predictable growth in return on investment. As a result
there is increasing dissatisfaction among senior management with the
quality of the strategic management processes in their organizations. It
appears that growing stakeholder demands and increasing organizational
complexity have revealed a shortcoming in many organizations’ ability to
respond to the increased velocity of enterprise management.

Organizations must now turn their attention to improving the qual-
ity and effectiveness of their strategic management processes. In particu-
lar, senior executives have realized the need to put in place appropriate
processes and systems to support performance monitoring, business
problem solving, business intelligence and business direction setting.
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Under the existing approach to strategic management processes, firms
have failed to redesign the reporting and performance management sys-
tems to take account of the primacy of shareholder value. As a result
many of the systems currently in place reflect a bottom line profitability
perspective rather than a value perspective. Thus, the rhetoric of value
management is not matched by the reality of performance management
and business execution.

The last twelve months has seen the emergence of strategic enterprise
management (SEM) software offerings from the top three enterprise
resource planning (ERP) vendors. As currently conceived by the major
vendors, SEM is designed to improve the effectiveness of strategic man-
agement processes by providing managers with business performance
monitoring, consolidation, and data warehousing/business intelligence
capability.

It seems that the last ten years have been a succession of latest ‘hot
topics’ and firms struggling to come to terms with yet another ‘silver
bullet’ change program or strategic initiative. Activity-based costing
(ABC), activity-based management (ABM), balanced scorecards, busi-
ness process re-engineering (BPR), and the more recently conceived share-
holder value management (SVM), have led to a plethora of management
seminars and books on how to survive in the turbulent environment of
the new century. Few corporations have failed to escape from the army
of consultants and management gurus offering attractively packaged
‘solutions’.

One of the criticisms which has been levelled at the emerging SEM
area is that there is nothing new in the technologies or for that matter the
techniques which SEM encompasses. This is in fact probably true.
However, the real potential of SEM may lie in the fact that it is based on
well established and widely accepted techniques and maturing technolo-
gies. A particular criticism of many performance improvement initiatives
is that they require firms to abandon previous performance improvement
techniques and systems and replace them with the latest solution.

Essentially SEM is an attempt to improve the strategic management
of an organization by giving finance professionals better tools and
approaches to meet the continuous stream of requests for analysis and
information from senior executives. In recent years the demands on the
time and resources of the finance professional have grown exponentially.
SEM tools are designed help/allow finance staff to leverage the data in a
firm’s ERP systems to provide better decision support. As such it uses a
range of analytical applications such as SVM, ABC/ABM and balanced
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scorecards to help executives manage the enterprise better. In this respect
SEM may finally fulfil our expectations for ERP and provide useful infor-
mation for senior managers.

It is important to appreciate that SEM is not some new magic tech-
nology. In fact this book will argue that SEM as a management activity
has been around for decades ever since firms began to recognize the need
for better strategy formulation and execution. Finance professionals, such
as management accountants and others, have been providing SEM type
support for decades using spreadsheets, extract programmes and a lot of
elbow grease. For years we have seen a continuous stream of
decision/executive support type software (executive information systems
(EIS), data mining, dashboards, etc.). Many of these technologies were
sold as a panacea for all of a firm’s reporting and analysis shortcomings.
SEM technologies draw valuable lessons from our less than successful
experiences with these earlier technologies, by recognizing the primacy of
the executive and relegating the technology to a supporting role. The
SEM technology emerging from the ERP and other software vendors is
light years ahead of older modeling/analysis tools, however it is still just
software. The real killer application in SEM is that it releases finance pro-
fessionals and others from the drudgery of monthly corporate monitor-
ing and allows them to concentrate on more valuable analysis such as
solving specific business problems (excess inventory is a favorite at the
moment) and longer term direction/agenda setting. The reality is that the
biggest constraint on most corporate business analysis and planning
groups is not technology but a poverty of time to think about the chal-
lenges facing the firm. Successful firms have long recognized that excelling
at strategic management tasks, such as business intelligence and deci-
sion-making, is a competitive advantage in itself.

Historically the management accountant/finance professional has
been seen as the ‘keeper’ of the organization’s most valuable assets, but
in the new knowledge-era, where many of the assets are no longer tan-
gible, and many processes are automated, this role is under threat. Due
to these factors, finance now faces the challenge of re-positioning itself as
a value-adding business partner to the organisation, and driver of cor-
porate strategy and new management systems. In this respect the predic-
tion from Greg Hackett, co-founder of the Hackett Group, should act as
a wake up call for all finance professionals:
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‘By the year 2005 the finance function as we know it will have
changed almost beyond recognition. Transaction processing will be
simplified, standardized, routined, streamlined and automated.
That’s 60 per cent of finance’s current responsibilities about to dis-

appear.’

Gregory Hackett, co-founder of the US-based Hackett Group

1.2 The problem with finance -
from scorekeeper to business partner

The finance function in many organizations is undergoing significant
change. This change is being driven by the need for finance profession-
als to make the transition from a scorekeeping role to one in which they
actively drive and support the value creation activities in the firm (see

Figure 1.2).

Figure 1.2: Finance needs to move to a business partner role

A
Value added

Business partner
Value creation

Scorekeeping
Transaction based

»
|

Time

While technologies such as ERP, data warehousing, and budgeting/
planning software have brought greater efficiency to the finance profes-
sionals’ role the promise of technology remains largely unfulfilled. A
recent KPMG benchmarking study identified some interesting findings:

e 87 per cent of CEOs believe finance must become a business part-

ner or leader in the next three to five years.

e  Only 56 per cent think finance is already a business partner, and are

they really?
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e Only 42 per cent of the participants have defined the vision or mis-
sion of the role of finance.

e A shift towards higher value added activities has only just begun.

e Linkage of finance processes to core business processes is critical.

e 32 per cent of participants are re-engineering business processes.

e  Top performing finance organizations use half the finance resources
of median performers.

e Only 30 per cent of finance organizations use performance metrics
to measure performance of finance processes.

1.2.1 The pressure for continuous process improvement in the
finance function

In common with other functional areas the finance function is under
pressure to improve performance in the key areas of process cost, cycle
times and quality. In particular, the relative high cost of accounting oper-
ations compared with other areas has led to calls for greater efficiency
and in some cases the establishment of shared service centers in an
attempt to drive down the cost of the finance function. While ERP tech-
nologies have played a key role in improving process quality and costs,
by removing the costly integration and duplication associated with
incompatible systems, much remains to be done.

1.2.2 The need to operate at a pan regional level

While globalization is the buzzword of the moment, in practice most
large multinational corporations (MNC) organize their operations on a
regional basis. A typical MNC will normally have three regions - EMEA
(Europe Middle East, and Africa), the Americas and Asia Pacific. In a
European context the advent of the euro and the move towards more
market driven organization structures has led to attempts by the finance
function to operate at a pan European level. This reflects the need to
align finance with the firm’s operating structures that are usually prod-
uct or market driven. Increasingly firms are attempting to standardize and
integrate the finance processes across regions. In particular firms are sim-
plifying their statutory structures to allow them to rollout US or IAS gen-
erally accepted accounting practice (GAAP) accounting standards across
multiple sites while retaining the ability to report in local GAAP for com-
pliance and regulatory purposes.
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Firms expect to be able to ‘slice and dice’ their profit and loss (P&L)
and balance sheets by country, by legal entity, by market and by product
line. In the past such reporting involved a large amount of scrubbing of
data from diverse legacy systems and spreadsheet based reporting. In
theory with the complex and very comprehensive transaction coding
capabilities of most ERP systems firms are in a position to report multi-
ple views of performance with relatively little effort. The reality for many
finance professionals is that statutory and inter group adjustments, as
well as local GAAP adjustments, are still delaying monthly and quar-
terly reporting. In addition a regional or product line perspective on firm
performance still requires significant manual intervention by finance staff.

1.2.3 Improving reporting cycle times and reducing the burden of
ad hoc reporting

In the past finance professionals spent a large amount of time extracting
information from different legacy systems and using spreadsheets to sum-
marize and present the information to senior executives. As Figure 1.3
illustrates difficulties arise primarily because of the diverse systems
supporting the firm’s operational activities. A typical firm might be run-
ning its accounting systems on an IBM AS400 while its manufacturing
operations run on a separate HP or other platform. In some cases each
functional area and indeed each operating site may have had different IT
architectures. As a result a large amount of effort and resources is spent
trying to extract and reconcile information from the diverse systems. The
finance function at the corporate or business unit level often spends a
large part of the monthly close out manually scrubbing the data from dif-
ferent operating sites and systems. This information is then supplemented
with information from external sources and with forecast data. Tight
deadlines for reporting typically lead to a situation where there is very lit-
tle time for value added analysis of the firms’ performance. The problem
is exacerbated when the executive committee requests ‘one off’ or ad hoc
analysis of a particular issue, such as declining sales in a particular mar-
ket. This inevitably leads to additional extract programs and spreadsheet
analysis. As a result finance staff in such decision support roles often
complain about the burden, which incompatible systems place on them.



Figure 1.3: Traditional management reporting systems
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1.2.4  The failure of institutional performance improvement
techniques and technologies

The last fifteen years has seen a succession of techniques and technolo-
gies aimed at improving management accounting and reporting.
ABC/ABM, balanced scorecards, SVM are all recognized as having the
potential to bring significant improvements in operations. Many firms
have, however, failed to get beyond the prototype stage with these ini-
tiatives. One of the reasons for this was the difficulty in tying what were
often stand alone techniques back to the data sources, which were incom-
patible legacy systems. A similar experience resulted from technologies
such as EIS, data warehousing and so-called ‘dashboard’ software. While
the underlying concept was fundamentally sound the technologies them-
selves lacked scalability and robustness. Those accounting operations
associated with transaction processing and traditional duties typically
consume over 80 per cent of the resources in finance, leaving less than 20
per cent for company-wide value-adding activities (see Figure 1.4).

Figure 1.4: Making the shift to e-finance
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1.2.5 General limitations of traditional performance measures within
the finance function

Traditional management accounting systems have a large number of
shortcomings. In general financial reporting cycles are usually closed
monthly. Therefore, they are lagging metrics that are a result of past deci-
sions. This means that many operators, supervisors and operational man-
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agers consider financial reports too old to be useful for operational per-
formance assessment. In addition, traditional performance measures have
not incorporated strategy. Rather the objectives have been to minimize
costs, increase labor efficiency and machine utilization. Traditional per-
formance measures try to quantify performance and other improvement
efforts in financial terms. Yet, most improvement efforts are difficult to
quantify in financial terms (i.e. lead time reduction, adherence to deliv-
ery schedule, customer satisfaction and product quality). In addition,
operators find typical financial reports difficult to understand which
leads to frustration and dissatisfaction. As a result, traditional perform-
ance measures are often ignored in practice at the factory shop floor
level. Traditional financial reports are inflexible in that they have a pre-
determined format which is used across all departments. However, even
departments within the same company have their own characteristics
and priorities. Thus, performance measures that are used in one depart-
ment may not be relevant for others.

1.3 Shareholder value — what business wants from finance

In the past, finance professionals have been criticized for not listening to
the demands of business executives. So what do executives want from
their finance function? The overriding message is clear! Businesses want
finance professionals who can help them create shareholder value. To cre-
ate shareholder value organizations need to design and configure a sus-
tainable business model, and this in turn requires a finance function
which can provide decision support and analysis capability across the
range of strategic management activities.

For many years finance professionals have concentrated on sup-
porting just one aspect of the strategic management activities of execu-
tives. As Figure 1.5 illustrates strategic management involves not just
business performance management but also involves the more proactive
areas of business problem solving, business learning and business direc-
tion setting. For a finance function to be effective it must support all
four types of activities.

1.3.1 Improving business performance management

Business executives are continually evaluating the outcomes of past
decisions. Under business performance management, executives attempt
to effectively link performance measurement and controls to strategic
objectives, in an attempt to ensure that operational decision-making is
fully focused on delivering strategic objectives. As part of this approach
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Table 1.1: Shortcomings of management accounting and control systems

o Alack of strategic focus on, competitors, customers and products and the failure to
address the information needs of the wider stakeholder groups.

o The absence of the ‘balanced scorecard” approach and the focus on mainly financial
historical measures of performance.

o Reporting under traditional legacy systems is cyclical in nature and often restricted to
batch and month end reporting.

e Inmany cases IT is a constraint on the firm's ability to implement new reporting
processes and measures.

o Important business knowledge and understanding of the underlying processes is often
embedded in poorly documented spreadsheets.

o With business models and corporate strategies continually changing many firms find that
their reporting systems do not reflect the changing corporate strategy.

o Lack of support for flexible organizational structures and multidimensional reporting.

o Poor support for planning, direction setting, and forecasting and too much focus on
information for tracking and control purposes.

o The strong financial accounting bias in many management reporting systems often leads
to a lack of focus on the drivers of performance and, in particular, the customer facing
revenue creation processes. Finance professionals continue to focus on the
manufacturing and cost of sales elements despite the fact that in many industries sales
and marketing and other brand building activities constitute the biggest element of
product costs.

o While traditional management accounting systems were effective in identifying where
costs were incurred they failed to provide support for cost reduction programs.

o Finally the excessive tracking and control focus of management reporting often led to a
neglect of, and a lack of decision support for, the important areas of business problem
solving, business intelligence and direction setting.
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the drivers of stakeholder value are the key performance evaluation cri-
teria, and the traditional approaches to performance measurement and
control are extended to include competitors, customers, products and
relative market position. To be effective in support of this activity, finance
professionals must support decision-makers’ information needs, provide
seamless integration of strategic, financial and operational information
and provide transparency across the enterprise to ensure continuity of
information from strategy through to business execution.

Figure 1.5: Strategic management activities
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1.3.2 Improving business problem solving

Senior managers in organisations are faced with a continuous stream of
complex, and non-repetitive business problems. These problems are in
most cases significant in terms of their organizational implications and
are often concerned with issues such as supply chain management, invest-
ment appraisal, margins, and market share. A key feature of many of
these situations is the high levels of uncertainty and ambiguity associated
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with them and the constraints on managers’ ability to predict the out-
comes of different alternative courses of action. To be effective in the sup-
port of executives’ business problem solving, the finance function must
recognize that the provision of information processing and analysis capa-
bilities is only a small part of improving decision-making. In particular,
finance staff need to explicitly recognize that even sophisticated model-
ing and statistical techniques are of limited value where managers are
faced by highly novel problem situations, where their ability to specify the
variables involved is constrained. Finance staff can support business prob-
lem solving by providing managers not just with access to the technology
and data they need, but by also providing them with tools for improving
problem definition, problem analysis, alternative evaluation and choice.
In particular, finance staff need to improve managers’ ability to leverage
insights and share tacit knowledge by drawing on the principles of knowl-
edge management and organizational learning. When finance staff pro-
vide successful decision support for business problem solving they do so
by helping executives in their efforts to understand and articulate infor-
mation requirements. They eliminate the excess of irrelevant information
that threatens ideas by providing managers with a flexible environment
in which to explore ideas and alternatives. As such, a key role for finance
staff is helping managers to articulate and make more explicit their
understanding of the environment they face and to develop complex men-
tal models of their problem space.

1.3.3 Improving business learning (business intelligence)

Finance staff can support business learning by putting in place the systems
and processes to allow organizations to effectively gather and filter the
information senior executives need in order to make sense of their
environment. In particular, finance should be drawing on developments
in the areas of knowledge management, the Internet, strategic analysis,
data warehousing and other areas to deliver quantitative and qualitative
information from internal and external sources to the executive desk-
top. Finance has a key role in deploying responsive information systems
to allow organizations to exploit the increasing velocity of the business
environment. Shorter product life cycles, risk and globalization, tech-
nology, etc., have all led to an increase in the velocity of business decision-
making. The number of incidences requiring management to make
important changes in its strategic posture has increased dramatically. In
order for managers to cope with the continuous stream of decision points



E-finance: towards effective finance?

they need a responsive information system to support learning. This
information system must keep them informed of the outcomes of previ-
ous decisions, but also alert them to changes in the wider competitive
environment.

1.3.4 Improving business direction setting

The evidence to date suggests that successful corporations have superior
strategic management processes. Successful organizations are those which
are capable of charting a course which maximizes stakeholder value in the
face of a hostile environment. One of the most effective tools of strategic
management of recent years has been shareholder value management
(SVM). SVM lies at the heart of the effective finance function. SVM seeks
to effectively link strategic objectives to resource allocation and perf-
ormance management, in an attempt to ensure that operational decision-
making is fully focussed on delivering strategic objectives. This can only
be achieved if firms have the processes and systems in place to give trans-
parency to the decision-making process and to help managers see the
likely impact of specific decisions on the value of the business. Finance
can bridge the gap between strategy and operations by making share-
holder value the key criteria in decision-making and by providing the
tools and information to support SVM. As such finance professionals
have a key role to play in SEM operationalizing SVM, by helping exec-
utives:

o understand what factors drive value;

e  find where value is created or destroyed;

e  establish value as the criterion for decision-making; and

e embed value into the firm’s performance and compensations sys-
tems.

Fully embedded value-based management takes the shareholder
value concept into the front-line of operational management. In particu-
lar it shifts the focus:

e from profit targets only, to targets for each of the value drivers;

e  from managing traditional functional structures, to managing value
centers;

e from historical accounting, to predictive value reporting; and

e from incremental discounted cash flow (DCF) project appraisal, to
value based business appraisal.
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The increasing demand to create value for shareholders will force
management to:

e evaluate its own performance;

e  review its strategies continually;

e re-examine its business model through which it competes; and
e implement new initiatives to achieve profitable growth.

The management of an organization must understand where value
is created and destroyed, whether its business model is operating effec-
tively and how this can be improved. This is done by defining and eval-
uating the strategy, setting targets, measuring performance, forecasting
and then re-evaluating the strategy. All of this requires a vital ingredient
— information.

1.4 The problem with ERP

Davenport (1998) predicted a number of benefits for the finance function
from the implementation of ERP systems. In particular it was suggested
that ERP systems would provide:

e  Support for strategic planning and organizational change in the
form of tighter integration of functions to support management by
process. Multiple sites could be managed as a single entity using
proven processes.

o  Enterprise-wide integration of systems and information through
standardization yielding improvements in data integrity and site
headquarter reporting.

e  Cost reduction and revenue enhancements from improvements in
management reporting and control, as well as improved efficiency
and more timely access to accurate information.

e  Data rationalization through the use of universal transaction codes,
and consolidation procedures.

e Improved forecasting for production, distribution and other pur-
poses based on real time integration with suppliers and customers.

e Improvement in transaction processing in the form of better cash
flow control, payables accounting, etc.

As an investment ERP has provided an extensive range of benefits
to organizations as outlined in Table 1.2.

It would be wrong to think that ERP systems have only had a pos-
itive impact on the work of finance professionals. Research results indi-
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cate that while ERP systems improve the supply of transaction data for
strategic management accounting activities, they typically cause signifi-
cant damage to the existing decision support capability of the firm. In
particular, the introduction of ERP systems will lead to the elimination of
many of the existing approaches to management reporting. The increased
operational control achieved through the introduction of ERP systems
may inhibit the strategic learning which is a hallmark of management
accounting decision support activity, and may lead in the long term to a
loss of strategic thinking and problem solving capacity at the local oper-
ating site level.

Table 1.2: The impact of ERP systems on management reporting and information processing

Single worldwide data repository

Improve performance measurement and control processes across the sites

Improve intra-group co-ordination of production and supply chain management

Replace non-Y2K compliant legacy systems

Provide EMU convergence

Reduced lead-time, improved response time to ad hoc requests for analysis and decision
support systems

Improved tracking and control at operational control level

Inventory cost control, job costing

Reduction in clerical, re-keying errors

Time and resource savings reported

Reporting cycle times cut

Better budgetary control and variance analysis

Reduced accounting costs through shared service centers

Better segmental reporting, product line reporting

Use of spreadsheets were reduced

Reduced reliance on extraction programs and report generation capabilities

In addition to having important strategic implications, enterprise
systems also have a direct, and often paradoxical, impact on a company’s
organization and culture. On the one hand, by providing universal, real-
time access to operating and financial data, the systems allow companies
to streamline their management structures, creating flatter, more flexible,
and more democratic organizations. On the other hand, they also involve
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the centralization of control over information and the standardization of
processes, which are qualities more consistent with hierarchical, com-
mand-and-control organizations with uniform cultures. ERP systems
offered an escape from legacy systems and their associated Y2K problems
to a more integrated system based on a single data repository that sup-
ports data mining and other data warehousing derivatives. In particular,
ERP systems promised to eliminate the need for spreadsheets, shadow
systems and expensive manual integration of data from different legacy
systems.

Bob Scapens, a UK academic, found evidence to suggest that while
systems such as SAP integrate separate functions and business processes
in one system for the whole company, such centralization can lead to a
loss of control at the local level. In particular it was found that finance
professionals in subsidiaries of overseas multinationals had to rely
increasingly on the company-wide system as the basis for information
they provide to their managers. In some cases control over the delivery
of local management accounting information had diminished and this
could lead to a lack of locally relevant information or a return of sup-
plementary local information systems.

1.5 From traditional ERP to SEM

For a number of years ERP vendors have been criticized for the inade-
quacy of the decision support systems (DSS) capability within their sys-
tems. Trends such as EIS, data warehousing, balanced score cards, etc.,
have prompted vendors such as SAP to focus on analytical applications
which are designed to support top managers in their decision-making.

With the expanding functionality of ERP systems firms can now get
ABC/M and balanced scorecard functionality as part of the ERP. This
resolves many of the integration issues that plagued earlier efforts.
Similarly the incorporation of data warehousing and EIS capability into
ERP has allowed finance professionals to move beyond mere prototype
applications to fuller business unit applications.

While ERP is not a panacea for all of these problems or shortcom-
ings, it does provide a framework and the data access to allow finance
professionals to fundamentally alter the orientation of their reporting
systems away from cyclical routine reporting of historical financial per-
formance, to a more strategic and value added focus as outlined in Figure
1.6. In particular, ERP systems provide the flexible data access to allow
finance professionals to gain the richer cross-functional process insights
into performance which senior managers typically require.
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With well-designed and implemented ERP systems, management
accounting staff are freed from the drudgery of wading through large
amounts of data from legacy systems and the manual consolidation of
data in spreadsheets. Instead ERP systems allow greater focus on value-
added analysis and commentary. Thus the executive committee is pre-
sented with more informed views on performance and a more responsive
reporting system.

Traditional ERP systems were designed to aggregate data and
ultimately to help companies achieve greater efficiency. These new gen-
eration SEM systems are designed to take ERP systems to the next level:
to make data multidimensional and meaningful and thus to help organ-
izations become effective through strategic analysis and simulation.

Thus, it is an evolved state or next generation solution to tradi-
tional ERP systems. SEM aims to extend the principles of ERP vertically
to support high level value management processes such as strategic plan-
ning, risk management and value communication. This will be achieved
through the linking of ERP with business intelligence tools such as data
mining, on-line analytical processing engines, desktop analysis and data
visualization software. It will allow for a two-way flow of information,
for example, corporate strategists can monitor performance continuously
using feedback from the business execution systems, and changes to strat-
egy can be driven down to operational level through new targets and key
performance indicators.

Currently there are a number of ERP vendors offering ERP-based
SEM solutions. SAP, who are the ERP market leaders, have now launched
their SEM application. Peoplesoft® also has its own SEM/business intel-
ligence application called Enterprise Performance Management. Oracle
and Hyperion, amongst a technological sea of others, have also developed
their own version of these applications ensuring SEM will become a well-
established part of the corporate agenda, thus providing the forum nec-
essary to highlight the corporate movement towards the technologies
and techniques which make up the SEM offerings.

All of the main vendors have configured their offerings along simi-
lar dimensions to Figure 1.6. For example, SAP in their offering aim to
provide managers with business performance monitoring, consolidation
and data warehousing/business intelligence capabilities. In conjunction
with this information-management functionality they also aim to include
techniques such as SVM, balanced scorecards, performance management,
benchmarking and ABC/M. It has been argued that many of the applica-
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tions and tools offered by these new systems offer nothing essentially new
and simply mirror the functionality that was previously offered in such
technologies as DSS, EIS or previous data warehousing technologies.
However, it is the processes and techniques that the adoption of these
new systems instill into organizations that will possibly be the greatest
asset they provide.

At the heart of SEM lies a value creation ambition driven by exec-
utives’ desire to meet the growing demands for improved returns for
stakeholders. Under the SEM approach managers in organizations seek
to configure a set of techniques, systems and processes in order to better
implement business strategy at all levels of the enterprise. The ambition
of SEM is to improve the quality and effectiveness of the strategic man-
agement processes by providing:

e  consistent data from internal and external sources, as well as know-
ledge and insights created from simulation and scenario modeling;

e managers with the capability to deconstruct value into its compo-
nents;

o a flexible modeling and analysis environment to support problem
solving and direction setting;

e  making relevant information easily available at the point of decision-
making;

e  connecting top-down communication of strategic targets with
bottom-up reporting of performance;

e meeting the changing information requirements arising from dynam-
ics of the organizational structures and processes;

e combining both historic and predictive views to support the entire
value management cycle;

e enable strategic feedback to support learning; and

e  keeping managers informed of changes in the extended value chain.

1.6 Conclusion

Over the next two years SEM will become an established part of the corp-
orate lexicon. The purpose of this book is to provide managers with our
views on how SEM can play a vital role in providing executives with an
integrated framework in which to make the most informed decisions and
ensure that those decisions are implemented in a planned and measured
way.

SEM is not a technological issue but is instead about integrating
best practices in the key management process of planning, decision-mak-
ing, implementation and measurement to maximize stakeholder value.
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While technology and systems are a vital enabler, the successful imple-
mentation of SEM requires a much wider perspective than many practi-
tioners have suggested to date.

This book explicitly recognizes that there is valuable knowledge
and learning embedded in existing techniques, systems and processes and
that it is important that this value is not destroyed in the course of imple-
menting new approaches. The ideas put forward in this book will hope-
fully allow finance professionals to leverage their existing insights and
understanding, and augment the value which firms have got from their
efforts at process improvement to date. One desirable outcome from this
book would be a new roadmap for finance professionals in organizations.
This roadmap would assist them in their efforts to successfully deploy the
emerging SEM technologies and techniques in a way which creates real
value for the firm by improving the strategic management processes in the
firm. As such, the book is concerned with examining ways in which
finance professionals can leverage existing ERP and other systems invest-
ment to deliver on the business partner vision for finance which has been
talked about for so long. As such this book has a very simple objective:

To help finance professionals become business partners providing
executives with the information and analysis they need to formulate and
execute successful business strategies.

1.7 Key concepts

e The velocity and complexity of business is increasing.

e  Existing approaches to delivering decision support to strategic man-
agement are not meeting expectations.

e SVM must underpin decision-making and resource allocation.

o  Finance needs to move away from its scorekeeping role to a business
partner role.

e  ERP systems have delivered increased efficiency at the operating
level but have not led to a significant improvement in strategic man-
agement processes.

e  SEM has the potential to deliver improved support for senior exec-
utives by leveraging the existing investment in ERP systems using
analytical applications.

e SEM is not a technological issue, but instead is about creating real
value for the shareholders by improving the strategic management
processes in the firm.
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2.1 Introduction

The contemporary business world is characterized by rapid and unpre-
dictable change. In the past our fundamental understanding of the environ-
ment was often based upon a linear view of business and economic behavior,
where historical trends in demand, competitive relativities and technology
prevailed. The destructive technologies of the microprocessor and the inter-
net have revealed signs of subsidence in the cornerstones of management
practices based on the linear, mechanistic, and deterministic paradigm where
buying IBM was safe and Amazon was a river in south America.

As the countless advertisements for consultancy and software firms
remind us, the rules of the game are changing. In today’s environment of
global competition, situations can change rapidly and new competitors
enter markets with ease. An organization’s ability to evaluate the value
of its products and customers, in terms of their contribution to the over-
all shareholder value of the business, is critical to its competitiveness and
long-term success. The astounding growth of e-business systems puts
great onus on organizations to carefully manage their chief resource —
information. As the volume of information from processes grows, so too
does the complexity associated with managing firm performance. In
many cases, finance professionals end up using spreadsheet-based finan-
cial systems for consolidation, budgeting, and reporting and analysis. In
effect, the finance function is failing to keep up with advances in the
business strategy.

At a more general level significant changes in management struc-
tures, strategy and decision-making have occurred. The traditional pas-
sive management philosophy and approaches which had served managers
well for decades are being questioned. Increased competition and cost
reduction requirements have led to a significant restructuring of organi-
zations. These changes have involved redundancies, major investments in
new IT equipment and increased consumer awareness.
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Figure 2.1: Strategic view of finance information systems

Strategy development
Reinforce behaviours

—> Align decision-making

Target setting
Translates strategies into
performance targets
Top-down target setting and
bottom-up budgeting

Strategy evaluation
Reliable methodology to evaluate
and update
Monitor improvement initiatives
Capital allocation to areas that
drive value

Bus. plan devpt

Scenario planning

Data analysis Data collection
Performance v. targets Early warning mechanism
Supports scenario planning, ‘ Focus on affecting critical
forecasting and simulation performance drivers
Identify improvement
opportunities

Given these complex and bewildering environments senior man-
agers are increasingly concerned with identifying key business drivers
and internal performance measures). Senior managers require informa-
tion systems which help them to manage the ‘key control variables’ for
their organization, i.e. the set of factors which are at least partially con-
trollable by the organization and are likely to affect its medium or long-
term success. As such they are moving to finance information systems
which reflect a more strategic view of the organization (see Figure 2.1).
These information systems typically include:

e analysis of costs and business drivers;

e indicators of progress towards achievement of a ‘total quality’
environment in the organization; and

e information relevant to strategic planning and forecasting.

In addition, senior management’s information requirements may
include both external and internal information, as well as both financial
and non-financial information. As a result senior managers require:
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e  substantial flexibility in the type and format of information which
they can obtain from their information systems, i.e. the types of
information which managers require for strategic planning purposes
is likely to vary over time; and

e flexible modeling capabilities to enable them to analyse data and
information in whatever manner they consider appropriate in given
circumstances.

This type of assistance was in most cases unavailable in the highly
standardized reports generated by traditional ERP systems.

2.2 Understanding strategy and the strategic management activity

While determining and closely monitoring the strategy of an organization
is only one of the functions of management, it may be the most signifi-
cant form of management decision-making. The complexity of modern
business ensures that strategic management has become the responsibil-
ity of a large number of executives and hence they require an awareness
of the techniques, processes and technologies employed in operational-
izing the business strategy of the organization.

George Steiner, in his book, Strategic Planning, points out that strat-
egy entered management literature as a way of referring to what one did
to counter a competitor’s actual or predicted moves. He also points out
that there is very little agreement as to the meaning of strategy in man-
agement literature. However he did suggest that:

1.  Strategy is that which top management does that is of great impor-
tance to the organization.

2. Strategy refers to basic directional decisions, that is, to purposes
and missions.

3. Strategy consists of the important actions necessary to realise these
directions.

4. Strategy answers the question: What should the organization be
doing?

5. Strategy answers the question: What are the ends we seek and how
should we achieve them?

Mintzberg on the other hand argued in his 1994 book, The Rise and
Fall of Strategic Planning, that strategy emerges over time as intentions
collide with and accommodate a changing reality. As such a firm may

25



26 Strategic Enterprise Management

start with a particular perspective and conclude that it calls for a certain
position, which is to be achieved by way of a carefully crafted plan, with
the eventual outcome and strategy reflected in a pattern evident in deci-
sions and actions over time. It is this pattern in decisions and actions
which defines what Mintzberg called ‘realized” or emergent strategy.
Porter on the other hand sees success in being different. He points out that
strategy is about competitive position, about differentiating yourself in
the eyes of the customer, about adding value through a mix of activities
different from those used by competitors.

But what does all this mean in practical real terms? In Top
Management Strategy Benjamin Tregoe and John Zimmerman, of
Kepner-Tregoe, Inc., suggest that ultimately, strategy boils down to
selecting products (or services) to offer and the markets in which to offer
them. They suggest that executives have a number of primary concerns
or possibilities in terms of their strategy. The nine possibilities are:

Products offered
Market needs
Technology
Production capability
Method of sale
Method of distribution
Natural resources
Size/growth
Return/profit

XA AL =

Michael Treacy and Fred Wiersema, in The Discipline of Market
Leaders, assert that companies achieve leadership positions by narrow-
ing, not broadening their business focus. They identify three ‘value-dis-
ciplines’ that can serve as the basis for strategy — operational excellence,
customer intimacy, and product leadership:

1. Operational excellence. Strategy is predicated on the production
and delivery of products and services. The objective is to lead the
industry in terms of price and convenience.

2.  Customer intimacy. Strategy is predicated on tailoring and shaping
products and services to fit an increasingly fine definition of the
customer. The objective is long-term customer loyalty and long-term
customer profitability.
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3. Product leadership. Strategy is predicated on producing a continu-
ous stream of state-of-the-art products and services. The objective is
the quick commercialization of new ideas.

Each of the three value disciplines suggests different requirements.
Operational excellence implies world-class marketing, manufacturing,
and distribution processes. Customer intimacy suggests staying close to
the customer and entails long-term relationships. Product leadership
clearly hinges on market-focused R&D as well as organizational nim-
bleness and agility.

No matter which definition of strategy one uses, the decisions called
for are the same. These decisions relate to choices between and among
products and services, customers and markets, distribution channels,
technologies, pricing, and geographic operations, to name a few. What is
required is a structured, disciplined, systematic way of making these deci-
sions.

2.3 The decisions — some answers — more questions

Regardless of the definition of strategy, or the many factors affecting the
choice of corporate or competitive strategy, there are some fundamental
questions to be asked and answered. Strategic decisions deal with the
long-term health of the total enterprise and as such they represent a spe-
cial kind of managerial decision-making. Strategic decisions are those
that normally fall within the purview of top management. As such we can
view the pattern of strategic decisions made by top management as con-
stituting the strategy of the total organization. This strategy is aimed at
effectively matching or aligning organizational capabilities with envi-
ronmental opportunities and threats. Strategic decisions are typically
highly complex and involve a host of dynamic variables. Specific exam-
ples of strategic decisions include mergers and acquisitions, diversifica-
tions and divestitures, expansion and retrenchment, reorganization and
re-engineering, joint ventures and strategic alliances, and new product
development.

27
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Given the complexity and the dynamic nature of strategic decision-

making, it’s not surprising that executives tend to develop processes for
handling such decisions. Examples of the process view of strategic deci-
sion-making include those observed by Harrison (1993), which include:

Setting managerial objectives. Cycles through the process commence
with the setting of an objective and culminate when the objective is
attained. New objectives initiate new cycles within the process.
Searching for alternatives. Search involves scanning the relevant
internal and external environments for information from which to
formulate alternatives.

Comparing and evaluating alternatives. Alternatives represent var-
ious courses of action for attaining the objectives. They are com-
pared and evaluated using the information at hand, conditioned by
the preferences of the decision-maker for a given probabilistic out-
come.

The act of choice. This act is the moment when the decision-maker
chooses a given course of action from among a set of alternatives.
Implementing the decision. Implementation causes the chosen
course of action to be carried out within the entire organization.
Following up and controlling the decision. This function is intended
to ensure that the implemented decision results in an outcome that
attains the objective of the decision.

‘The essence of strategy is for a firm to achieve a long-term sus-
tainable advantage over its competitors in every business in which
it participates. A firm’s strategic management has, as its ultimate
objective, the development of its corporate values, managerial capa-
bilities, organizational responsibilities, and decision-making, at all
hierarchical levels and across the business and functional lines of
authority.’

Hax (ed.) (1987), Planning Strategies that Work

2.4 Strategic management and shareholder value

The concept of shareholder value is at the forefront of much of the con-
temporary literature concerning strategy and strategic management. The
interest in shareholder value is gaining momentum as a result of several
recent developments:
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o the threat of corporate take-overs by those seeking undervalued,
under-managed assets;

e  impressive endorsements by corporate leaders who have adopted the
approach;

e the growing recognition that traditional accounting measures such
as earnings per share (EPS) and return on investment (ROI) are not
reliably linked to increasing the value of the company’s shares;

e reporting of returns to shareholders along with other measures of
performance in the business press, such as Fortune’s annual ranking
of the 500 leading industrial firms;

e a growing recognition that employees’ long-term compensation
needs to be more closely tied to shareholders.

Boards and senior managers have been concerned with shareholder
value creation ever since the ownership structure of organizations moved
from the individual to wider ownership. The increasing power and influ-
ence of financial markets have driven many companies’ boards to regard
the creation of ‘shareholder value’ as their primary strategic business
focus. A series of new studies has concluded that institutional investors
and analysts no longer rate companies by mere financial criteria alone.
They derive their company ratings from shareholder value-based valua-
tion models that are based on quantitative forecasts of the most impor-
tant value drivers. The studies also indicated that forecasts of operative
results of companies are better when non-financial information is also
taken into account (Ernst and Young, 1998). Of the 38 identifiable influ-
encing factors, the following topped the list:

o ability to implement the enterprise strategy;
o credibility/ability to manage;

e quality of the enterprise strategy;

e ability to innovate;

e ability to hire talented new staff; and

e  market position.

In addition, a close relationship exists between the communication
strategies of investor relations departments and the investors’ buy rec-
ommendations. Sixty-nine per cent of the surveyed investors related the
relationship as an ‘important’ or ‘very important’ investment criterion
(Arthur Andersen, 1999). Both studies point to the fact that sharehold-
ers and shareholder value are key variables to be considered when imple-
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Strategy discovery and execution

menting an enterprise strategy. Under this concept a successful business
creates value for its shareholders by creating value for its customers and
by maintaining its competitive advantage through an innovative busi-
ness model (see Figure 2.2).

The increasing demand to create value for shareholders will force
management to:

e  evaluate its own performance;

e  review its strategies continually;

e  re-examine its business model through which it competes;
e implement new initiatives to achieve profitable growth.

The management of an organization must understand where value
is created and destroyed, whether its business model is operating effec-
tively and how this can be improved. This is done by defining and eval-
uating the strategy, setting targets, measuring performance, forecasting
and then re-evaluating the strategy (see Figure 2.3).

Figure 2.3: Strategic enterprise management

—| Strategy review and assessment |<—
A

Target setting | | Forecasting

A

> Performance measurement
and reporting

Corporations often find that their strategic decisions are not con-
verted into the operational objectives of the business and that the strate-
gic decisions are not understood or optimized at all levels. Strategy has
to move out of the executive office and be integrated into the day-to-day
work of each employee. The employee can then contribute to make strat-
egy happen and provide feedback for further optimization of the strategy.
Only then can an enterprise really align its entire activities with the value
expectations of the shareholders and other stakeholders, (such as employ-
ees, business partners, customers, public interest groups), and thus ensure
long-term profitability.

Fortune (1999) cites that it is a widely held misunderstanding that
developing the right enterprise strategy gives companies a decisive
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competitive advantage. In reality, formulating the strategy is less than
half the battle. In the majority of cases — an estimated 70 per cent — the
problems occur due to faulty implementation.

According to an American study, strategy implementations usually
fail to pass one of the following four barriers (Norton, 1996):

1. Strategy barrier: the strategy is not operationalized. Only 40 per
cent of middle management and five per cent of the rest of the staff
understand the enterprises strategy.

2. Objective congruence barrier: only 50 per cent of top management
and 20 per cent of middle management have a bonus system that is
directly linked with the strategy’s medium-to-long-term goals.

3.  Management barrier: 85 per cent of management teams spend less
than one hour a month discussing strategy.

4.  Resources barrier: 60 per cent of an enterprise’s resources have no
direct relationship with strategy.

Wefers (2000) further addresses strategy implementation failures
from the point of view of deficiencies in typical performance measurement
systems. He states that from a strategy implementation perspective, typi-
cal performance management systems suffer from the following disad-
vantages:

e  enterprise strategies are not explicitly divided into their elements;

e a missing link exists between enterprise strategies and operative
business processes;

e there is a one-sided focus on financial performance measures;

e  activities are oriented on the past, and are therefore only reactive;

e bonus and incentives are not tied to the strategy implementation;

o  allocation of resources does not relate to strategy;

e feedback from experts, persons responsible and information sys-
tems is mostly operational or tactical, not strategic.

Quinn points out that the total strategic process is anything but lin-
ear. Integrating all the subsystem strategies is a groping, cyclical process
that often circles back on itself, encountering interruptions and delays,
and rarely arrives at clear cut decisions at any one time. Thus, the strate-
gic management process is not just an ‘empty box’ that contains only
those elements modeled by academics. An additional, non-modeled ele-
ment is the strategic manager’s appreciation of the interdependence of the
elements. In particular successful strategic management requires the inte-
gration of analysis and intuition, in conjunction with the correct infor-
mation.
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2.5 Where do decisions come from?

As far back as 1938 Bernard contended that executives do not enjoy the
luxury of making their decisions on the basis of orderly rational analy-
sis but depend largely on intuitive or judgmental responses to decision-
making situations. In a world which is moving towards quantification,
most business decisions include qualitative and relatively intangible fac-
tors that continue to elude even the most sophisticated mathematical
models. Executives frequently couple anticipatory behavior with intu-
ition and they try to create an environment in which they come up with
the answers before anyone is aware of the question.

As such intuition is not the opposite of quantitative analysis nor is
it an attempt to eliminate quantitative analysis. It arises because few
strategic business decisions have the benefit of complete, accurate and
timely information. Management involves an understanding that is map-
ping relationships between various factors. This mapping is often diffi-
cult because of the multitude of factors involved. Harper points to what
he calls the paradox of the computing revolution: ‘in the middle of the
computer revolution, the intuitive skill to sift through all the information
— to see the forest from the trees — may be as important as the informa-
tion itself’.

Instead of having precise goals and objectives senior managers have
general overriding concerns and think more about how to do things than
about what is being accomplished. In addition to depending on their
ability to analyze they also rely heavily on a mix of intuition and disci-
plined analysis. In many cases action on a problem is incorporated into
the diagnosis of the problem. Research has shown that managers fre-
quently by-pass rigorous analytical planning altogether, particularly when
the problem they face is difficult, novel or extremely entangled. When
they do use analysis for a prolonged period, it is always in conjunction
with intuition. In making their day-to-day tactical maneuvers, senior
executives rely on several general thought processes such as intuition,
managing a network of interrelated problems, dealing with ambiguity,
inconsistency, novelty and surprise, and integrating action into the
process of thinking.

In many situations managers simply cannot determine or predict
which alternative will solve a problem. In these cases, intuition, judgment
and trial and error are used to find solutions. Information about problems
may be incomplete but managers must make decisions. These decisions
may produce errors particularly under conditions of uncertainty.
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Thinking is inseparable from acting, with managers developing an
understanding by thinking and acting in close concert. Managers regu-
larly use thinking to inform action and vice versa. In many cases analy-
sis is not a passive process but a dynamic, interactive series of activity and
reflection. In many situations managers simply cannot determine or pre-
dict which alternative will solve a problem. In these cases, intuition, judg-
ment and trial and error are used to find solutions.

Another feature of the work of senior executives is that much of the
knowledge that they use remains tacit because it cannot be articulated fast
enough or because it is impossible to articulate all that is necessary for
successful performance. As Polanyi (1967) observed:

“We know more than we can tell. To be able to do something and at
the same time to be unable to explain how it is done is more than
logically possible it is a common situation.’

Managers acquire the information they need to function from a
variety of sources. Far from being dependent on formal data from offi-
cial reports, managers utilize a wide range of alternatives including orga-
nizational processes, such as routines, ad hoc meetings, etc. As such,
much of the insight which managers use in solving complex problems is
based on individual and organizational knowledge.

Driver and Mock (1975) suggest that people differ distinctly in the
way they use information and make decisions. Some individuals, they
point out, use small amounts of information when making decisions,
while others use massive amounts. Some individuals use information in
a quick and decisive manner, others massage it slowly, deliberately and
creatively. They postulate that two basic cognitive characteristics influ-
ence how an individual uses information and makes decisions. These are:

1. an individual’s preference for processing either small or large
amounts of information; and

2. an individual’s tendency to see either single or multiple meaning in
the information processed.

These two dimensions were combined to derive four distinctive
decision styles — see Figure 2.4.

The decisive individual uses a minimal amount of information and
likes to see the information generate one firm solution. The flexible style
uses minimal data but sees information as having different meanings at
different times. This style relies on reacting intuitively to events as they
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occur. The hierarchic uses masses of data to generate one best solution
while the integrative style involves large amounts of data but generates a
multitude of equally viable solutions. The purpose of a management
information system is to expose the significant relationships that will
decrease uncertainty in organizational decision-making with a corre-
sponding increase in the utilization of organizational resource.

Figure 2.4: Driver and Mock's decision style model.

Amount of information used
Minimum g Maximum
Multiple solutions
A
Flexible Integrative
Degree of focus in
use of data

Decisive Hierarchic

One solution

2.6 ERP systems — strategic management information?

It seems logical that in order to engage in successful strategic management
the core ingredient is information. As such, since the 1950s information has
come to be regarded as a resource of paramount importance in respect to an
organization’s current efficiency and for planning for future objectives. The
failure of information systems (again including ERP) to respond to the
changing needs of managers’ strategic information requirements can be
traced to the sluggishness of information systems caused by a number of fac-
tors:

e the failure to recognize that information is only a small component
of the organizational decision process;

e  formal analysis of quantified information is at best a minor aspect
of the situation;

e  organizations are complex and change is incremental and evolu-
tionary; and

e data is a political resource whose distribution through new infor-
mation systems affects the interests of particular groups.
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If ERP is to provide strategic information it needs to extend its infor-
mation management capacity to include both internal and external, as
well as financial and non-financial information. This will require a sys-
tem with external input, coupled with extended financial capabilities and
flexible execution, that can implement one business process today but
change rapidly to handle tomorrow’s new models, thus delivering more
management orientated information.

Despite the fact that some firms are collecting external data, they are
not in a position to turn this data in real time into decision-making sup-
port. External data is not fed into operational systems and still involves
a lot of manual effort in separating irrelevant data or noise from useful
data and processing the data into information for use by managers.

A system is required that will, through vertically extending the func-
tionality of ERP, aim to enable a business to systematically monitor and
collect data about broadly ranged internal and external business condi-
tions, integrate the external and internal data, and strategically build or
extract business intelligence for all adequate levels of management within
an organisation.

The past ten years has seen unprecedented changes in managers’
decision support expectations and an increasing requirement for flexible
management accounting and control systems. In order for organizations
to survive, it is essential that their employees share first rate information
about their jobs, and that they make good use of genuine empowerment
to shape lasting solutions to fundamental problems. A key part of this
facilitation will be moving beyond the notion that it is enough to merely
make information available. Information must be provided in a way that
encourages organizational collaboration and shared meaning. Indeed it is
worth pointing out that the end objective therefore is not a smoothing
over of disparities in opinion or the pursuit of a single absolute meaning.

The information contained in ERP systems is primarily for surveil-
lance purposes rather than decision-making. ERP systems which form the
bulk of information systems (IS) activity in organizations are primarily
concerned with the intelligence phase of decision-making. In addition, the
categories of systems have a strong tracking and control bias. Support for
the design and choice phases of decision-making appears to remain the
domain of end user developed spreadsheet-based decision support sys-
tems.

By avoiding the confusion and complexity of spreadsheet-based
systems, SEM allows finance professionals to streamline their decision
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support activities and accomplish more in less time, with considerably less
effort. As such SEM provides finance professionals with a solution that
enables them to provide information to senior executives in an organized
and interconnected manner.

With SEM, firms can collect information at multiple levels and roll
it into an integrated model. Given that the system pulls actual data from
ERP systems, no one has to re-key information into spreadsheets.
Executives can assess their strategies using the business models to see
changes and their impacts, helping to solidify that all important buy-in
from those ultimately responsible for delivering shareholder value.

2.7 Key concepts

e The successful deployment of SEM technologies requires finance
professionals to understand the strategy discovery/formulation and
execution process.

e  Reliable and robust modeling, analysis and information reporting
are important parts of the strategic management process.

e  Effective strategic management processes can be an important
source of competitive advantage.

e ERP systems will not by themselves provide the value-based decision
support needed for firms to succeed.

e  SEM offers the opportunity for finance to deliver effective strategic
decision support.
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Technique, technology or snake oil?

3.1 Introduction

In recent years finance professionals have found that the demands on
their time and resources have grown hugely. In a recent survey of 3500
corporate and business unit chief financial officers (CFOs), respondents
from a broad range of industries were asked to identify the five areas in
which their entity is constrained by the lack of enabling technology. The
results of the analysis are displayed in Figure 3.1.

Most organizations are rich in data and cluttered with incompatible
systems. Some are succeeding in extracting the data that they need to
make rapid decisions, by, for example, building ‘data warehouses’.
However, the majority are struggling. The information they receive is
incomplete, defective or too out of date to be useful in making rapid, well-
informed decisions about the future. Often they are unable to interpret
the data or its implications. At the same time, the pace of change is accel-
erating. The environment in which firms must operate and its impact on
their organization is becoming less predictable and more threatening.
Lack of the correct information, combined with rapid change, makes
effective decision-making even more critical.

3.2 Decision support is underperforming

When Forrester Research asked organizations to rate their decision sup-
port capabilities, more than 60 per cent said their systems need improve-
ment or are awful (see Figure 3.2). Seventy per cent expect that their
decision support capabilities will improve over the next two years, but
few are clear on how this will happen. Decision support headaches seem
to be caused largely by organizational issues, especially pertaining to
data consistency.
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Figure 3.1: Key issues for finance professionals
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Figure 3.2: Decision support shortcomings

As a percentage of 50 Fortune 1,000 companies interviewed:
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Source: Forrester Research Inc.
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In a 1999 Practice Analysis of Management Accounting (a survey
commissioned by the American Institute of Certified Public Accountants
and the Institute of Management Accountants), almost half the respon-
dents say that compared to five years ago they spend less time preparing
standardized financial reports. About four out of five respondents say
that compared to five years ago they spend more time analyzing infor-
mation and being involved in the decision-making process.

This new direction in which the profession is headed was predicted
by Gerald Ross in a 1990 Management Accounting article (see Figure
3.3). He said that in 1990 management accountants were using tradi-
tional tools at the operational level in their companies. But to survive as
a profession in a new technological world, management accountants
would have to begin using more sophisticated tools and become involved
at the strategic level in their companies.

Figure 3.3: Where is the profession headed?

Strategic

Tactical

Management focus

Operational

Traditional Transitional Advanced

Management processes

Effective decision support by CFOs should allow the organization to
make decisions that focus on maximizing stakeholder value. In order to
achieve this finance professionals need to be able to carry out robust, sta-
tistically sound and sophisticated analysis using such approaches as “What
if’, cause and effect, scenario modeling and multidimensional data analy-
sis.
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As finance professionals struggle to stay afloat in rapidly changing

business conditions, SEM is becoming the process used to leverage the
collaborative strategic management process. In particular it helps busi-
nesses answer the difficult strategic questions:

Which customers are delivering the bulk of our profit?

Which parts of the business are creating shareholder value?

What are the real drivers of our performance?

What do these figures mean? How important are they?

How do we know if we are doing well relative to the competition?

SEM is an attempt to help finance professionals improve strategic

management by giving them better tools and approaches to meet the
continuous stream of requests for analysis and information from senior
executives. As such it attempts to support the key management processes
using well established analytical techniques such as value-based man-
agement (VBM), activity-based management (ABM) and balanced score-
card (see Figure 3.4).

Figure 3.4: SEM and the key management processes

Strategic planning
Balanced scorecard
Value-based management
Activity-based management
Strategy formulation

Compensation Budgeting and forecasting
Balanced scorecard Value-based management
Value-based management Activity-based management

Activity-based management

Performance measurement
Balanced scorecard
Value-based management
Activity-based management
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3.3 The value imperative

A recent Fortune magazine report on strategy formulation and imple-
mentation found that:

‘Nine of ten companies fail to execute strategy. Only 5 per cent of
the work force understands the strategy. Only 25 per cent of man-
agers have incentives linked to strategy. 85 per cent of executive
teams spend less than one hour per month discussing strategy. Less
than 10 per cent of strategies effectively formulated are effectively
executed.’

It appears that firms are struggling to formulate and execute strate-
gies that create long-term value for shareholders. In particular firms are
challenged to improve the effectiveness of their strategic management
processes and in particular to:

o translate stakeholder (shareholder) expectations into value creating
business strategies;

e  execute strategy faster and more successfully;

e  globally monitor and manage and communicate performance; and

e adapt quickly to changing market conditions.

Planning, budgeting, reporting and compensation processes have
been among the traditional mechanisms that companies deploy when
managing their performance. Unfortunately these often involve differ-
ent, even conflicting, goals and measures of success. Managing for value
requires that these processes are organized around an integrated set of
measures that tie operational and financial performance. It also requires
an understanding of the sources and drivers of value across business units
and market segments, in order to set investment and operational priori-
ties as outlined in Figure 3.5. A KPMG report on value management sug-
gested that the following are typical impediments to value creation:

e  corporate governance bias towards market share rather than eco-
nomic profitability;

e inability of resource allocation processes to distinguish good growth
from bad growth;

e inadequate performance measurement systems, lacking sufficient
focus on balance sheet;

e poor alignment between shareholder interests and management
accountabilities and rewards.
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Figure 3.5: The value management cycle
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In order to effectively support the value creation process executives
need information which allows them to:

e quickly identify changes in the market environment and react to
such with new, adapted strategies;

e  evaluate and compute these strategies using scenario planning;

e  operationalize new strategies using concrete goals and correspon-
ding measurements and initiatives;

e  carry out complete, integrated enterprise planning built on top of the
target values;

e acquire actual data from different sources and consolidate financial
data flexibly;

e  monitor goal achievement and benchmark the performance inter-
nally and externally; and

e communicate efficiently with external stakeholders.

By definition, strategy is forward-looking, a plan of action. SEM is
designed to deliver an accurate picture of overall value creation and com-
parable value performance between business units, products, and cus-
tomers; it provides the framework for future action within an
organization. Where should resources be allocated? Which customers
should be pursued? What distribution challenges make sense for a new
product? By measuring the past performance of products, channels, cus-
tomers, and other organizational activities, the firm is better able to gauge
future performance and make decisions that deliver the best.
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Figure 3.6: The strategic formulation — execution-evaluation cycle
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Unlike other types of DSS applications, SEM is specifically devel-
oped to extract data from existing ERP systems, and provide high-level,
industry-specific and role-based performance and profitability measure-
ment, analysis, and reporting in support of the strategy formulation, exe-
cution and evaluation process as outlined in Figure 3.6. SEM is designed
to help management communicate strategic and operational objectives
throughout the organization. It does this by providing a real-time
measurement of value drivers and reporting on their impact on overall
organizational performance. The result should be a single system that
establishes strategic performance objectives, communicates those objec-
tives throughout the organization, and provides relevant information to
the people most responsible for meeting those objectives. As such SEM
supports the strategic management process by telling managers how effec-
tively they are operationalizing strategy.
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3.4 The nature of SEM

Most of the major ERP vendors have taken a modular approach to cre-
ating innovative analytic solution suites which lie at the heart of SEM
software. As Figure 3.7 illustrates the analytical components draw on a
common data pool from a business/data warehouse and provide function-
specific capabilities. This enables organizations to create their own sys-
tem, specifically tailored to their unique industry- and company-driven
needs. Most of these applications and templates are currently available or
are under development by the different SEM vendors.

The data warehouse will normally be the single point of reference
for the entire SEM solution. It functions as the central data repository,
collecting data from the organization’s ERP and non-ERP systems, stor-
ing data, and feeding the analytical applications and reporting templates
(see Figure 3.8).

3.4.1 The analytical applications

o Activity-based management. The activity-based management (ABM)
application transforms the warehouse data using ABM principles to
deliver more accurate measurement of both financial and non-
financial performance levels. ABM also enables the firm to analyze
various scenarios based on enterprise rules.

e Profitability, planning and simulation. The profitability, planning
and simulation analytic application will enable management to con-
solidate enterprise-wide profitability and shareholder value infor-
mation and extend them into the future, creating multiple
simulations of the organization.

e Workforce analytics. Workforce analytics help the firm manage and
maximize the return on investment from the human assets. In par-
ticular it helps the firm to plan and manage its employee compen-
sation package, including comparative measures. The application
will normally also track employee goals and competencies to help
identify and retain key employees.

o Sharebolder value analysis. Shareholder value analysis (SVA)
demonstrates how decisions affect the net present value of cash to
shareholders. The analysis measures a company’s ability to earn
more than the total cost of the operating business unit and the cor-
poration as a whole. Within business units, SVA measures the value
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the unit has created by analyzing cash flows over time. At the cor-
porate level, SVA provides a framework to assess options for increas-
ing value to shareholders: the framework measures trade-offs among
reinvesting in existing businesses, investing in new businesses, and
returning cash to stockholders.

Balanced scorecard. The balanced scorecard is based on the idea that
true performance measures need to account for all financial, oper-
ational, and miscellaneous future performance drivers. Their meas-
ures fall into four general categories: financial, customers, internal
business processes, and learning and growth. Using management-
defined rules and measurement criteria, the balanced scorecard will
communicate the organization’s strategic vision throughout the
organization. By tracking both financial and operational measures,
SEM provides a more balanced measure of real performance.
Reporting and analysis tools. On-line analytic processing, or OLAP,
support provides an extra avenue of analysis for users who demand
intensive data analysis capabilities. OLAP tools support high-speed
analysis of complex relationships and extract very detailed infor-
mation. Most of the ERP vendors’ SEM offerings are compatible
with third-party OLAP tools, such as Essbase and Cognos, and can
provide ad hoc access to data on an as-needed basis without addi-
tional IS support or programming for new reporting templates.
Planning and simulation. Planning and simulation represent the
most proactive aspect of SEM strategic decision-making capabilities.
This forward-looking activity enables firms to use more complete
information to plan resource allocations based on activities, cur-
rent business processes, product mix, and customer portfolio. By
altering specific activity variables, managers can also simulate the
results of business conditions, including specific volumes, to deter-
mine the effect on budgets.
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3.5 SEM benefits

3.5.1 Improving the effectiveness and quality of strategic management
processes

The process improvement initiative of the 1990s focused primarily on
improving operational and support processes. Techniques such as business
process re-engineering (BPR), total quality management (TQM) and ABM
have concentrated primarily on improving the primary and support
aspects of the value chain. The more important strategic process of con-
figuring and managing the value chain has been somewhat neglected. In
particular, BPR, TQM and other approaches assume the existence of an
effective and responsive strategic management process. As the number of
individuals involved in the strategic management process increases and the
amount of strategic management increases, it is critical that the quality of
that process is improved. SEM improves the quality of the strategic man-
agement process by providing managers with the data, information and
analysis capability to explore strategic issues in a richer and more effective
way than before. In a new era of ongoing, iterative strategic planning, it
will no longer be sufficient for an organization to revisit its strategic plan
a few times a year to compare operations performance against projected
performance. As the enterprise and its economic environment become
more complex, only the truly intelligent and nimble organizations will
gain competitive advantage. With SEM enabling technology, the organi-
zation can develop a highly efficient strategic enterprise management cycle.
With leading open systems and Web-based technologies, SEM enables
business process improvement and decision-making based on an inte-
grated view of strategic and operational information, that supports inter-
enterprise collaboration and the best creation and delivery methods to
meet customer commitments.

3.5.2 Strategic management as a core competency at all levels

SEM allows firms to make strategic management a core competency and
to develop a comparative advantage in strategic management at all levels
of the firms’ operations. In the past firms have often relied on external con-
sultants to inform their strategy formulation process with strategy imple-
mentation remaining the domain of internal staff. As the velocity of
business increases it is no longer possible to outsource the foresight aspects
which external consultants bring and instead firms will have to provide this
themselves. The time constraints of the emergent strategy approach make
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the use of external consultants less and less effective. (This will also over-
come one of the criticisms of consultants which is that they spend too
much time getting to know a firm.) It allows the firm to manage internal
processes with an external mind-set. Managers thus have the insight of
those involved in business execution with the foresight of external con-
sultants and stakeholders.

3.5.3 Institutionalising shareholder value as a plank in strategic
management

SEM allows the firm to institutionalize shareholder value as the key guid-
ing factor in decision-making, resource allocation and direction setting.
In addition, it exposes the drivers of shareholder value and provides a
unifying theme for appraising alternative views and perspectives. This is
particularly important in the light of the plethora of business performance
metrics which arose in the 1990s. Obtaining an up-to-date, consolidated
view of what is going on within the company and external to the com-
pany is daunting, to say the least. Linking strategic planning to opera-
tional execution, increasing efficiencies, and driving product and
customer profitability helps businesses turn change and risk into advan-
tage. Strategic enterprise management supports value-based decision-
making by incorporating advanced management metrics and techniques
such as cash flow return on investment (CFROI®), economic value added
(EVA®), and activity-based costing and management (ABC/M) to derive
intelligent key performance indicators and metrics. When these metrics
are compared with external benchmarks of industry best practices and
represented through corporate balanced scorecards, they facilitate strat-
egy simulation and the monitoring of operational efficiency.

3.5.4 Matching the reality of strategy implementation with the rhetoric
of strategy formulation

There has been growing criticism in recent years of the failure of the re-
ality of strategy implementation to match the rhetoric of strategy for-
mulation. In part this can be attributed to the lack of guidance available
for strategy implementation in particular the absence of mechanisms for
helping firms to operationalize their strategy. SEM provides a mecha-
nism for firms to quickly operationalize their strategy. It does this by
communicating the strategic objectives to the operations level in the form
of performance metrics and by providing an environment to record the
dialectic process, which gives rise to the strategy. It also allows those at
the operational level to share the strategic models which are guiding
strategy.
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3.5.5 Deploying responsive information systems to allow organisations
to exploit the increasing velocity of the business environment

Shorter product life cycles, risk and globalization, technology, etc., have
all led to an increase in the velocity of business decision-making. The
number of incidences requiring management to make important changes
in its strategic posture has increased dramatically. In order for managers
to cope with the continuous stream of decision points, they need a
responsive information system to support learning. This information sys-
tem must not only keep them informed of the outcomes of previous deci-
sions, but also alert them to changes in the wider competitive
environment. In the past firms have relied on a range of systems to sup-
port this. SEM attempts to do this more effectively.

3.5.6 Facilitates the deployment of strategic management processes and
allows operations managers to be empowered in a manner which
is congruent with the firms’ objectives/mission

For much of the 1990s strategy deployment remained the last bastion of
Taylorism. The underlying assumption was that those at the operational
level lack the knowledge and skill to formulate and implement strategy.
While firms were prepared to share the strategic vision there was a reluc-
tance to share the information, models and detailed elements of the strat-
egy with operating sites and SBU managers. Instead operations staff were
exposed to changing strategy mainly in the form of changing performance
measurement systems. SEM moves away from this surrogate approach to
changing behavior by allowing firms to involve larger numbers in strate-
gic management and by providing a mechanism for controlling this
empowerment and ensuring goal congruence. SEM provides the high-
level knowledge workers with the tools to support thinking and shared
meaning, and the infrastructure to support story telling and rhetoric.

3.5.7 Facilitates deployment of the continuous stream of improvement
initiatives and a performance measurement philosophy

SEM allows firms to incorporate and institutionalize the range of per-
formance improvement initiatives of the 1980s and 1990s in an inte-
grated information system (SEM is to the 2000s what CIM was to the
1980s). Thus firms can avoid the pitfalls of previous fads which often
required firms to throw out valuable learning which was contained in
older approaches and systems in order to adopt newer processes. SEM
allows firms to experiment with performance improvement initiatives
and to roll them out more effectively.
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3.5.8 Coping with the paradox of planned and emergent strategy

SEM allows the firm to cope with the paradoxical nature of strategic
management and to cope with the planned and emergent nature of strat-
egy. SEM facilitates the experimentation and trial and error (private
analysis) which is the hallmark of early paradigm shifts in strategic man-
agement but also keeps managers informed of the current agreed articu-
lated strategy.

3.6 Conclusion

The objective of SEM is to help finance professionals become business
partners, providing executives with the information and analysis they
need to formulate and execute successful business strategies. By their
own admission, finance executives in large companies believe that their
decision support efforts are falling short. The problem lies in the lack of
a co-ordinated architecture for distributing clean, reliable information. In
order to deliver quality decision support as part of the SEM deployment
the firms needs:

e a new finance analysis team approach which can build the SEM
systems that will provide clean, consistent data to executives; and

o reliable data available in the SEM — and a standard approach to
delivering information and analysis to business units to give the sin-
gle view of corporate performance that they have always wanted.

Executive decision-makers will benefit from this new decision sup-
port architecture as they use a new class of interactive analysis to support,
real-time decision-making.

3.7 Key concepts

o  The future of finance lies in creating value added.

e  Current approaches to decision support by finance professionals
are not working.

e  SEM is designed to support the key processes and activities which
encompass strategic management.

e  SEMis a new approach to decision support which builds on the suc-
cess of ERP and techniques such as ABC/M, balanced scorecard,
SVM.

e SEM brings key improvements in the strategic management
processes.
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Strategic enterprise
management techniques

From ABC to SVA

4.1 Introduction

As demonstrated in Chapter 3, strategic enterprise management systems
are not just a technological issue but are instead about integrating best
practices in the key management process of planning, decision-making,
implementation and measurement to maximize stakeholder value.

While technology and systems are a vital enabler, the successful
implementation of these systems requires a much wider perspective than
has been shown to date in implementing systems in the finance area. In
particular, a purely technological approach will not lead to the efficient,
knowledge sharing, and learning based finance function that focuses on
creating value for the enterprise. As well as understanding the technology,
finance professionals need to have a well-developed exposure to the tech-
niques which SEM attempts to deploy. In particular SEM deployments
will require expertise in the areas of shareholder value management,
activity-based techniques and performance measurement (balanced score-
card).

This chapter will look specifically at the innovations in manage-
ment accounting/performance measurement which are being proposed by
SEM advocates to facilitate the provision of the required enterprise-wide
management information. In terms of their significance for the develop-
ment of contemporary performance measurement systems, and their intri-
cate inter-relationship with the SEM philosophy, the following topics are
addressed in detail:

e SEM and shareholder value management;
e  SEM and the balanced scorecard;
e  SEM and activity-based management and activity-based costing.

While separate descriptions are provided, it is worth noting that
there is a strong element of an overlap in respect of these issues, and that
some measures support others or attempt to achieve similar objectives
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within the philosophy of SEM. Each section explores and discusses the
issues in relation to current developments and attempts to evaluate the
merits of each topic in the context of practical applicability in organiza-
tions today.

4.2 SEM techniques - linking strategy, performance and value

Organizations have long been involved in planning and evaluating their
performance through measuring financial returns, setting performance
standards, and comparing budgetary outcomes with plans. For effective
enterprise management, this involves the measurement of both overall
and business unit performance in relation to the objectives identified in the
planning process. In this way, performance measurement systems are a key
factor in ensuring the successful implementation of an organization’s strat-
egy.

Organizations need to understand how well they are making
progress towards all of their strategic goals. Traditional information sys-
tems have been largely based on historical financial performance, but
the performance of the business must be measured over all aspects criti-
cal to its success. It is also important that measurement be directed to
influence and forecast future performance, rather than merely under-
stand and record past results (see Figure 4.1).

Figure 4.1: Strategy and enterprise systems

Feed-forward control Feedback control
Strategy formulation |«
Goals -
Plans <
Budgets Measure and
Standards reward
Targets outcomes

Management control systems are not only important for strategy
implementation, but also for strategy formation. Management control
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systems are used not only to monitor that outcomes are in accordance
with plans, but also to motivate the organization to be fully informed
concerning the current and expected state of strategic uncertainties. There
is a dynamic relationship between formal process and strategy.
Competitive positioning, management control and the process of strategy
making play one upon the other as the firm evolves and adapts over time.

Performance measurement can only help the business if it is inte-
grated with the management practices and control cycles of the organi-
zation. There is a very close relationship between measurement and
strategic thinking and planning. Measurements must be compared with
this strategic plan and not merely with budgets. If no coherent, consistent
and interlocking set of strategic, process and operational measurement
exists, it will be very hard for managers to set useful targets and standards
for their employees.

Having the right measurements is vital since the very act of meas-
urement affects behavior. If measurements are not carefully aligned with
the strategic, operational and process objectives of the business, they will
prompt behavior which will run counter to these goals. The way employ-
ees are rewarded and recognized can affect the way they behave. Many
companies are now seeing the need to develop performance cultures,
where it is contribution to corporate goals that is rewarded and not polit-
ical skill, level or age. To achieve this, performance culture requires coher-
ent direction-setting and performance measurement aligned with reward
and recognition support systems.

There is no single set of performance measures, no single basis for
setting standards for those measures, and no universal reward mechanism
that constitutes a perfect performance measurement system applicable in
all contexts. The set of performance measures to be used should be a
function of the competitive strategy being adopted and the type of serv-
ice being delivered. Successful firms will actively use their performance
measurement systems to translate strategy into action. The systems and
measures used need to be under constant review and changed over time
as the focus of strategy changes.

The concept of SEM is to facilitate the modern organization’s need
for management information and performance measures that are:

e  consistent across the organization, i.e. there is one commonly agreed
‘version of the truth’;
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e balanced, between historical and leading measures, and between
financial and non-financial information; and

e relevant, i.e. reporting on the activities and processes that drive the
business, rather than reflecting arbitrary accounting conventions.

The goal of SEM is to show how value can be maximized and how
a firm can meet its objectives. It brings together different methods of
analyzing information within an organization. According to John Shank,
it brings together:

e  Shareholder value management — where the objective is to provide
the owners of the organization with the largest possible return on
their investment.

e  Activity-based management — where the objective is to discover
what value is added or costs incurred at every stage of a company’s
existing processes.

e  Performance management — where the objectives are to understand
what is driving the performance of a business, how that performance
is measured and reported, and how to set realistic targets for
improvement.

There are excellent and effective theoretical and practical
approaches to each of these methods but, while the theoretical bases of
each type of analysis have grown closer over the years, the techniques,
processes and system tools used to provide relevant information have
remained separate, see Figure 4.2.

4.3 SEM and shareholder value management

As previously outlined the increasingly mobile and demanding global
investor expects a continuous and predictable growth in return on invest-
ment. As a result there is increasing dissatisfaction among senior man-
agers with the quality of the strategic management processes. It appears
that growing stakeholder demands and increasing organizational com-
plexity have revealed a shortcoming in many organizations’ ability to
respond to the increased velocity of enterprise management.

The evidence to date suggests that successful corporations have
superior strategic management processes. Successful organizations are
those which are capable of charting a course which maximized stake-
holder value in the face of a hostile environment. SEM attempts to bridge
the gap between strategy and operations by making shareholder value the
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Figure 4.2: The SEM techniques and the inter-relationship

Shareholder
value management

SEM

Performance
management

Activity-
based management

Cron,- S
feanng value for shave“o\w

key criteria in decision-making, and by providing the tools and informa-
tion to support the meeting of this aim.

Under conventional approaches to strategic management many
firms have failed to redesign the reporting and performance management
systems to take account of the primacy of stakeholders. Many of the
approaches currently in place reflect a bottom line profitability perspec-
tive rather than a value perspective. As a result the rhetoric of value man-
agement is not matched by the reality of performance management
systems and business execution. This has two major consequences. Firstly,
management is not driving the business towards value maximization and
secondly, there is an increasing mismatch between external and internal
information reporting systems.

Simply put, the reason is that an ERP system configured along
process lines is not enough to enable the new generation of corporate
decision-makers to meet their key objectives of maximizing shareholder
value. However, with ERP as a foundation and using SEM value-based
management processes it should now be possible to build a SEM system
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that delivers the right information, in the right format, to support supe-
rior decision-making throughout the enterprise. But in order to do this it
is important to understand what shareholder value management is and
what it entails for an organization’s finance function.

The results of a survey for CIMA indicate that while the shareholder
value approach has its adherents, traditional measures still dominate in
practice. Profit was the most widely used measure with return on capital
employed (ROCE) being also widely used. The awareness of some of the
new performance measures was surprisingly low, with 26 per cent being
unaware of EVA® and a similar percentage being unaware of the bal-
anced scorecard. Although the CIMA study indicated that relatively few
firms were using value-based metrics, it did reveal that a number of them
are considering their introduction. Table 4.1 shows those new measures
that had been introduced into organizations within the last three years or
which were being considered.

Table 4.1: Use of financial performance measures

Not
Percentage figures Being being Not
Used  considered considered — aware of
Ability to stay within budget 99 1 0 0
Target profit 94 3 2 1
Return on capital employed Al 6 18 5
Target cash flow 70 7 17 6
Value drivers 28 18 35 19
Balanced scorecard approach 24 21 29 26
Shareholder value analysis (SVA) 15 13 53 19
Economic value added (EVA®) 10 18 46 26
Residual income (RI) 6 2 53 36

In 1986, Alfred Rappaport published Creating Shareholder Value,
which finally brought together shareholders and managers with one com-
mon approach to measuring company performance that could replace all
previous methods, i.e. cash generation, because that represents fact rather
than opinion. Rappaport based his approach on five drivers of cash and
two other drivers, as follows:
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e those that influence ‘cash in’:
—  turnover growth rate,
—  operating profit margins;
e those that influence ‘cash out’:
—  the percentage tax rate actually paid,
—  the percentage of incremental revenue spent on fixed capital net
of depreciation,
- the percentage of incremental revenue spent on working capital;
e the value growth potential period — the future timeframe over which
the cash drivers need to be measured for evaluation, which repre-
sents the companies ‘competitive advantage period’; and
o the weighted average cost of capital (WACC), which takes the cost
of debt and other equity and weights them according to book or
projected book gearing. This is considered more representative than
the ‘interest’ shown in the profit and loss account.

Using these seven drivers, Rappaport’s formula for evaluating share-
holder value is:

Shareholder Value = Corporate Value — Debt

where corporate value is the future free cash flow (cash in — cash out) that
the company is expected to generate over time, discounted by the
weighted average cost of capital.

Value-based metrics are based on the idea of measuring shareholder
value by comparing cash flows generated by a company against the cost
of capital in generating those flows. Value-based metrics take these value
drivers and summarize them into a single measure, be it EVA®, share-
holder value analysis (SVA) or one of the other value-based measures
that have previously been identified in this section. Whereas a technique
such as the balanced scorecard seeks to broaden measurement to non-
financial areas and to consider a range of stakeholders, value-based met-
rics seek to focus on financial performance and shareholders. Such
value-based metrics combine the three essential financial characteristics
of an organization: cash flow generated by the organization, the capital
invested to generate those cash flows and the cost of capital of the invest-
ment. This feature gives them some significant theoretical advantages
over the more traditional performance measures such as profit and
ROCE.

Increasing shareholder value should be the basis of every organiza-
tion’s strategy. Shareholder value management (SVM) recognizes that the
value of a business is based on its future stream of cash. It comprises:
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o development of strategies and techniques to evaluate these strategies
in terms of future cash flows;

e analysis of the drivers of value and where value is created;

e allocation of resources to areas that will create value;

e  creation of performance measures to measure value creation;

e devising incentives to reward success; and

e communication of the strategies to shareholders to realize the value.

Figure 4.3 illustrates these links in the value management process.

Since Rappaport’s book, a number of different models have been
developed, all building on Rappaport’s proposition and value drivers.
Methods have been suggested for measuring value such as market value
added, economic profit and cash flow return on investment and all of
these will be discussed in the subsequent sections.

4.3.1 Economic value added (EVA®)

EVA® is the trademark of Stern Stewart & Co, US consultants, and is a
methodology that is growing in popularity, particularly in the USA, with
many companies quoting EVA® measures in their annual reports. This
model starts with profit and then makes up to 160 different adjustments
to cater to the distortions caused by accounting methodologies and man-
agement’s judgments. These adjustments are based on two guiding prin-
ciples:

1. Investment decisions taken by the company should result in assets
regardless of how they are treated in accounts, for example training
and marketing expenses will be capitalized.

2. Assets once created cannot be eliminated by accounting treatments,
for example goodwill written down in the books will be reinstated
under EVA®,

This model is calculated as follows:
EVA® = Profit — (Net capital x Cost of capital)

It is supplemented by market value added (MVA), which reflects
the spread between the capital invested in the company and the market
value of the business:



65

From ABC to SVA

-

an|eA asealul 03 saAneiul |euonessdq anding
ianjea Bunesid am a1e MOH :anss|

aimonis jendey

Ausuajur 1assy I suinjey

yoid
9IUI0U093

uibrew bunersdp

18y/8UW JO BI8YS

moib Ansnpuy

SISATVNYV H3AI4A INTVA

sanljeiul Bunesio-anjea

plemal pue yaes} ‘puny ‘Ajuspi 03 Aujiqy anding
$0A1398[qo anjea oddns

sessa00.d Juawabeuew Ino UBI MOH :@nss]

Burioyuow aaueuiogia SPIEM8. BOUBULLIOLIB

sjeab anje)

Bunabpng buiuuely

N9I1S3a34 $S3304d LNIWIIVNVIN

Joud winial pue yimolg nding
an|en Bunesi am aie aiay\ :anss|

19npo.d Aq ‘|endea pajseaul A peaids
IN3JINSSISSY INTVA

siseq BuloBuo ue uo paiesla Buiaq si

an|eA Moy pue a1aym $xael] 1ey) pJedsiods nding
iAlleussxa pue Ajjeussiul sauewsopiad

1IN0 8}RIIUNWIWOI J8J}8G M UBI MOH :anss|

T

9YNILH0d3d INTVA

Sainseaw aouewloplad Asy 01 S1aALIp anjeA Bupjul gy ainbi4




66 Strategic Enterprise Management

MVA = Discounted value of future EVA®

where returns are expressed as percentage of net operating profits, after
cash taxes, to the economic book value of the assets employed in the
operations of the business.

Equity capital is calculated in accordance with the capital asset pric-
ing model in order to take account of risk in weighted average cost of
debt and equity capital. Companies using this methodology include Lucas
Varity and Burton in the UK, and Coca-Cola in the USA.

4.3.2 Cash flow return on investment (CFROI)

Promoted originally by the Boston Consulting Group and HOLT Value
Associates, CFROI is popular in the UK as its values performance using
similar methods to those traditionally used in evaluating individual items
of investment.

CFROI compares future cash flows to the weighted average cost of
capital, either as a sum of money or as an internal rate of return.
Calculations vary, but they all strive to compare inflation-adjusted cash
flows to inflation-adjusted gross investments to find CFROI. Generally,
a distinction is made between replacement capital, which is regarded as
negative cash flow like normal expenses, and growth capital, which is
seen as a genuine investment.

4.3.3 Cash Value Added (CVA®)

Developed and trademarked by Swedish consultants FWC AB, this model
has similarities to CFROI as it also starts with cash flow and makes a dis-
tinction between strategic and book investments. Its premise is:

If the average discounted CVA® index is over five years > 1,
then value is being created

where operating cash flow demand (OCFD) = annual cash flow amounts,
growing by assumed rate of inflation to yield an internal rate of return
equal to WACC on the original investment.

The CVA® index equals the present value (PV) of the operating cash
flow divided by the PV of the OCFD.
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4.4 SEM and activity-based costing/management

An essential element of strategy is to configure and manage the manu-
facturing, sales and distribution processes in a way which ensures correct
product and process choices. In this regard ABC/M techniques have an
important role to play. In particular ABC/M supports a continuous
improvement (Kaizan) approach to cost management, product pricing,
channel selection, product design and other important decisions.
Mecimore and Bell 1995 noted that ABC has evolved in three phases.

1.

First generation: Cooper and Kaplan — The emphasis was on prod-
uct costing, with the major output being better product costs. ABC
made a significant contribution to the identification of internal cost
drivers. No attempt was made to examine cost drivers outside the
specific business unit. Cost drivers were associated with resource
consumption not processes. Activities were viewed as independent
of each other. First generation ABC did little to help implement just-
in-time, continuous improvement systems, TQM, etc. First genera-
tion ABC was a major breakthrough in the thought process
underlying the development of product costs.

Second generation: Turney — Second generation ABC reflected the
organizational wide move to a more process oriented view of organ-
izations associated with the BPR focus of the early 1990s. In par-
ticular it recognized the inadequacies of functional/departmental
approaches to costing and management accounting systems. By
moving to a process oriented approach ABC/M techniques are seek-
ing to align costing and cost management techniques with the orga-
nizational posture at the strategic level. Continuous improvements
are made to processes that impact the costs of products and contin-
uous performance evaluations are carried out. Both first and second
generation ABCs focus only on internal activities and provide man-
agement with limited information for strategic planning.

Third generation: Porter, Shanks and Govindargan — ABC/M
focuses on the business unit and its relationship with others inside
and outside the business unit. It links activities to processes and
then processes to a business unit. In value chain analysis the focus
is external to the firm with each firm viewed in the context of the
overall chain of value creating activities of which the firm is only a
part, from basic raw material to end use consumers.
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The emphasis in the mid to late 1990s has been on practical imple-
mentation issues, customer and market segment profitability, new man-
agement and management accounting initiatives, such as target costing
and the use of ABC, to solve particular business issues, e.g. transfer pric-
ing.

4.4.1 Activity-based costing

The evolution of ABC reflects the gradual shift in management account-
ing from mainly operational control and management control activities
to supporting strategic planning and shareholder wealth creation. Several
writers, but principally Cooper and Kaplan, have identified the deficien-
cies of traditional cost systems.

A traditional costing system which allocates overhead using a unit-
based cost driver, e.g. direct labor hours (DLH), is inappropriate where
DLH has fallen to an insignificant proportion (< 10 per cent) of total cost,
the range of products has diversified, product complexity design and use
of activities varies, overhead is increased as percentage of total cost, or
automation has replaced direct labor. Poorly designed or outdated
accounting and control systems can distort the realities of manufacturing
performance.

Traditional cost systems only provided financial data to manage-
ment to the exclusion of non-financial data. Non-financial measures are
very important on quality, inventory, productivity, innovation and
employees in the new manufacturing environment. Traditional account-
ing systems were designed to produce monthly financial statements to be
sent to corporate headquarters for consolidation with little correlation
between these financial statements and the actual value creating activities
in the factory.

Symptoms of an inaccurate product cost system, identified by
Cooper (1987), include:

e  Products that are difficult to manufacture are reported as profitable
although they are not produced at a premium. If the cost system cap-
tures the additional manufacturing costs, then either the products
sell at a premium or product margins are very low. In most cases the
cost system fails to capture actual costs and instead reports costs that
reflect average levels of manufacturing difficulty.

e  Profit margins cannot easily be explained: factors that influence
profitability are market share, quality differential, production
process differences and economies of scale.
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e Some products not sold by competitors have high reported mar-
gins. If the firm does not have competitive advantages, such as
patents, brand names or proprietary production processes, why are
competitors not competing for this market segment?

e  Results of bids are difficult to explain. If management is unable to
accurately predict what bids it will win, the costing system may be
to blame. Management should look at bids that were priced low to
win but did not or bids priced high and expected to lose but did not.

e  The competition’s high volume products are priced at apparently
unrealistically low levels. When competitors with no apparent
economic advantage price their high volume products at what
appear to be unrealistically low levels but are making good returns,
then the cost system is the prime suspect.

e  Vendor’s bids for component parts are lower than expected. Vendors
appear to be able to supply components at lower cost than they can
be manufactured in house. Traditional cost systems are poor aids to
decision-making. They fail to specify the amount of overhead that
is avoided by buying. They overestimate the savings, thus favoring
the buy decision.

e  Customers ignore price increases even when there is no correspon-
ding increase in cost. Customers usually react negatively to price
increases. If they do not, then the product price is less than the cus-
tomer’s perceived value of the product. This may imply that the
product is undercosted.

ABC assumes that activities consume resources that cause cost and
that cost objects consume activities. The cost assignment view is a two-
stage model. Firstly, the cost of resources is assigned to activities by means
of resource drivers which approximate the use of resources by activities.
Secondly, the cost of activities is assigned to cost objects, e.g. products,
by means of activity drivers which approximate the use of activities by
cost objects. Each type of resource traced to an activity becomes a cost
element in an activity cost pool. The activity cost pool is the total cost
associated with an activity. Related activities are enclosed in an activity
center often clustered by function or process. This is illustrated in Figure
4.4,

ABC is more than just a new way of doing accounting, it is a tool for
making strategic decisions and a method of focusing on operational
efficiencies. The underlying foundation of all ABC systems is their belief
that the organization is made up of activities. From an activity perspective,
activities consume resources and cost objects consume activities.
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ABC provides information about the work done in activities or
processes. On a more detailed level the process view provides information
about cost drivers and about performance measures for each activity or
process in the customer chain. Much of the information is non-financial in
nature.

Figure 4.4: The cost assignment view of ABC — Turney (1991a)

Resource drivers
Cost element Stage 1
<
O O O O O O
Activity and activity cost pools Activity and activity cost pools
Activity
center
Activity driver Stage 2
Y y \ 4 A \ 4 A
Cost objects

4.4.2 Activity-based management

ABM is a logical extension of ABC. Turney did much of the ground-
breaking work in this area. His book Common Cents — the ABC
Performance Breakihrough was published in 1991. ABM involves using
ABC to improve a business. ABC information helps ABM direct resources
to activities that yield the greatest profitability and helps improve the
way work is carried out. This is achieved through activity analysis, cost
driver analysis and performance analysis.
Activity analysis involves:

e Identifying non-value-added activities, i.e. the activity is essential to
the customer or essential to the functioning of the organization. An
example of a non-value-added activity is maintaining independently
two sets of bills of materials one for engineering and one for pro-
duction. Non-value-added activities are candidates for elimination.

e  Shifting the organization focus onto significant activities by apply-
ing the Pareto rule. ABC helps identify significant activities and
divert attention to them.

e  Benchmarking activities against best practice, thus identifying scope
for improvement.
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o  Examining the link between activities. Poorly performed activities
earlier in the linked chain of activities can have knock-on effects on
other activities later in the chain. For example, purchase orders gen-
erated by the purchasing department with incorrect prices result in
extra non-essential work in the accounts payable department during
the activity which requires that they match the invoice price to the
purchase order price prior to approving payment.

Cost driver analysis involves searching for those things that require
a company to perform non-essential activities or to perform activities
below par. For example, moving product internally between two
processes is a non-value-added activity. Corrective action is to reorgan-
ize the plant such that the two processes are side by side in sequence.

Performance analysis is concerned with fostering improvement in the
right areas. To do this the organization must determine its key objectives,
communicate these objectives to the people in the organization, and finally
develop measures to access the performance of each activity. These meas-
ures should signify how each activity contributes to the overall mission.

Turney 1991 noted that ABM has two goals: (a) to improve the
value received by customers and (b) to improve profits by providing this
value. Customers want products and services that fit a specific need, they
want quality and service, an affordable price, they want to be delighted
and they want it now. In providing customer value, a firm must also pro-
vide an adequate return on stockholder investment. Company prof-
itability is important to the customer in the long run: they want the
company around for the long haul.

A company does this in two ways:

1. Improving strategic position: A successful business deploys resources
to those activities that yield the highest strategic benefit. Taking a
strategic choice determines the activities and resources needed. The
firm must analyze the link between its strategy and the activities
and resources needed to put the strategy into place.

2.  Improving strategic capability: Improve what matters to the cus-
tomer. Improving activity performance has three steps:

—  analyze activities to identify opportunities for improvement;

- dig for drivers — the factors that cause waste; and

—  measure the things an activity should be doing well if it con-
tributes to an organization’s success and the profitable servic-
ing of its customers.
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Both these goals are achieved through the management of activities.
Each activity makes a measurable contribution to improving customer
value through improved quality, timeliness, reliable delivery, or low cost.
Managing activities is a process of relentless and continuous improvement
of all aspects of the business.

Continuing improvements to processes and products leading to
increased customer satisfaction and higher profits is a key goal of ABM.
Continuous improvement of products means designing products that
meet customer requirements yet are easier and faster to manufacture,
e.g. products designed with modular subassemblies and a common chas-
sis can be assembled on the same production line. Continuous improve-
ment of processes means the ongoing search for waste in operating
activities and the elimination of this waste, e.g. reducing set-up time on
a machine reduces cost and improves flexibility and quality.

Achieving cost reduction can be done in four ways:

1. Activity reduction focuses on reducing the elapsed time and effort
required to perform activities and translates into a reduction in
resource requirements.

2. Activity elimination where changes to the production process or
products can eliminate the need to perform activities.

3. Activity selection. A product or process can be designed in several
ways with each activity having its own set of activities and associ-
ated cost. Design for cost reduction involves choosing a low cost
alternative from several competing alternatives.

4. Activity sharing. The designer of a product or process can choose
design alternatives that permit products to share activities. Sharing
activities provides economics of scale in using these activities.

Each of these can be achieved by (a) redesigning the product or (b)
redesigning the process.

In each case ABC is superior to conventional costing as it facilitates
identification of activities to be targeted for cost reduction.

4.4.3 Activity-based techniques — the SEM case

Activity-based techniques can help an organisation by:

e increasing the value the customer receives from consuming goods
and services; and
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e  increasing and sustaining organizational profitability by discovering
what value is added, or costs incurred, at every stage of a company’s
processes.

What is different about this approach is that it makes shareholder
value targets meaningful to front line managers. The individuals respons-
ible for pieces of the organizational pie, logistics, manufacturing, sales
and finance, all know precisely what they must do to deliver their specific
targets. Hope and Hope point out that this type of information focuses
the attention of managers on the underlying causes, or drivers, of cost and
profit on the premise that people cannot manage costs, they can only
manage activities that cause costs.

ABM reshapes how companies manage costs. By understanding its
activities, a company can expose opportunities for performance improve-
ment that conventional cost accounting systems seldom detect. Cost man-
agement is improved by identifying what the organization does and
providing a benchmark to judge how much better a company’s perform-
ance might be. Also, product cost accuracy is enhanced by more discrete
tracing of activities to products. Nowadays the primary issues in ABC/M
are not technical or accounting issues, but involve gaining insights into
the organizations’ activities, processes and competitive environment and
building a business/cost model that reflects the changing reality of the
firm (see Figure 4.5).

Implementation is not simple and not quick. Problems that an
organization may consider include:

e difficulties in assigning costs to activities that reflect true causation;
e difficulties in identifying and selecting cost drivers;

e inadequate computer software;

o difficulties in defining distinct activities;

o lack of adequate resources;

o difficulties in selling the concept of ABC to managers; and

e lack of internal expertise.

In addition the large volume of data needed, the cost of collecting
the data and the high maintenance costs in updating data are further
potential problems. The sheer volume of information can lead to com-
plexity, resulting in report reconciliation and even a reversion to tradi-
tional reporting. The literature also needs to consider the behavioral
aspects of implementing ABC/M in more depth. Thus, while ABC/M has
been a significant step forward in the search for more accurate product
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Figure 4.5: Outputs of SEM ABM
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costs, it has not proved to be the panacea its advocates first suggested.
The application of ABC systems frequently runs into problems of data
collection and lack of integration with the financial system.

Kaplan and Cooper (1998) claim that one of the most important ben-
efits of balanced, integrated systems occurs when managers use their cost
systems on a prospective basis, e.g. as part of the financial budgeting
process. ABC gives organizations the opportunity to move from static to
dynamic budgeting. Instead of authorizing the supply of resources in forth-
coming periods based on historical spending patterns, managers can sup-
ply resources based on the anticipated demands for activities that they
expect will be performed. When ABC is used proactively in the budgeting
process, it does away with conventional thinking about fixed and variable
costs. It gives managers the information they need to make almost all orga-
nizational expenses variable.
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4.5 SEM and the balanced scorecard/performance
measurement

For several years, senior executives have been rethinking how to measure
the performance of their business. They have recognized that new
strategies and competitive realities demand new measurement systems.
Now they are deeply engaged in defining and developing those systems
for their companies. At the heart of the revolution lies a radical decision:
to shift from treating financial figures as the foundation for performance
measurement to treating them as one among a broader set of measures.

Many people now believe that traditional performance measures
are inadequate and can sometimes be misleading. They are inflexible,
and produce information that is often too late to be effective. Authors,
such as Hussain (1996), argue that financial measures are not meaning-
ful in the control of production or distribution activities, and factory
operators do not think in terms of the financial aspects of their work.
Performance measures need to be aligned with the organization’s strategy.

Strategy is implemented as a result of continuous decision-making
at all levels of the business. Firms need to ensure that the processes are
in place so that daily actions, weekly tactical operational decisions, and
monthly departmental actions are coherent and driven by strategy. In
addition the information systems should be able to gather, synthesize
and communicate the right information to the right people at the right
time. This information should reflect the complexity of the business and
of the type of decisions which are required. Much broader, more forward-
looking information systems are needed for value-based decision-making.
In these systems, external data can be balanced with internal data, pre-
dictive with historical data, and financial with non-financial data. As
managers try to remedy the inadequacies of current performance meas-
urement systems, some have focused on making financial measures more
relevant. Others have focused on improving operational measures, argu-
ing that the financial results will follow. Kaplan and Norton (1992) argue
that managers should not have to choose between the two approaches as
no single measure can provide a clear performance target or focus atten-
tion on the critical areas of the business. Their view is that managers
need a balanced presentation of both financial and operational meas-
ures. They liken it to the dials and indicators of an aeroplane cockpit, i.e.
pilots need detailed information about many aspects of the flight.
Similarly, the complexity of managing an organization today requires
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that managers be able to view performance in several areas simultane-
ously. The balanced scorecard approach suggests selecting key perform-
ance measures from the financial, customer, internal processes, and
learning and growth perspectives.

More specifically, the balanced scorecard provides executives with
a comprehensive framework that translates a company’s vision and strat-
egy into a coherent set of performance measures. It goes beyond the
vision or the mission statement and translates mission and strategy into
four different perspectives:

1. financial,

2.  customer,

3. internal business process, and
4. learning and growth.

From these perspectives, Kaplan and Norton (1992) describe the
balanced scorecard as providing answers to four different questions:

e  How do we look to shareholders? (financial perspective)

¢  How do customers see us? (customer perspective)

e  What must we excel at? (internal perspective)

e Can we continue to improve and create value? (innovation and
learning perspective).

In this way, the four perspectives provide the framework for the
balanced scorecard, as depicted in Figure 4.6 (Kaplan and Norton,
19964, 1996b).

The four perspectives permit a balance between short-term and long-
term objectives, between outcomes desired and the performance drivers
of those outcomes, and between hard objective measures and softer more
subjective measures. While the multiplicity of measures on a balanced
scorecard may seem confusing, properly constructed scorecards contain
a unity of purpose, since all the measures are directed towards achieving
an integrated strategy.

4.5.1 Financial measures

Financial measures are valuable in summarizing the readily measurable
economic consequences of actions already taken. They indicate whether
an organization’s strategy, implementation, and execution are contribut-
ing to bottom line improvement. Financial measures typically relate to
profitability, e.g. operating income, return on capital employed, or eco-



Figure 4.6: Balanced scorecard framework
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nomic value-added. Alternative financial measures could be sales growth
or cash flow generation. The right financial measures for the balanced
scorecard can depend on the stage the business is at in the economic life
cycle. Whether it is at the growth, sustain, or harvest stage will require
different emphasis in the chosen measures. Kaplan and Norton state that
financial performance measures indicate whether the company’s strat-
egy, implementation, and execution are contributing to bottom-line
improvement. Typical financial goals have to do with profitability,
growth and shareholder value:

o  Shareholder loyalty (e.g. switching behavior)

e  Shareholder mix (institutional vs. individual; employee; other)
e EVA® (economic value added)
e  MVA (market value added)

° Net income
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e  ROI (return on investment)

e  ROE (return on equity)

¢  ROCE (return on capital employed)

o  Financial strength: assets (liquid assets), quick ratio, credit rating,
debt, debt-equity ratio

e  Variable vs. non-variable expenses (e.g. non-operation income/
expense)

e  Programmed expense — controllable expenses including routine, one-
time, and additional project expenses

e  Routine expense (e.g. salaries, maintenance, supplies)

e  One-time - truly ‘non-recurring’ expenditures

e Non-operating income/expense — financial impact not directly
related to current operations

o  Fixed expenses, such as depreciation, real estate and personal prop-
erty taxes

e Allocated expenses — overhead that is reallocated to business units

e  Direct department expense

e  Net retained expense

e  Major cash expenditures

e Administrative costs

e  Profit margin

¢  Revenue/expense ratio

e  Capital efficiency

e  Revenue/employee

e  Cost of product

e Activity costs

e  Revenue generated from customer segments (e.g. new; affluent; large
vs. small; industry; region)

e  Customer revenue list

e  Market share — percentage of market in dollars or number of
accounts/products

e Market share ($)

e  Market potential ($)

e Increase in major projects — count of number of projects over a
specified value

e  New customers/markets: number of prospects, percentage of poten-
tial deals that are actually closed, new accounts.
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4.5.2 Customer and market measures

In the customer perspective of the balanced scorecard, managers identify
the customer and market segments in which the business will compete,
and the measures of performance in these targeted segments. Core out-
come measures include customer satisfaction, customer retention, new
customer acquisition, customer profitability, and market share in targeted
segments. There should also be specific measures relating to the value
propositions that the company will deliver to the target segments. These
are factors that are critical in making customers switch to or remain loyal
to the organization. These could include short lead times, on-time deliv-
ery, or innovation in products and services. Customers’ concerns tend to
fall into four categories: time, quality, performance and service and cost.
Lead time measures the time required for the company to meet its cus-
tomers’ needs. For existing products, lead time can be measured from the
time the company receives an order to the time it actually delivers the
product or service to the customer. Quality measures the defect level of
incoming products as perceived and measured by the customer. Quality
could also measure on-time delivery, the accuracy of the company’s deliv-
ery forecasts. The combination of performance and service measures how
the company’s products or services contribute to creating value for its
customers. To put the balanced scorecard to work, companies should
articulate goals for time, quality, and performance and service and then
translate these goals into specific measures:

e  Customer loyalty/retention.

e Drivers of overall customer satisfaction and value, including survey-
based measures of: brand value, product quality, service quality.

o  Customer/consumer satisfaction: market perceived value.

e  Partnering index — rating by customer relationship with organization,
including such things as involvement in planning, involvement in proj-
ects, investment in product and services (e.g. information technology).

4.5.3 The internal process measures

In the internal business process perspective, managers identify the critical
internal business processes in which the organization must excel. These
processes enable the business unit to deliver the value propositions that
will attract and retain customers in targeted market segments, and satisfy
shareholder expectations of excellent financial returns. They focus on
internal processes that will have the greatest impact on customer satis-
faction and achieving an organization’s financial objectives. These meas-
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ures include aspects of both the short-wave operations cycle and the
long-wave innovation cycle. The internal measures for the balanced score-
card should stem from the business processes that have the greatest
impact on customer satisfaction — factors that affect cycle time, quality,
employee skills and productivity. Companies should also attempt to iden-
tify and measure their company’s core competencies — what are their
most important processes and how can they be measured:

e  Reworks (e.g. number/percentage of off spec products)

e  Percentage of customer orders not on time, on spec

e  Response time (e.g. 24 hour repairs)

e  On-time delivery (e.g. percentage of tests that meet the agreed-upon
time)

e Accuracy of information (e.g. information systems capabilities)

e  Margin opportunity analysis index (e.g. optimum production sched-

uling)

Planned vs. actual throughputs

Testing efficiency (e.g. average of all routine tests measured in hours)

Ratio of approved to submitted orders

Scrap/waste

Speed of processing

Measures of timeliness.

4.5.4 Measures of innovation and learning

The fourth perspective in the balanced scorecard is learning and growth.
It identifies the infrastructure that the organization must build to create
long-term growth and improvement. Organizational learning and growth
comes from three principal sources: people, systems, and organizational
procedures. The financial, customer and internal business process objec-
tives of the balanced scorecard typically will reveal large gaps between the
existing capabilities of people, systems, and procedures and what will be
required to achieve breakthrough performance. To close those gaps, busi-
nesses will have to invest in giving new skills to employees, enhancing
information technology and systems, and aligning organizational proce-
dures and routines. These objectives are articulated in the learning and
growth perspective of the balanced scorecard. Employee-based measures
include employee satisfaction, retention, training, and skills. Information
systems can be measured by real-time availability of accurate, critical
customer information to employees on the front-line of decision-making
and actions. Organizational procedures can examine the alignment of
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employee incentives with overall organizational success factors. A com-
pany’s ability to innovate, improve and learn ties directly to the com-
pany’s value. That is, only through the ability to launch new products,
create more value for customers, and improve operating efficiencies con-
tinually can a company penetrate new markets and increase revenues
and margins, i.e. improve their shareholder value.

Measures of innovation and learning include:

e  DPercentage of revenues generated from products developed in the
last x months.

e  Number of patents.

e  Patents per million dollars of R&D investment.

o Installation base of a particular new product or service.

e Opverall satisfaction and commitment: employee survey-based meas-
ures, measures of turnover, measures of absenteeism.

e  Drivers of overall satisfaction and commitment, including: survey-
based measures, including employee perceptions of: confidence in
leadership, recognition/reward, safety climate, teamwork, fair treat-
ment, supervision, open communications.

e  Drivers of performance — survey-based measures: rewards/incen-
tives, perceived alignment of systems (reward, communication, per-
formance management, succession, development, etc.) with strategy,
skills training, climate for process improvement, goal clarity.

e  Organizational learning: feedback systems, cross functional team-
work, supporting technology to enhance learning.

e  Performance: output per employee (e.g. sales per employee, delivery
per employee), quality of outputs.

NatWest UK has developed a balanced business scorecard using
three key processes for translating strategy into action (FINPLUS, 1998).
The strategic planning process takes a five year horizon, feeding to oper-
ational planning looking out two years, and this cascades back to per-
formance measurement over a one year timeframe. This, in turn, loops
back to the strategic planning process again. NatWest UK has also cas-
caded its balanced scorecard concept through the organization, by cre-
ating regional and branch scorecards (Ashton, 1997).

Analog Devices, often thought to be the originator of the balanced
scorecard, has been using it for more than a decade, particularly on lead-
ing indicators like new product development (Gendron, 1997). Their vice
president of planning and development sees its purpose in simple terms:
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Figure 4.7: Balanced scorecard example
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‘Are we on-plan or off-plan? If all these new product measures are
on-plan, that indicates that next year and the year after that will
probably be pretty good.’ (Gendron, 1997, p3).

Kaplan and Norton extend their thinking in proposing that the
balanced scorecard is more than a new measurement system. Innovative
companies use the balanced scorecard as the central, organizing frame-
work for their management processes. Companies can develop an initial
scorecard with fairly narrow objectives. These objectives include gaining
clarification, consensus, and focus on their strategy, as well as com-
municating the strategy throughout the organization. But they assert that
the real power of the balanced scorecard comes when it is transformed
from a measurement system to a management system. As more and more
companies use the balanced scorecard, there is evidence that it can be
used to:
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clarify and gain consensus about strategy;

communicate strategy throughout the organization;

align departmental and personal goals to the strategy;

link strategic objectives to long-term targets and annual budgets;
identify and align strategic initiatives;

perform periodic and systematic strategic reviews; and

obtain feedback to learn about and improve strategy.

4.5.5 Implementing the balanced scorecard

Introducing a balanced scorecard means introducing a change in the
company. Change is never easy and is especially difficult when it involves
performance reporting and risks modifying the balance of power within
the organization. Research published in 1999, sponsored by the CIMA
Research Foundation and undertaken by the University of Leeds, entitled
Shareholder and stakeholder approaches to strategic performance meas-
urement using the balanced scorecard focused on 500 UK organizations
in both the private and public sector. It lists key points for managers
involved in balanced scorecard design and implementation, as follows:

Link the scorecard and content to strategy — Many scorecards are
purely operational monitoring tools. Scorecards should be aligned
with clear strategic objectives.

Link the scorecard to change initiatives and project evaluations —
Scorecards should be used explicitly to track the efforts of change
programs within the organization.

Link the scorecard to stakebolder expectations — In the private sec-
tor shareholder interests dominate. In the public sector there often
exists a complex network of stakeholders. Scorecards need to reflect
stakeholder expectations.

Understand the logic of value creation — The scorecard should tell a
comprehensive ‘narrative’ of how value is created in the organization.
Understand end-user expectations — Scorecard design requirements
are different for executive teams than for operational departments.
There is a limit to the benefits of aggregation of scorecard measures
up organizational hierarchies.

Link to the external competitive environment — There is a danger
of making scorecards introspective. To be strategic, scorecards must
be linked to monitoring discontinuities in external competitive
environments.
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Never believe that the numbers are more important than the issues
— Numerical values of reported performance indicators are less
important than the agenda for debate that they generate.
Customise the scorecard design — Best-practice organizations cus-
tomise their scorecards. In some cases these become unrecognizable
as scorecards.

Implementation: champion and consult — Scorecard implementa-
tion needs a senior champion or sponsor. Success is dependent on
wide consultation.

Day-to-day usage: encourage congruence — The perceived benefits of
scorecard usage should encourage congruent behavior, which may
be formalised in the linkage to appraisal and remuneration.

Thus, the balanced scorecard is more than just a tactical or an oper-

ational measurement system. Innovative companies are already using the
scorecard as a strategic management system, to manage their strategy
over the long run. The best balanced business scorecards are results-
based. This begins with establishing or reaffirming the company’s strate-
gic imperatives — the results the organization must attain. This step is
followed by determining the drivers of the desired business results, and
then the drivers of those, and so on until a complete model of the business
is created.

Companies trying to implement a balanced scorecard can encounter

difficulties along the following lines:

Lack of top management support, poor communication, inadequate
training and failure to secure widespread participation and support.
Top management team cannot articulate a concise and shared view
of the firm’s strategy.

Failure to tailor and adapt innovative practices to suit local cir-
cumstances.

Developing and maintaining the balanced scorecard creates an
excessive workload.

Managers may be reluctant to give up some of their power base by
contributing to the balanced scorecard.

Pressure from competing reporting mechanisms.

The cost and potentially disruptive effects of the balanced score-
card program.

Managers may be reluctant to let their operations become more
visible and may see accountants who stray beyond their traditional
domain of pure financial matters as intruders.
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e Accountants may see the decentralization of accounting information
as the erosion of their power-base.

Research was carried out in Europe in 1996 by Professor Lewy of
Amsterdam and Lex du Mee of KPMG using seven European companies
as case studies, which resulted in findings known as the ‘ten command-
ments of balanced scorecard implementation’. The objective was to try to
understand the mixed success of the application of this simple, common
sense concept of using a balanced set of performance indicators to run an
organization. The findings to be followed for successful implementation
were concluded to be:

The DOs

e Use the scorecard as an implementation pad for strategic goals.

e  Ensure that strategic goals are in place before the scorecard is imple-
mented.

e  Ensure that a top level (non-financial) sponsor backs the scorecard
and that line managers are committed to the project.

e Implement a pilot before introducing the new scorecard.

e Carry out an ‘entry review’ for each business unit before imple-
menting the scorecard.

The DON’Ts

o  Use the scorecard to obtain extra top-down control.

e  Attempt to standardize the project. The scorecard must be tailor-
made.

e Underestimate the need for training and communication in using the
scorecard.

e  Seek complexity nor strive for perfection.

e  Underestimate the extra administrative workload and costs of peri-
odic scorecard reporting.

Evans et al. (1996) note that one method of ensuring that attention
is given to critical strategic drivers of success is to form a broader set of
performance measures into a balanced scorecard (in the SEM philosophy
these being traditional performance measures extended to include SVM,
benchmarking, and ABC/M). In Evans’s view (1996), the scorecard tech-
nique recognizes that companies need measures which look at the organ-
ization from a variety of standpoints. They assert that the balanced
scorecard provides the cornerstone of a strategic management system.
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One of the key benefits of the approach is the ability to identify strategic
conflicts and communicate strategy within the organization. Contempo-
rary performance measurement systems also incorporate continuous
improvement and emphasize the reporting of direct actionable measures
at the operational level (Chenhall, 1999).

Kaplan and Norton (1996a, 1996b) also claim that the balanced
scorecard fills the void that exists in most management systems, i.e. the
lack of a systematic process to implement and obtain feedback about
strategy. Management processes built around the scorecard enable the
organization to become aligned and focused on implementing the long-
term strategy. They link the use of what starts out as a performance
measurement system, i.e. the balanced scorecard, with the ongoing strate-
gic management of the organization in today’s environment:

‘Used in this way, the balanced scorecard becomes the foundation

for managing information age organizations.’
(Kaplan and Norton, 1996b, p.19)

Most of the SEM offerings in the marketplace use the basic tenets
of Kaplan and Norton to turn a balanced scorecard into an application
that functions as the central nervous system for reporting and analysis.
The challenge is for firms to combine the balanced scorecard framework
with the support technology to deliver a performance measurement sys-
tem which meets the unique needs of the firm’s strategy.

4.6 Other accounting and management innovations

The last decade has been a time of many accounting and management
innovations. In this section the link between ABC/M and innovations such
as value chain analysis, life cycle costing, and target costing are discussed.

4.6.1 Activity-based budgeting

Budgets prepared using ABC concepts give superior results in terms of
helping managers anticipate the effects of planned changes. ABC budget-
ing can be used to simulate the effect of planned changes in activities. ABC
budgeting links projected revenue to activities and activities to resources
required thus producing a more realistic budget. Actual activity and
resource drivers or budgeted activity and resource drivers may be used in
the budgeting process. Budgeted activity and resource drivers will have
planned efficiencies and planned reductions in surplus capacity built in.
ABC budgeting greatly aids workload and resource requirement planning.
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4.6.2 Customer profitability analysis

The cost of physical distribution and other marketing activities accounts
for a significant proportion of total costs. The objective of market cost
analysis is to provide relevant quantitative data that will assist market-
ing managers in making informed decisions regarding (a) product profit-
ability, (b) pricing, and (c) adding or dropping a product line or territory,
or sales channel. To achieve this objective it is necessary to be able to trace
costs directly to product lines or territories and to establish a rational sys-
tem of allocating non-traceable costs to the cost objective.

Distribution channel profitability is becoming increasingly important
as products are sold through diverse channels, e.g. distributors, mega stores,
direct mail. If the organization serves a single channel, then channel prof-
itability calculation is relatively straightforward. If the organization is
aligned by production, region, or facility location, then the calculation of
profitability by channel is more difficult. Using ABC in this context costs
products more accurately and also recognizes that cost is driven not only
by production activity but also by the customers served and the channels
through which the product is offered. Not all costs can be related to prod-
ucts.

Examining the cost structure from this perspective allows manage-
ment to understand cost differences related to one of these categories or
related to interaction between the categories.

Figure 4.9: Channel profitability

Channel A Channel B
Activit > g
Yy Customer Customer Customer
costs > >
_> »
Channel Channel Channel
> >
Non-activit —> — — — B>
¥ Product Product Product
costs S I U L

ABC can be used to determine how a company’s customers consume
its marketing, distribution and customer service resources. They said that
customer profitability analysis is important because each $ of revenue does
not contribute equally to profit. Profitability depends not only on the unit
cost of the product but also on back end services (marketing, distribution
and customer service).
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4.6.3 Supplier relationships

ABC/M can play a major role in improving supplier relationships. The
lowest cost supplier is not necessarily the cheapest in the long term. The
total cost of making a batch of components available to production
includes costs of purchase, ordering, paying, receiving, moving, storing,
scrap, rework, obsolescence, scheduling, expediting and downtime. The
supplier that provides materials that minimize the totality of these costs
is the lowest cost supplier. The ABC model enables purchasing to estimate
how much it is willing to pay a supplier so that the net gains can be
shared between supplier and customer (lean supplier paradigm). ABC
enables an informed trade-off among price, quality and responsiveness.
ABC promotes long-term relationships with suppliers.

4.6.4 Product design
Turney noted that:

‘Inappropriate cost systems can also thwart the benefits to be gained
from world class design. Today’s products are designed faster and
brought to market in a fraction of the time it used to take.’

The Ford Motor Company estimated that 60-80 per cent of costs over
a product’s life cycle are locked in at the end of the product design phase and
that 90-95 per cent are locked in by the time the design of the production
process is complete. So design offers tremendous cost reduction opportunities.

Traditional unit-based cost systems, with their emphasis on overhead
allocations based on direct labor promoted design strategies that mini-
mized the direct labor content in the end product. This often resulted in
increased costs overall. For example, the increased number of distinct parts
included in the end product design results in increased procurement, stor-
age and handling costs that outweigh the direct labor saving. Product engi-
neer’s design for manufacturability efforts, which aim to design products
with fewer and more common parts, reduce the demands for product sus-
taining resources.

4.6.5 Value chain analysis

ABC links closely with value chain analysis (VCA) providing more accu-
rate cost information at each level of the value chain. Managing costs
requires a broad focus on what Porter calls the value chain — the linked
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set of value creating activities. The focus is external to the firm with each
firm viewed in the context of the overall chain of value creating activities
of which the firm is only a part, from basic raw material to end use con-
sumers. Value added, on the other hand, is focused largely internal to the
firm with each firm viewed in the context of its purchases, processes, func-
tions, products and customers. The aim of value added is to maximize the
difference (value added) between sales and purchases. The strategic
insights yielded by VCA are superior to those offered by value added
analysis. The value-added concept starts too late and ends too early when
compared to VCA.

Porter noted that a business can develop a sustainable competitive
advantage by following either a low cost strategy or a differentiation
strategy. Whether or not a firm can develop and sustain cost leadership
or differentiation depends on how it manages its value chain relative to
those of its competitors. Competitive advantage ultimately derives from
providing better customer value for equivalent cost or equivalent cus-
tomer value for lower cost.

The value chain framework is a method for breaking down the chain
into strategically relevant activities in order to understand the behavior
of costs and sources of differentiation. Gaining and sustaining a com-
petitive advantage requires the firm to understand the entire value deliv-
ery system, not just the portion of the value chain in which it participates.
Suppliers and distributors have profit margins that are important to iden-
tify in understanding a firm’s cost or differentiation position, as end use
customers pay for all the profit margins throughout the value chain.

VCA promotes interdependence along the value chain. It promotes
mutually beneficial linkages backward to suppliers and forward to customers.

Insights offered by VCA:

e  VCA is a first step in understanding how a firm is positioned in its
industry. Building sustainable competitive advantage requires a
knowledge of the full linked set of value-added activities of which the
firm and its competitors are a part.

e  Once a value chain is articulated, strategic decisions such as make vs.
buy or forward vs. backward integration become clearer. Investments
can be viewed from their impact on the overall chain and the firm’s
place in it.

e VCA helps quantify buyer and supplier power.

o  VCA highlights how a firm’s product fits into its customer’s value
chain. It is readily apparent what percentage the firm’s costs are of the
customer’s total costs. It encourages joint cost reductions.
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4.6.6 Life cycle costing

Life cycle costing adds a new perspective to ABC programs highlighting
the interdependence of activities and their associated costs at all stages of
product life cycles. Life cycle costing looks at products over their life
cycle rather than just for one year. A product’s life cycle encompasses ini-
tial research and development, proceeds through the product launch,
growth in the market and ends with maturity, decline and abandonment.
A life cycle perspective yields insights to product costs and profitability
not available from viewing a single year. A product that is in a start-up
phase may appear uncompetitive with its low volumes and high market-
ing costs while a mature product with its higher volumes will appear
highly profitable.

A key to the success of life cycle costing is the accuracy of product
life and costs. The basis for target costing is profitability over the lifetime
of the product.

4.7 Future directions for finance

A quick scan of management accounting literature shows that there are
many issues in respect of performance measurement and management
accounting and control systems under review. Indeed, there is now so
much advice available that the range of new approaches is building up to
the point of some confusion. Management accountants and the tech-
niques they use have long been under attack for failing to adapt to the
new competitive environment of global competition, decentralization,
and the rise of knowledge-based assets. The new environment demands
more relevant cost and performance information on the organization’s
activities, processes, products, services, and customers.

Change inevitably brings uncertainty. Changes in management
accounting and control systems and practice bring uncertainty for finance
professionals and for finance functions in general. Managers and staff
working in these roles will need to adapt to the new environment or face
a growing lack of relevance in their organizations. Kaplan (1995) suggests
that finance professionals should:

e  become part of the value-added team of the organization;

e  participate in the formulation and implementation of strategy;

e translate strategic intent and capabilities into operational and man-
agerial measures; and
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e move away from being scorekeepers of the past and become the
designers of the organization’s critical management information
systems.

One response is to maintain the status quo by claiming that the man-
agement accountant has a valuable role to play and to try to make that role
even more critical to the firm. The alternate response is to take manage-
ment accounting to the user and to actively support the cost management
process. This involves decentralizing much of the management accounting
function to the users, resulting in a fall in the need for management
accountants, while the need for management accounting will rise.

Management accountants face competition from other groups who,
through widespread access to data, can provide and acquire information
without the use of management accountants. Yet the diffusion of tech-
nology supporting decision-making in different forms, makes it even more
crucial that information be used properly. As the management accountant
has considerable competitive advantage in the analysis of data and the
building and interpretation of financial models, it is essential to actually get
involved in the design and implementation of the new technology.

Phillips (1996) expands this by looking at the finance function as a
whole. He notes that the two main drivers for change in the finance func-
tion are improved information technology and the pace of business change.
He summarizes the main changes facing finance functions in Table 4.2.

For management accountants to rise to full business partnership, they
need to change their traditional internal and historical focus. While main-
taining their financial capabilities, management accountants must build
new requisite skills, such as broadened business knowledge, expert analytic
capability, and team building and partnership expertise.



Table 4.2: Changes in the finance function

Finance function today
is characterized by:

From ABC to SVA

In the future the function will be:

Role Professional advisers Specialist team members
Detached from the business Involved in/understanding the
business
Stewards Business partners
Tactical Strategic
People Gurus A learning organization

Hard skills/old skills

Soft skills/new skills

Organization Function Matrix
Silo Embedded
Multi-function Split function
Hierarchical Flat
Services Retention of all activities Outsourcing specialist activities
Historically focused Future viewing
Internally driven Customer-facing
Inflexible Flexible
Financial information Balanced scorecard
Routine Exception/project based
Internally focused management ~ Outwardly focused and focused on
attention change
T Technology resistant Exploiting technology

Automating today's processes

Paper based
A spreadsheet culture

Automating re-engineered processes
Utilizing electronic documents
Integrated, automated information
provision
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management technologies

From MIS to ERP and beyond

5.1 Introduction

Many firms that installed computers during the 1970s and 1980s failed
either to integrate these financial and other resource management related
transaction-processing systems with their business strategy, or to keep
abreast of technological changes. Developed in an age of mainframe pro-
graming languages, the systems were troublesome to document, costly to
maintain and difficult to change as business conditions evolved. This
resulted in many finance systems and processes becoming stand alone and
requiring very large amounts of expensive manual intervention.

A survey conducted by Tate Bramald Consultancy (1996) for
CIMA/JBA revealed that 83 per cent of UK management accountants
surveyed used spreadsheets to produce their management accounts, com-
pared to 13 per cent who used enterprise-wide systems. These findings are
confirmed by a report produced by Bournemouth University for IBM.
This research found that more than 75 per cent of finance professionals
believe that their personal computer (PC) is essential for business, but
only 45 per cent take full advantage of the networked collaborative appli-
cations available: the rest use their PCs merely to compile spreadsheets
and other basic financial documents. Highly labor-intensive re-keying of
data from other source systems to spreadsheets for reporting is still the
norm for many accountants.

5.2 From traditional ERP to SEM

Earlier generations of systems (such as MRP and MRP II) were designed
within the limits of available technology for that time. In the late 1970s,
when MRP II was first emerging, there were no relational databases,
computer memories were measured in kilobytes, and processor speeds
were still crossing the bridge between milliseconds and microseconds.
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Developers were unable to build systems that bridged multiple sites and
ultimately converged for planning and control purposes. The advent of
better technology allowed vendors to develop complex systems that were
truly enterprise wide, and consequently, a new name, enterprise resource
planning (ERP), was coined for these systems.

In the past, numerous disparate systems were contained within man-
ufacturing, distribution, finance, and sales. Taking information from
every function, ERP systems are a tool that assists employees and man-
agers to plan, monitor and control the entire business. A modern ERP sys-
tem enhances a firm’s ability to accurately schedule production, fully
utilize capacity, reduce inventory, and meet promised shipping dates. In
simplest terms, enterprise systems use database technology and a single
interface to control all the information related to a company’s business,
including customer, product, employee, and financial data. The term
‘enterprise resource planning’” was coined to reflect the fact that these
computerized systems have evolved well beyond their origins as inventory
transaction and cost accounting systems. The software has become the
means to support and speed the entire order-fulfilment process and to
automate and integrate both business and production process manage-
ment. By recording all transactions (e.g. receipt of inventory, issue of a
work order, etc.), the ERP system tracks resources, such as materials and
labor, used in financial, manufacturing and distribution management.

An ERP system is a software system that allows a company to auto-
mate and integrate its business processes, to share common data and
processes across the enterprise and to generate and share information in
a real-time environment. Davenport argues that:

‘an enterprise system streamlines a company’s data flows and pro-
vides management with direct access to a wealth of real-time oper-
ating information.’

He suggests that:

‘A good enterprise system is a technological tour de force. At its core
is a single comprehensive database. The database collects data and
then feeds data into modular applications supporting virtually all of
a company’s business activities — across functions, across business
units, across the world. When new information is entered in one
place, related information is automatically updated.’
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A key feature of ERP software is that it is process oriented, not task
oriented. It forces standardization of codes, processes and hierarchy and
eliminates cross-system reconciliations. It increases information flow,
promotes workflow automation and provides a cohesive internal envi-
ronment. These processes and data are integrated across the above mod-
ules in the one enterprise-wide system (see Figure 5.1).

If implemented correctly, the system provides quality data that is
consistent, reliable and timely, and is available throughout the organiza-
tion in order to effectively manage the business. The premise of ERP is to
enable a consolidation and unification of the various processes required
by an organization to meet its strategic business objectives. ERP’s goal is
to integrate a broad range of disparate technologies, along with the
processes they support, into a common denominator of overall func-
tionality. Contemporary ERP systems permit organizations to manage
resources across the enterprise and enable the integration of sales man-
agement, component procurement, inventory management, manufactur-
ing control, project management, distribution, transportation, finance
and other functions.

At the heart of the ERP concept is an extensive library of more than
1000 predefined business processes spanning each functional software
requirement (see Table 5.1). These processes may be selected from the
ERP library and included within installed ERP applications, tailoring the
application solution to suit the user’s exact requirements. New business
processes and technologies become available regularly. ERP systems are
multi-site, multi-company, multi-currency, functional information sys-
tems running over distributed client/server environments. The power of
ERP software lies in real-time integration, linking a company’s business
processes and applications, and supporting immediate responses to
change throughout the organization on a departmental, divisional or
global scale. The international natures of ERP products extends to every
aspect of the applications, such as the support of multiple currencies
simultaneously and the automatic handling of country-specific
import/export, tax, legal and language requirements.

An effective ERP architecture will typically have the following char-
acteristics:

o  Flexibility: An ERP system should be flexible to respond to the
changing needs of an enterprise. It should be capable of embracing
new technologies, such as mobile computing and the Internet.
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Table 5.1: JD Edwards ERP systems functionality. © J.D. Edwards & Company,

used by permission
Foundation Suite
Back Office
CASE Foundation
Environment/Toolkit
Financial Analysis Spreadsheet Tool and
Report Writer
WaorldVision GUI
Electronic Burst & Bind

Financial Suite

General Accounting

Accounts Payable

Accounts Receivable

Fixed Assets

Financial Modeling and Budgeting
Multi-Currency Processing

Cash Basis Accounting

Time Accounting

Canadian Payroll

Project Management Suite
Procurement

Inventory Management
Equipment Management
Job Cost

Work Order Management
Subcontract Management
Change Management
Contract Management
Contract Billing

Service Billing

Property Management

Energy and Chemical Suite
Agreement Management
Advanced Stock Valuation
Sales Order Management

Bulk Stock Management

Load and Delivery Management

Logistics/Distribution Suite
Forecasting

Requirements Planning
Enterprise Facilities Planning
Sales Order Management
Advanced Pricing

Procurement

Work Order Management
Inventory Management

Bulk Stock Management
Quality Management
Advanced Warehouse Management
Equipment Management
Transportation Management
Job Cost

Service Billing

Services Suite

Contract Billing
Subcontract Management
Change Management
Property Management

Manufacturing Suite

Configuration Management

Cost Management

Product Data Management

Capacity Planning

Shop Floor Management

Advanced Maintenance Management

Payroll Suite
Payroll
Time Accounting

Human Resources Suite
Human Resources

Customer Service Management Suite
Customer Service Management

Government, Education, and Not-for-Profit
Solutions

Financial Administration and Reporting

Budget Administration

Fund and Encumbrance Accounting

Grant and Endowment Management
Purchasing and Material Management
Warehousing and Central Stores Management
Human Resources Management

Service and Work Order Management

Capital Project and Construction Management
Contract Management

Plant, Equipment, and Fleet Maintenance

Utility and Energy Solutions
Customer Information System

Human Resources Management
Work Management

Regulatory Reporting

Supply Chain Management

Project Management

Enterprise Maintenance Management
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e  Modular and open: An ERP system has to have an open system
architecture. This means that any module can be interfaced or
detached whenever required without affecting the other modules. In
addition, an ERP system should be capable of integrating with best
of breed applications in areas such as customer relationship man-
agement (CRM), data mining and simulation.

o Comprehensive: It should be able to support a variety of organiza-
tional functions and must be suitable for a wide range of business
organizations. While many early ERP systems had their origins in
manufacturing and operations, a mature ERP system will offer func-
tionality across the value chain from in-bound logistics to customer
facing processes

e Beyond the company: It should not be confined to the organiza-
tional boundaries, rather it should support the on-line connectivity
to the other business entities of the organization.

e Best business practices: It must have a collection of the best business
processes applicable worldwide.

As ERP systems have evolved, functionality has been introduced to
support the specific needs of vertical industry segments, such as con-
sumer packaged goods or automotive manufacturers, as well as special
operations such as demand management, an essential feature for better
management of supply chains. ERP systems have begun to incorporate
functionality for customer interaction and managing relationships with
suppliers and vendors, making the system less inward looking. Figure 5.2
shows the typical functionality found in an ERP system implemented in
the automotive sector. The system supports the complete range of
processes including those which are unique to the automotive sector.

Vendors are working hard to make ERP more useable for small- to
mid-sized manufacturers, particularly in the area of implementations,
which can cost as much as five times the software licenses. Other value-
added aspects of the newest systems include product configuration, elec-
tronic data interchange, field service modules, and Internet capabilities
that extend system access to more users. ERP is also a means for business
process re-engineering, increasing flexibility and responsiveness by break-
ing down barriers between functional departments and reducing dupli-
cation of efforts.

The consistency of ERP system data provides improved information
for analysis and a seamless reconciliation from the general ledger to sub
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ledgers. The data is updated in real time throughout the month. With
innate ERP integration, a physical transaction cannot be booked without
the resulting financial effect being shown. This visibility of activities
across finance and operations gives operational managers the ability to
better understand the effects of their decisions. With ERP systems the
company’s financial organization is better equipped to:

provide decision support to corporate leadership;
create strategic performance measures; and
engage in strategic cost management.

A number of lessons have emerged from experiences with ERP

systems:

1.

Organizations need to recognize that ERP systems are an estab-
lished part of the IT/IS infrastructure and will provide the transac-
tion processing backbone for many years to come. In particular ERP
systems will be a key enabling technology in the bid to embrace and
exploit the opportunities of e-business.

The functionality of ERP systems will continue to expand and will
embrace such areas as CRM, ABM, SEM and other areas. The
future focus of ERP will shift from helping firms do things right to
helping firms do the right things.

The level of investment required to effectively deploy ERP systems
will continue to grow. The next five years will see a significant ERP
effort in the areas of enterprise application integration arising from
e-business initiatives and other changes. The existing ERP infra-
structure will also need to be maintained and in some cases renewed.
All of this will require a substantial commitment of resources from
organizations. Firms which continue to view ERP systems in cost
avoidance terms will find it increasingly hard to justify their ERP
investments. As the total cost of ownership increases those instru-
mental in deploying ERP will have to show a real contribution to
shareholder value.

The finance function will be expected to play a key role in benefits
realization from the ERP investment. CFOs and their support staffs,
including management accountants, will be expected to measure
and drive out the benefits identified in the original business case for
ERP. Accordingly finance will have to move to center stage in lever-
aging the investment made to date.
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5. Systems integration issues will continue to consume large amounts
of resources. As firms continue to partner, merge and acquire, the re-
quirement to integrate diverse systems across the organization and
its value chain will increase. The emergence of business to business
(b2b) trading hubs and e-business will re-open the systems integra-
tion problems which ERP originally set out to solve in the early
1990s.

6. The future focus of ERP will be the value chain and, in particular,
ensuring that the firm does not lose opportunities for value creation
to other players in the broader supply chain. In this regard ERP sys-
tems will play an important role in projecting the firm’s market
power across the supply chain.

5.3 The technological blueprint of SEM

Traditional ERP systems were designed to aggregate data and ultimately
to help companies achieve greater efficiency. These new generation SEM
systems are designed to take ERP systems to the next level: to make data
multidimensional and meaningful and thus to help organizations become
effective through strategic analysis and simulation.

Thus, it is an evolved state or next generation solution to traditional
ERP systems. SEM aims to extend the principles of ERP vertically to sup-
port high level value management processes, such as strategic planning,
risk management and value communication. This will be achieved through
the linking of ERP with business intelligence tools such as data mining, on-
line analytical processing engines, desktop analysis and data visualisation
software. It will allow for a two-way flow of information, for example,
corporate strategists can monitor performance continuously using feed-
back from the business execution systems, and changes to strategy can be
driven down to operational level through new targets and key perform-
ance indicators.

All of the main vendors have configured their offerings along simi-
lar dimensions, for example SAP in their offering aim to provide man-
agers with business performance monitoring, consolidation and data
warehousing/business intelligence capabilities. In conjunction with this
information-management functionality they also aim to include tech-
niques such as shareholder value management, balanced scorecards, per-
formance management, benchmarking and ABC/M. It has been argued
that many of the applications and tools offered by these new systems
offer nothing essentially new and simply mirror the functionality that
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was previously offered in such technologies as decision support systems,
executive information systems or previous data warehousing technolo-
gies. However, it is the processes and techniques that the adoption of
these new systems instill into organizations that will possibly be the great-
est asset they provide.

SEM brings together a number of technologies which are designed to
support managers and provide business intelligence and an environment
for decision-making through an accessible source of consistent informa-
tion, i.e. a data warehouse and a suite of flexible systems for consolida-
tion, analysis, planning and communication, data mining software, OLAP,
and data visualization software. The ultimate aim of the SEM technolo-
gies is to facilitate an environment, which has decision support and busi-
ness intelligence at its core.

The basic tenets of the SEM technological blueprint can be explained
as follows: ERP and the SEM technologies and techniques deliver opera-
tional, internal, external, financial and non-financial data to the data
warehouse — ensuring consistent, maintainable, and sustainable informa-
tion from across the organization. Then sophisticated business intelli-
gence analytic applications, easy to use desktop reporting tools, and
preconfigured analysis templates deliver the information to the end user.
The data warehouse provides the tremendous advantage of having all rel-
evant information in a central location.

The diverse range of information needed to support an enterprise
requires the gathering of data from outside of the traditional arena of the
finance and logistics systems. To be competitive a data warehouse must be
able to access these systems from across a range of vendors.

To access existing ERP systems within an organization the simplest
option is to align the business warehouse vendor with that of the existing
ERP system vendor. With the system’s diversity within individual compa-
nies, (often resulting from mergers and takeovers), this is not always pos-
sible. To address this issue the major players utilize different technologies
to enable the extraction, transformation and loading of data into the
warehouse from a variety of sources.

PeopleSoft’s Enterprise Warehouse relies on third party tools with
built-in capability to ‘read’ non-PeopleSoft database structures. Similarly
Oracle’s ‘transparent gateway’ allows access to non-Oracle databases as
if they were Oracle, enabling the use of standard Oracle query tools to
extract data. Figure 5.4 illustrates Oracle’s toolkit and integration to third
party products. This is typical of the approach for all major ERP vendors.
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The SEM business intelligence (BI) analytic applications take the data
in the data warehouse a step further, turning the raw data into strategic
information for analysis and reporting. Using these analytic applications,
data from the data warehouse is transferred based on advanced business the-
ories, best-practices, rules, and workflows determined by the individual
organization (Myrtveit, 2001). With its robust web-based reporting and
intuitive web interface, SEM is designed to transcend the client/server model
of distributed data and present a new model: wide access to data and to
what the data means. SEM is designed to allow organizations to distribute
meaningful data analysis throughout the enterprise, not just to managers or
specialists.

Expressly the areas under review in this section are SEM data ware-
housing and the associated data warehousing technologies and techniques
(OLAP, extraction, transformation and loading (ETL), Metadata
Management, Data Marts, InfoSources, and InfoCubes), SEM data min-
ing, and SEM data visualization (highlighted within Figure 5.4).

Figure 5.4: SEM architecture highlighting the SEM Bl analytic applications

| Balanced scorecard |<— Other Bl analytic
A applications including
? data mining and data
| ABC/M | Shareholder visualisation
7y value metrics A
Benchmarking
techniques
\4 * * External
| Data warehouse databases

2 2 and Internet

ERP system Other legacy systems

5.4 Strategic enterprise management and data warehousing

Most of the data required to produce the information needed by execu-
tives is locked away or scattered, available redundantly but out of sync,
or a combination of these. Data warehousing has the potential to provide
a solution to these data access and information analysis problems.

A data warehouse is a means of supporting management decision-
making. It is intended to be used for analysis and strategic decision-
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making. The primary goal of data warehousing is to create the ability for
any user to access quality integrated enterprise data easily. Data is made
available from the data warehouse in a consistent form to support busi-
ness decision-making rather than transaction processing. Data ware-
housing has evolved from a way to do complex queries into a tool to
satisfy business managers’ needs not just for complex queries but for a
general facility to get quick, accurate and insightful information.

Today for many organizations, the data warehouse is the foundation
of decision support activities. Because there is a single integrated source
of data in the data warehouse and because the data are accessible, the job
of the business analyst is immeasurably easier than in the classical envi-
ronment. With a data warehouse in place, the finance professional can be
in a proactive position rather than a reactive position. The requirements
of the finance function that are supported by the data warehouse include:

e the need for quick information;

e the need of management (executive to front-line) to change their
mind;

o their need to look at data over a spectrum of time; and

e their need to drill down.

The characteristics of a data warehouse as defined by Inmon (1995)
are described below:

o Subject-oriented: The database is subject oriented because of a shift
from application-oriented data, to decision-support data.

e Integrated: The database is integrated because of the consolidation
of application-oriented data from different legacy systems. This is
the most important characteristic.

e Time-variant: The database is time-variant because of the distinction
between operational and informational data.

o  Non-volatile: New data is always appended to the database rather
than replaced. The database continually absorbs new data integrat-
ing it with the previous data (Hackathorn, 1995).

In a 1996 study, Sakaguchi and Frolick undertook a comprehensive
literature review of over 450 data warehousing articles. In this study the
authors explicitly addressed the organizational advantages and disad-
vantages of deploying data warehousing. Their findings are summarized

in Table 5.2.
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Table 5.2: The advantages of data warehousing

1. Simplicity. The data warehouse provides a single image of the business reality by
integrating various data. They allow existing legacy systems to continue in operation,
consolidate inconsistent data from various legacy systems into one coherent set, and
reap benefits from vital information about current operations.

2. Better quality data and improved productivity, through improved consistency, accuracy
and documentation.

3. Fast access. The necessary data is in one place.

4. Easy to use. It is focused on subjects which are targeted to users.

5. Separate decision support operation from production operation. Allows users the
capability to navigate large organizational databases in an ad-hoc, interactive way
without impacting mission critical operational systems.

6. Gives competitive advantage

Source: Sakaguchi and Frolick (1997)

The data warehouse approach is necessary to successfully deploy

SEM financial and analytic application capabilities on top of an existing
ERP system. There are five reasons for this:

1.

Data in the ERP is stored in normalized tables which may number,
for example in the case of SAP, in excess of 9000 tables. This makes
it difficult to extract the precise data required.

In order to get information out of the ERP system a multitude of
small unit joins are required. This results in a very high processing
overhead. Another issue arising from this is that data cannot then be
easily presented to users in a structure which is meaningful to them.
Table and column names may not be easily recognizable. This is
particularly evident in the SAP ERP offering as the tables are based
on German abbreviations and mnemonics.

Most ERP systems use a proprietary internal storage format. For
example, a cost center hierarchy may be used resulting in poor cost
code identification.

ERP systems cannot accommodate data from other sources.
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Figure 5.5: The need for the data warehouse
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The data warehousing function is the result of the simple but sig-

nificant observation that the systems used on a daily basis to run a busi-
ness, operational systems (ERP), are fundamentally different from those
used to plan and develop future businesses. These latter are referred to as
informational systems. Operational data is organized around functional
organizations within a business. Functionally oriented data is used to
satisfy the immediate functional processing requirements of the business
user; such a functional orientation is fine for operational data relevant to
that area of the business. The differences between operational and infor-
mational systems are:

Operational systems — the business applications: those business
applications that operationally ‘run’ the business on a daily, weekly,
monthly, etc., basis. When they cease to run, the business literally
stops operating.

Informational systems — the ‘about the business’ applications: those
applications that analyze the business. They aid both in interpreting
what has occurred and deciding prudent actions for the future.
When they cease to run, there is no immediate, obvious business fail-
ure but their utility is critical to the long-term competitiveness of the
enterprise. Data warehousing embraces these types of applications
and it is this functionality that SEM aims to contribute to tradi-
tional ERP systems (see Figure 5.5).
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Operational and informational data is also very important in the
context of SEM data warehousing, as both reside within the SEM ware-
house. All SEM systems currently available offer the functionality to
cater to both operational and informational data storage.

5.4.1 Summarised data

Lightly summarized data are the hallmark of a SEM warehouse. All enter-
prise elements (department, region, function, etc.) do not have the same
information requirements, so effective SEM warehouse design provides
for customized, lightly summarized data for every enterprise element. An
enterprise element may have access to both detailed and summarized
data, but there will be much less than the total stored in current detail.

Highly summarized data can come from either the lightly summa-
rized data used by enterprise elements or from current detail. Data vol-
ume at this level is much less than other levels and represents an eclectic
collection supporting a wide variety of needs and interests. In addition to
access to highly summarized data, all levels of management also have the
capability of accessing increasing levels of detail through a ‘drill down’
process.

5.4.2 Current detail

The heart of a SEM warehouse is its current detail, where the bulk of data
resides. Current detail comes directly from operational systems and may
be stored as raw data or as aggregations of raw data. Current detail,
organized by subject area, represents the entire enterprise, rather than a
given application. Current detail is the lowest level of data granularity in
the SEM warehouse.

5.4.3 Archives

SEM warehouse archives contain old data (normally over two years old)
of significant, continuing interest and value to the enterprise. There is usu-
ally a massive amount of data stored in the SEM warehouse archives,
with a low incidence of access. Archive data are most often used for fore-
casting and trend analysis. Although archive data may be stored with the
same level of granularity as current detail, it is more likely that archive
data are aggregated as they are archived.
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Table 5.3: SEM software tools for data analysis

OLAP (On-line analytical processing)

A method of viewing data multidimensionally, is defined by OLAP Council as ‘a category of
software technology that enables analysts, managers and executives to gain insight into
data through fast, consistent, interactive access to a wide variety of possible views of
information that has been transformed from raw data to reflect the real dimensionality of
the enterprise as understood by the user’. It largely depends on users to extract explanations
from the data. Other tools in this family include ROLAP (Rational On-line Analytical
Processing), DOLAP (Desktop On-line Analytical Processing) and MOLAP (Multidimensional
On-line Analytical Pracessing).

Query tools
Facilitate ad-hoc query. They are used by non-programers to access the database using plain
English.

Statistical tools
Examples SAS and SPSS.

Data visualisation
Shipped with the SEM product, data visualization tools provide a pictorial representation of
data which helps improve comprehension of complex business data.

Desktop presentation
Provides simple interface for users. A newly emerging presentation technology is the use of
the World Wide Web.

Reporting software
Increases the ease of report creation.

5.5 SEM and data analysis

In order to achieve effective decision-making, managers demand data
analysis applications, which are placed on top of their data warehousing
solutions, to be versatile in providing different views of the information.
Besides carrying out the tasks of analysing data, software is also needed
to present the information to managers in the way they understand and
can use. Data analysis software includes intelligent agents, OLAP, query
tools, and statistical tools, and the software responsible for information
presentation includes data visualization, desktop presentation, and
reporting software, which is summarized in Table 5.3.
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Many of these technologies have been in use for more than a decade
in specialized analysis tools that work with relatively small volumes of
data. SEM data analysis software products are the first package soft-
ware tools to provide this combined functionality and are often the inte-
gration of products from vendors from various areas, including software
engineering, statistics and graphics presentation.

On-line analytical processing (OLAP) is a type of software technol-
ogy that enables analysts, managers, and executives to gain insight into
data through fast, consistent, interactive access to a wide variety of pos-
sible views of information that has been transformed from raw data to
reflect the real dimensionality of the enterprise as understood by the user.
In other words, OLAP is a set of functionalities that can facilitate multi-
dimensional analysis and manipulate aggregated data into various cate-
gories.

Data warehousing has traditionally focused on relational technol-
ogy. While suited to managing transactions and storing large amounts of
data, relational databases are typically unable to handle ad-hoc, speed of
thought analytical querying for large user communities. OLAP technol-
ogy, however, provides the scalability, performance and analytic capabil-
ities necessary to support sophisticated, calculation intensive queries for
large user (SEM) populations. For these reasons, relational and OLAP
technologies are combined for maximum benefits within the SEM envi-
ronment.

With the support of OLAP for multidimensional analysis, users can
synthesize enterprise information through comparative customized view-
ing as well as an analysis of historical and projected data. Therefore,
OLAP is an important addition within the SEM data warehouse archi-
tecture. With the increasing understanding of the capabilities of DSS pro-
cessing and the growing volume of data, there is an increasing need for
more sophisticated techniques to facilitate the use of the data warehouse.

The main characteristics of SEM OLAP products include:

e Fast on-line access. SEM OLAP processing is much more flexible
than organizationally structured processing. In addition, the OLAP
environment has a limited history at the same level of detail. Besides,
with OLAP tools, users do not need to view the data in standard
report formats, but rather in grids or cross-tabs so that they can
quickly look at the data from different perspectives.

o Strong analysis and deriving capability. Departmentally structured
data in the SEM OLAP environment are usually organized into pre-
defined categories to facilitate the informational requirements of a
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specific department, although they originate from the organization-
ally structured level of the data warehouse. For example, a depart-
ment may want a particular metric that is pre-computed, and the
results are stored in its OLAP environment. A similar metric may be
stored at the organizationally structured level, but the department
wants to compare its department-specific calculation to the organ-
ization-standard one.

o Strong query organizing capability. SEM OLAP involves an inter-
active querying of the data. Therefore, users can follow a train of
thought by looking at information at one aggregation level, such as
a sales region, and then drilling down into successively more detailed
information, such as county, city, and store.

o Aggregate capability. SEM OLAP supports departmental cus-
tomization due to its strong aggregate capability. For example, the
accounting department may summarize its data in one way while the
finance department summarizes its data in another. OLAP allows the
use of different approaches for different data applications, calcula-
tions, and organizations.

The most widely used OLAP software in the finance area is
Hyperion Essbase, which is a client/server OLAP technology. It is used in
conjunction with Hyperion Integration server which facilitates rapid
deployment of OLAP applications from rational sources, and provides
the metadata linkage to drill down to warehouse data.

5.6 SEM and data mining

Although a mixture of statistical techniques and file management tools
once sufficed for digging through mounds of corporate data, the size of
modern data warehouses, the mission critical nature of the data, and the
speed at which analysis needs to be made, now call for a new approach.
Data mining is seen by many organizations as the approach in question.
Data mining is essentially the process of selecting, exploring and model-
ing large amounts of data to uncover previously unknown patterns for
business advantage. Data mining can be seen as an attempt to identify
relationships between variables in data warehouses in order to assist deci-
sion-making. Data mining, by its simplest definition, automates the detec-
tion of relevant patterns in a database.
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Data mining applications utilize the information stored in the ware-
house to generate business-oriented, end-user-customised information.
This synergy created between data warehousing and data mining allows
goal-oriented decision-makers to leverage their massive data assets,
thereby improving the effectiveness and quality of their decisions. Four
elements of data in the data warehouse enhance the data mining process:

1. Detailed and summarized data — detailed data is necessary for
uncovering patterns and trends, and summarized data allows end
users to build on the findings of others and to avoid repetitive work.

2. Integrated data — well structured and consistent data makes the
mining easier.

3. Historical data - historical data is crucial for businesses to under-
stand their seasonality and business cycles.

4.  Metadata — metadata provides the context of data and serves as a
roadmap for end users in data mining.

Thus data mining is a powerful technology with great potential to
help companies focus on the most important information in their data
warehouses. Data mining tools can predict future trends and behaviors
which in turn allow businesses to make proactive, knowledge-driven
decisions. The automated analyses offered by data mining moves beyond
the analysis of past events provided by traditional decision support sys-
tems and allows firms to answer business questions that were tradition-
ally too time consuming to resolve.

There is a wide variety of features that are commonly found in data
mining applications and different types of data mining renders different
types of information, as can be seen in Table 5.4.

A range of conventional statistical methods can be applied such as
cluster analysis, discriminant analysis, multiple regression, logic regres-
sion and time series forecasting. Multiple regression, for example, can be
used to uncover a pattern of dependencies between multiple predictor
fields and an outcome field, given a dependency does indeed exist. The
most commonly used techniques in data mining are:

e Decision trees: Decision trees illustrate dependencies between data
in the form of branches of a decision tree. The user can easily see
how an outcome field changes with the different values of the pre-
dictor fields. Tree-based models are good at selecting important pre-
dictor fields and work well in situations where the predictor fields
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are partially irrelevant. CHAID (chi-squared automatic interaction
detection) and CART (classification and regression tree) are two
modeling techniques in this area. These decisions generate rules for
the classification of a dataset.

e Rule induction: The extraction of useful ‘if-then’ rules from data
based on statistical significance.

o Cluster analysis: Perhaps the most common form of data mining and
is used to identify associations among data points.

e Linkage analysis: Linkage analysis is used to link two or more events
(data points) together. Most frequently used for ‘market basket’
types of applications, linkage analysis can help point out associa-
tions when separate product purchases are related.

o Time series analysis: Time series analysis, or sequencing, is used to
relate events in time. Financial analysts frequently attempt to predict
interest rate fluctuations or stock performance based on a series of
preceding events.

o  Categorization analysis: Categorization analysis contains elements
of all the aforementioned methodologies and is perhaps the most
broadly applicable to different types of business problems. This
method attempts to explain the influence that numerous different
factors have on one specific outcome. All the data can be considered
‘input’ in studying a specific ‘output’.

Data mining capabilities are now being evolved to integrate directly
with industry-standard data warehouses and OLAP platforms by com-
panies such as Cognos, and are also a core component of enterprise-wide
software (SEM) packages and SEM business intelligence (BI).

5.7 SEM and data visualisation

Data visualization (DV) can be defined as the process of using computer-
based information systems to put business performance into a dynamic
and visible form that is readily understood by users. It is concerned with
the use of graphics to show the reams of data for analysis and decision-
making. In its simplest form, data visualization is in the form of bar, line,
or pie charts. Spreadsheets and OLAP tools are examples of products that
moderate data visualization in business.

As the need to understand and analyze information increases, the
need to explore data advances beyond simple graphics. SEM DV has the
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following characteristics that enable analysts to explore complex, multi-
dimensional data in one screen. The functional tools associated with DV
will typically include:

e filter tools for separating critical data from the mass of available data;

e  view tools used to visualize filtered data;

e item tools to provide access to filtered data related to a specific prod-
uct, item or business unit;

e  time tools which enable the user to select relevant time periods for
analysis of filtered data; and

e  projection tools which enable users to view possible future outcomes
based on known data.

Within the SEM approach, the presentation of strategic information
is a core requirement. There is little point in providing data if it is displayed
in a form that is difficult to understand. ERP vendors have already created
screen designs for SEM systems that effectively use ergonomics to marry
form and function. Examples include PeopleSoft’s Executive Dashboard or
SAP’s Management Cockpit which are different terms that describe the
same concept. Information is presented in ways that is most relevant to the
actions that need to be reported and the decisions that need to be made.

The first level of SEM information presentation will lie in data ware-
house functionality. The SAP data warehouse (SAP BW) contains a matrix
style reporting function where figures are arranged in columns and rows.
The second option offered by the SEM BW is to arrange the data in such
a form that the user can read it as a newspaper. This concept is especially
useful if textual, graphical, and tabular information is to be combined.

The maturing of multimedia software is providing authoring, and
editing programs which are making it possible for SEM software vendors
to create more effective visualizations. In the near future there is likely to
be an increased emphasis on data visualization functionality.

5.8 SEM analytic applications

Arthur Andersen LLP Business Consulting (1998) suggest that in order to
be classified as a business intelligence (BI) analytical application, the solu-
tion must meet the following criteria:

e It structures and automates a process that helps improve business
performance by embedding rules, procedures, and techniques with
an accompanying methodology to solve specific business problems.
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e It supports an analytic activity that examines information about the
business and helps to plan for future improvements.

e Itisa primary section rather than a secondary feature of an enter-
prise application.

Each of the SEM BI analytic applications, be they from SAP,
PeopleSoft®, Oracle, Baan or any other of the major vendors, that will sit
on top of existing ERP offerings will normally provide help to managers
in two ways. They will:

1.  structure and automate a group of tasks pertaining to the review and
optimization of business operations (process support); and

2. support the extraction, transformation, and integration of data from
multiple sources, supporting time-based analysis (time-oriented,
integrated data).

SEM BI analytical applications placed on top of ERP systems per-
form functions that change, are ad hoc, involve creativity or are linked
to unexpected or unique events. The SEM BI analytical applications (such
as those for planning, budgeting and forecasting) complement the ERP
systems that are already in place, thereby extending core business
processes. By monitoring and analyzing the latest information, businesses
can detect new trends and thus respond more rapidly to changing busi-
ness conditions. In this new business environment, the strategic use of
information, more than the capture of information, will be the key to
competitive advantage.

Many companies use spreadsheets or custom programs to gather
and organize transactional data from multiple sources, but such
approaches are increasingly unworkable. Spreadsheets are limited in their
ability to handle complexity, and they typically do not possess the kind
of core business intelligence that comes from deep industry knowledge.
Custom programs require significant development and maintenance
resources, and they are difficult to change when business requirements
evolve.

It is fair to say that packaged solutions, like the current SEM BI
offerings, present benefits that spreadsheets and custom solutions cannot
match, and with the ever increasing velocity of business as well as the
growing globalization of competition, the need for accessible, compre-
hensive, and timely business information will continue unabated.
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5.9 Concluding remarks

Few organizations have a homogenous set of source systems. Although
some information will always be input manually, the aim should be to
automate the collection of routine information, some of it from Internet
sources. The challenge is to extract this data from diverse sources, trans-
form it, correct it and load it into the data warehouse with as little human
intervention as possible. Each additional interface will need maintenance
and consequently the analytical applications should be integrated with the
data warehouse, either by selecting the same supplier or by using indus-
try-standard links.

Most organizations are more than just a single business. There may
be many divisions, subsidiaries, locations, products and customers each
of which may require a different level of detail for strategic decision-
making. The detailed information required at the lowest levels should be
compatible with the summarized requirements of higher up the organi-
zation. The need to create a flexible environment for detailed decision-
making has to be balanced against the need for consistency throughout
the group and the need to take decisions that will affect several parts of
the organization at once. An effective data warehouse must be structured
to allow efficient storage of information and simple and quick access. The
diverse range of information needed to support an enterprise requires the
gathering of data from outside of the traditional arena of the finance
and logistics systems.

A data warehouse of itself is not going to significantly improve deci-
sion support within the organization. Instead the real value of the data
warehouse can only be realized when it acts as a reliable and robust data
source for the range of analytical applications from OLAP to data visu-
alization and business intelligence.

The technologies which enable SEM continue to evolve and it is
likely that the next three years will see a growing number of ERP vendors
and niche software firms offering SEM capability. In the long term, com-
petitive advantage from SEM will arise not from the adoption of widely
available software or techniques, but from an organization’s ability to
adopt these technologies and techniques to the unique operating and
decision-making culture of the organization.
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An overview of the types of technologies on offer
from vendors

6.1 Introduction

In the past few years, the focus of business applications has shifted from
transaction processing (getting data in) to the decision support (getting
information out). The goal of this has been to enable managers to manip-
ulate and emphasize the data most relevant to them. At the same time
reporting has moved from traditional hard-copy printed reports to hav-
ing information on screen with the ability to drill down to the underly-
ing data or to share it with other managers using web-type technologies.

Many organizations acquired ERP solutions in the hope of improv-
ing both their decision support and their reporting processes. Although
there has been a great deal of debate and controversy pertaining to the
management reporting capabilities of ERP systems, a large number of
organizations are still investing heavily in ERP systems in the hope of
improving their reporting capabilities. Originally it was thought that a
single, highly-integrated ERP system would meet the information needs
of all the managers in the organization. However, it was soon realized
that this would be too complex to implement and so now many experts
favor a series of integrated subsystems with, in some cases, different ven-
dors offering different functionality. This best of breed strategy is gain-
ing momentum and many ERP vendors themselves are forming strategic
partnerships with the providers of analytical applications to deliver the
best combinations to the end client.

All the indications are that ERP systems by themselves do not lead
to a significant improvement in analysis and reporting capabilities. Most
companies have supplemented their ERP systems with analytic applica-
tions which allow executives to leverage the value of the detailed trans-
action data in the ERP systems. Analytic applications maximize and
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extend the investment that has already been made in an ERP system. As
such they complement the ERP transactional data, by extending the reach
of management right back to the core business processes. By monitoring
and analyzing the latest information, businesses can detect new trends
and respond more rapidly to changing business conditions. Thus it facil-
itates the strategic use of information to configure and monitor the busi-
ness model in search of competitive advantage.

Organizations need to understand the SEM market-place (see Figure
6.1) and think strategically in order to be successful in deploying SEM
technologies. The SEM technologies that are currently available have
four essential characteristics:

1. information capture (the ability to collect data);

2. information storage (the ability to retain data);

3. information manipulation (the ability to process data); and

4. information distribution (the ability to transmit data electronically).

In this chapter we explore the different offerings available under
these four categories of SEM functionality. The review of the SEM prod-
ucts on offer is not intended to be a comprehensive benchmark study but
rather is designed to give the reader an insight into the typical offerings
in each sector of the SEM technology marketplace.

6.2 Information capture — ERP and other data capture solutions

SEM analytical applications will need to access a wide variety of data
sources. These will include information from traditional ERP systems as
well as from emerging customer relationship management (CRM) and
e-commerce sources, see Figure 6.2. In recent years there has been a con-
siderable consolidation in many of these markets with the large ERP ven-
dors such as SAP, Oracle and PeopleSoft® extending their functionality
into CRM and e-commerce. As well as developing their own solutions in
each area, ERP vendors are also providing functionality through inte-
gration with best of breed products in each area.

6.2.1 Internal rusting legacy data sources

Many firms still have a large number of legacy systems that support day-
to-day operations. These will typically be written in older languages such
as Cobol, or in third generation environments such as RPG, PL1, etc. In
addition firms may have applications developed in early fourth genera-
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tion SQL database environments using tools such as Focus, Informix, etc.
Over time these applications may be replaced by ERP solutions but in the
interim the firm will have to develop extraction and integration processes
to ensure that the valuable data contained in these systems is not lost. The
single biggest challenge which firms face in extracting data from these
applications is often the poor quality of the systems documentation.

Figure 6.2: The range of data sources

Internal rusting Internal ERP ERP-based Web-based
legacy data sources data sources e-commerce e-commerce data
platforms data sources
sources
Finance SAP MySAP CommerceOne
HR Oracle Oracle Ariba
MRP PeopleSoft PeopleSoft Infobank
POS JD Edwards i2
Marketing Baan
IFS
Mapics
CRM data sources Industry vertical Commercial
hubs data sources e-commerce hubs

MySAP Industry vertical ChenDex

Siebel hubs, e.g. PaperExh

Oracle GM/Ford

PeopleSoft US Grocery
Vantive

6.2.2 Internal ERP data sources

Over the past two years, these markets have matured to a point where
most major vendors have been able to deliver standard functionality
across all the major vertical industry markets and integrated coverage of
all major functional areas. Among the most important attributes of ERP
data capture systems are their ability to:
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e automate and integrate with the majority of an organization’s busi-
ness processes;

e  share common data and practices across the entire enterprise;

e produce and access information in a real-time environment;

e  have multi-country, multilingual, and multi-currency capabilities
that conforms to diverse legal and fiscal standards;

e  support the major database formats, either by internal architecture,
or by using Open DataBase Connectivity (ODBC);

e interface easily with third party products;

e  support ‘componentized’ architecture;

e  support a variety of user interfaces;

e support external business flows, from suppliers and to customers in
the ‘global supply chain’; and

e support Internet and Intranet-based activities including business to
business (B2B), business to consumer (B2C) and business to
employee (B2E).

Four main firms currently dominate the marketplace for ERP solu-
tions. Their standings are summarized in Table 6.1.

Table 6.1: The main firms in the ERP marketplace.

SAP Number one vendor of standard business application software
Industry-based solution sets
Dominates industries such as CPG, manufacturing, and chemicals
Strong commitment to R&D (16 per cent of annual revenue)
Expansion with functional, industry and geographic initiatives

PeopleSoft® Strong HRM/payroll and finance functionality as well as CRM
Highest client satisfaction rating among ERP vendors
Excellent presence/reputation in services and insurance industries
New customers represent majority of new licensees fees

Oracle Strong and mature database management system and tools
Best of breed strategy in past
Positioning towards Internet and CRM space

JD Edwards Strong finance and distribution systems
Consumer packaged goods (CPG) industry strength
Strong middle market presence new client/server product
Well positioned in ‘new battleground’

© PricewaterhouseCoopers.
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6.2.3 ERP-based e-commerce platforms

The top ERP vendors have devoted large amounts of resources to pro-
viding e-commerce and CRM functionality as part of their product offer-
ings. In the e-commerce space, Oracle has made significant inroads and
claims to have captured a substantial portion of the Fortune 100 firms as
clients. The smaller second tier ERP vendors such as IFS, Mapics, Baan
and others are at the moment offering limited e-commerce capability
based mainly around e-procurement/e-fulfillment. At the core of the ERP
based e-commerce platforms is a move to Web-based portals for inter-
facing with suppliers, employees and customers.

6.2.4 Web-based e-commerce data sources

These are specialist software applications developed specifically to pro-
vide e-commerce capability in what are typically B2B environments. The
main software players in this market are listed in Table 6.2. A number of
these vendors have strategic partnerships with established ERP vendors
and over time it is expected that this market space will see significant
rationalization and consolidation as the major ERP vendors, such as SAP
and Oracle, build up their development efforts.

Table 6.2: Sample list of e-commerce solution providers

Ariba Technologies www.ariba.com

Clarus Corp www.claruscorp.com
Commerce One WWW.Commerceone.com
Elcom International www.elcom.com
Infobank www.infobank.co.uk
Intelisys www.intelisys.com
Tradezone www. Tradezone.com
Trilogy.com www.trilogy.com

i2 WWW.i2.com

6.2.5 CRM data sources

Sales force automation, CRM systems and contact management are all
different names that refer to the application of computers and databases
to improving or supporting the process of selling and managing customer
relationships. In recent years a number of software vendors have begun
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offering ‘solutions’ in this market space. Leaders include Siebel Systems
(www.siebel.com), Oracle (www.oracle.com) and SAP. PeopleSoft®
(www.peoplesoft.com/crm) have recently been endorsed by a number of
leading authorities as the leader in the field through its acquisition of
Vantive and its successful Web integration strategy.

6.2.6 Industry vertical hubs as data sources

In a number of industries firms have come together to establish industry
specific e-commerce hubs for trading purposes. These on-line markets or
exchanges are typically owned by a number of firms in the industry, and
suppliers or buyers use the on-line market to execute business transac-
tions. While a firm may not be in a position to be a founder member of
a hub, such as the automotive sector, it may have little choice but to
participate in the on-line market if it wishes to supply to firms in that
industry. In the coming years these industry markets are likely to become
an established source of transaction data for most firms. Table 6.3 gives
examples of these hubs and also independent commercial hubs. In most
cases the hubs in question use one of the established ERP e-commerce
platforms, such as Oracle or MySap.com, or else one of the specialist
Web-based platforms, such as Ariba.

Table 6.3: Examples of industry vertical hubs and commercial hubs

127

Industry E-market
Aerospace and defence Exostar
Auto manufacturing GM/Covisint
Consumer products Transora
Energy/petrochemicals Petrocosm

Energy/petrochemicals

Trade Ranger

High tech eZopen

High tech Ehitex
Pharmaceuticals PharmaExchange
Retail GlobalNetXchange
Retail WWRE

Telecommunications

Telco Exchange

Utilities

Pantellos
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6.2.7 Commercial e-commerce bubs as data sources

These are hubs which are generally independent of any particular indus-
try player. The hub operates using either an exchange or auction model
and charges fees per transaction or on a percentage basis. As with the
industry vertical hubs the commercial hub is normally based on an estab-
lished ERP e-commerce or one of the specialist Web-based platforms.

6.3 Information storage — data warehousing

The market for data warehousing software is expected to grow dramat-
ically in the next three years. The Data Warehousing Institute predicts an
average increase of 43 per cent each year to 2003.

6.3.1 Specialist data warebousing vendors

As with the ERP market, a small number of vendors account for a sig-
nificant portion of the total market. In addition, the established vendors
are under pressure from the ERP providers who are including so called
warehousing solutions as part of their product offerings. Table 6.4 sum-
marizes some of the vendors who provide software in the data ware-
housing area.

6.3.2 Data warehousing offerings from ERP vendors

While Oracle has a long track record in providing database solutions,
both PeopleSoft® and SAP were rather late entrants to the data ware-
housing market. As a database firm of over twenty years standing Oracle
has a large installed base of users. Its data warehousing technology is built
on a solid relational database management system track record and the
firm’s offerings are very popular with software developers. In addition the
large installed base makes integration with other platforms easier and
there is a significant (if expensive) supply of expertise available. Oracle
has had a reputation for explicitly supporting a best of breed approach
to SEM, and its SEM architecture illustrates this by showing a large num-
ber of non-Oracle components.



Table 6.4: Data warehousing software vendors

SEM products

Solution Area Product Vendor
Report and query BrioQuery Brio Technology
Impromptu Cognos
Business Objects Business Objects
Crystal Reports Seagate Software
OLAP/MD analysis DSS Agent/Server Microstrategy
DecisionSuite Information Advantage
Esshase Hyperion Solutions
Express Server Oracle
PowerPlay Cognos
Brio Enterprise Brio Technology
Business Objects Business Objects
Data mining Discovery Server Pilot Software

Intelligent Miner IBM
Darwin Oracle
SAS System SAS Institute
Data modeling ER/Win Computer Associates

Data ETL Data Propagator IBM
InfoPump Platinum Technology
Integrity Data Re-Eng Vality Technology
Warehouse Manager Prism Solutions
PowerMart Informatica
Databases for data DB2 IBM
warehousing Oracle Server Oracle
MS SQL Server Microsoft
Redbrick Warehouse Red Brick Corp.
Teradata DBS NCR
Information catalog DataGuide IBM

HP Intelligent Warehouse: Guide

Directory Manager

Hewlett-Packard
Prism Solutions
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The technical basis for SAP SEM is the SAP Business Information
Warehouse (SAP BW). The SAP BW stores the metadata and application
data for all SAP SEM components and provides the mechanisms for read
and write access, and data collection. An important characteristic of SAP
SEM is the integration of the metadata and application data of all SAP
SEM components in a unified database. All components read their work-
ing data from there and also write the resulting data there. Under the SAP
approach the structured data, for example from the ERP system, contin-
ues to form an important part of the information supply for the strategic
management process. SAP emphasizes the point that the extraction of
data from its R/3 and R/4 ERP software is particularly easy with SAP BW.
In the case of R/3 it has well-developed extractors for all R/3 components.
While there is a clear single vendor tone to the SAP BW offering, the firm
does point out that it is much simpler to set up comprehensive data trans-
fer between an installed R/3 system and SAP SEM than between a third-
party system and SAP SEM. To collect data from third-party systems, it
recommends the use of third-party tools or the development and appli-
cation of a firm’s own programs to handle the SAP BW interface.

The PeopleSoft Enterprise Warehouse™ is the single point of refer-
ence for the entire Enterprise Performance Management solution. It func-
tions as the central data repository, collecting data from an organization’s
ERP and non-ERP systems, storing analytic application-enhanced data,
and feeding the balanced scorecard and Workbench reporting templates.
PeopleSoft® chose Informatica’s PowerMart as their tool to perform the
extracting, transformation and loading of data into their Enterprise
Warehouse (EW). As such PeopleSoft® has an Extract Transform and
Load tool that has the capability to extract data from the data store of
all major source systems (i.e. Oracle, DB2, Sybase, Flat File, etc.) includ-
ing DB2/390. As part of its data warehousing offering PeopleSoft® has
also included interfaces to Crystal Reports, Hyperion Essbase™, Cognos
Powerplay™ and others. In keeping with the best of breed approach it
appears more willing than SAP to facilitate a pluralistic approach to data
warehousing. In its acquisition of CRM software Vantive, PeopleSoft
also increased its data warehousing expertise and this is reflected in very
positive reviews from data warehousing experts such as Bill Inmon the so-
called father of data warehousing.
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6.3.3 Hyperion Essbase™ — a favorite with finance professionals

Established in 1981, Hyperion Software is the world’s leading provider
of financially-related analytic applications. The company’s focus is on
designing financial software applications that allow finance profession-
als to access and distribute information, and measure and analyze the per-
formance of the business. The company has a long track record in
multi-source consolidation and management reporting, and it has devel-
oped core expertise in allowing large, multinational companies to main-
tain a single global view of financial information across multiple sites.
Hyperion Essbase™ is the leading OLAP technology which underpins the
Hyperion analytical applications. As a data warehousing tool it has been
optimized for enterprise management reporting, analysis and planning
applications. In particular, Hyperion Essbase™ supports multi-user
read/write access, large-scale data capacity, robust analytical calculations,
and sophisticated OLAP queries. It is particularly popular with finance
professionals who have adopted it for use in many planning and budg-
eting applications.

The list of firms that have adopted Essbase as a data warehouse to
support their management planning and control activities to date is very
impressive and it is likely that Hyperion will continue to attract a loyal fol-
lowing in the SEM market space. Firms that have used Essbase to date
include FedEx, John Deere, and Sprint. Essbase is particularly popular in
a best of breed setting as outlined in Figure 6.3. Under this approach a
finance function will often choose Essbase over established vendors such
as Oracle because of its unique finance analysis and reporting functional-
ity.

Any decision on a data warehouse to support the SEM architecture
needs to be supported by an extensive review of the market offerings. In
particular it should include an assessment of the different vendor’s offer-
ings under the headings of:

e data acquisition;

e  primary storage;

e  analytical applications;
e  data delivery; and

e  metadata management.
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6.4 Information manipulation — analytical applications

In this section the functionality of some of the analytical applications
available in the SEM market is explored. Once again it must be stressed
that the specific examples used are designed to illustrate generic capabil-
ity rather than as an endorsement of a particular vendor.

6.4.1 Activity-based management

The specialist ABC/M software market has developed steadily over the
past decade. Software packages fall into three groups:

1. Software developed by the major consulting firms such as Deloitte,
KPMG, and PricewaterhouseCoopers (PwC), which is promoted by
them to support their consulting efforts.

2. Software developed by independent software houses, such as
Armstrong Laing whose product is Hyper ABC, Lawson Software
whose product is Lawson Insight, Sapling Corp. whose product is
NetProphet, and ABC Technologies whose product is Oros ABC
plus.

3. Constituent modules of enterprise resource software packages, such
as SAP or Baan Triton.

Oros® from ABCTECH brings together a significant amount of
ABC/M functionality in a single product. The Oros® suite includes:

e Oros® Analytics for Planning — scenario analysis.

e Oros® Analytics for Profit — profitability analysis by product, serv-
ice, customer, region, channel, etc.

e Oros® Analytics for Cost Management — determine the costs of
products, services, activities or business processes.

e Oros® Scorecard — balanced scorecard.
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Table 6.5: Sample of ABC solution vendors

Vendor Product

ABC Technologies Oros®

Armstrong Laing MetifyABC

Decimal Lead Technology ABM Tools
Technologies, Inc CMS

ICMS Value Stream Manager
Interactive Process Management Activity Analyzer
Mevatec FastTrack ABM

Sapling Net Prophet

Oracle Activa

Prodacapo Prodacapo ABC/ABM Manager

The ABC/M capability is delivered mainly through the analytics for

profit and the analytics for cost management. At the heart of the prod-
uct is a modeling tool which allows organizations to create detailed mod-
els of their value chain or any individual process. The product comes with
a large number of pre-set input templates and wizards, which help in doc-
umenting the firm’s processes and activities. The Oros® suite provides
rich functionality including:

process-driven import wizards that facilitate rapid exchange and
merging of data formats;

bi-directional integration with ERP systems and ODBC-compliant
databases;

large account and account hierarchy capacity;

user-defined periods;

flow cost information using a variety of drivers including basic,
weighted, calculated and multidimensional drivers;

‘point and click’ cost assignment creation;

multi-model consolidation capabilities;

scenario planning and analysis with bi-directional connection with
Microsoft Excel;

direct integration with SAP SEM Business Planning and Simulation
and SAP R/3 Costing Information through Oros®;

step-by-step, multidimensional profitability analysis capabilities;
on-screen variance analysis to quickly identify key areas of interest;
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o  powerful ‘what-if’ scenario analysis;

e account trending and forecasting;

e  data filtering/selection criteria for reporting;

e standard and multi-model reporting;

e report publishing in .html format; and

e  pinpoint analysis of data through the automated creation of OLAP
databases including connections with: Cognos PowerPlay™, SAS
CFO Vision™ and Hyperion Essbase™.

6.4.2 Consolidation

When important financial reporting information resides in multiple gen-
eral ledgers, systems, and spreadsheets, consolidating information from
these different sources can be inefficient and time consuming. In situa-
tions where the consolidation process is not automated, information must
be manually keyed in from printed reports, a tedious and error-prone
approach. In the absence of a streamlined consolidation process, finance
professionals end up spending large amounts of time scrubbing large
data sets in an attempt to deliver accurate monthly and quarterly reports.

An analysis of the time spent on key consolidation tasks shows that
much consolidation function time is still spent on low value-added activ-
ities, such as re-keying data, chasing late and incorrect business unit
returns and reconciling data.

Table 6.6: Types of consolidation tools

Category Tools

Specialized systems Commander FDC, Hyperion Micro-Control,
Hyperion Enterprise

ERP package/GL Coda, GEAC, JDA, Lawson, Oracle, PeopleSoft®,
Platinum, SAP®, QSP

OLAP Essbase, TMI, Timeline

A recent PwC survey of global consolidation practices shows that
the introduction of enterprise-wide global charts of account has not
resulted in a wide use of ERP/general ledger systems for consolidation.
PwC found that only 19 per cent of those who are implementing global
charts of account are using an ERP system, such as SAP, or general ledger
package to consolidate. In many cases firms have reported that many of
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the ERP/general ledger packages do not yet have sufficient levels of func-
tionality. The same survey reported that 43 per cent of firms were using
specialized systems, 12 per cent were using spreadsheets and a further 21
per cent were using in-house customized solutions.

6.4.3 Planning and budgeting

Companies engage in planning and budgeting to establish corporate-
wide commitment to a plan and provide a standard to evaluate progress
against that plan. Unfortunately, for most organizations, the budgeting
process tends to be enormously expensive and time-consuming, often
commanding several months and numerous iterations. Companies are
finding that their conventional budgeting approaches have failed to keep
pace with the demands of the marketplace.

In addition, given the pace of change in the marketplace, unforeseen
events can quickly outdate budgets, and firms must increasingly rely on
shorter-term forecasting to keep them on course for target earnings.
Without a flexible forecasting/planning system, firms risk missing impor-
tant shifts in the competitive dynamic which can damage long-term share-
holder value.

A large number of firms offer planning and budgeting applications
and some of these are listed in Table 6.8.

Table 6.8: Planning and budgeting software

Vendor Product name

ABCTech Oros® Analytics for Planning

Hyperion Pillar

Frango Budget Advisor

Comshare Comshare MPC™

Cognos™ Cognos Finance

Powersim Powersim Integrated Analytics™
Great Plains FRx Forecaster

Prodacapo Prodacapo Business Planning Manager

Hyperion Pillar is the market-leading budgeting application used
by more than 2300 companies worldwide. Hyperion Pillar supports a
range of planning and budgeting tasks ranging from activity-based budg-
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eting and project-based planning, to capital planning, sales forecasting
and compensation planning. Product functionality includes:

e Distributed architecture — Pillar supports both remote and discon-
nected users, and allows large numbers of users to work on their
budgets independently but simultaneously.

o Detailed plan creation — Hyperion Pillar allows line managers to
plan using business drivers such as units, rates and amounts.

e Modeling and analysis — managers can create relationships among
data elements in a plan without building macros or formulas into
spreadsheets.

e Advanced process management — once line managers complete and
submit their individual budgets, financial and consolidation level
managers can automatically view the results in their overall plans.

e Integration with ERP and other data sources — via application pro-
gramming interfaces (APIs) companies can extend the budgeting
functionality of Hyperion Pillar through integration with ERP, and
other third-party applications.

Many organizations use Hyperion Pillar in conjunction with
Hyperion Essbase™ for extended reporting, analysis modeling and plan-
ning.

6.5 Information presentation and distribution

A number of areas can be included under this general heading of infor-
mation presentation and distribution. Very few of the software vendors
offer a single piece of presentation software with most incorporating the
data presentation element in a number of their product modules. For
example, Cognos™ provides information presentation through Cognos
Visualizer™, Impromptu™ and Upfront™. In addition, firms such as
Hyperion are using portal technology to exploit the Web to give users cus-
tomized access to information.

Table 6.9 summarizes some of the products which are available in
this market space. In the future there is likely to be an increased empha-
sis on the presentation and distribution aspects with a general move to
more Web-enabled approaches to publishing and distributing information
to users.
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Table 6.9: Products that support information presentation

Vendor Product

Cognos™ Powerplay™, Visualizer™, Impromptu™, Upfront™
Comshare Comshare FDC™

Frango Frango (Web Reports, Report Books and EIS)

MIS AG MIS Alea

SunSystems SunSystems 5

Hyperion Hyperion Enterprise, Hyperion Performance Management
Great Plains Enterprise reporting, e-enterprise reporter
Prodacapo Balanced Scorecard Manager

ABC Tech Oros® Scorecard

SAP Corporate Performance Monitor

PeopleSoft® Balanced Scorecard

SAP SEM has adopted one of the more innovative approaches to

information presentation with its corporate performance monitoring
module. As part of this SAP offers a decision room technology called the
Management Cockpit™. The Management Cockpit™ software is
included in the SEM package. The software’s features include:

definition of numerous Cockpit scenarios;

management of access authorizations for Cockpit configurations;
structuring of performance indicators on four walls for four per-
spectives;

each wall covering one topic and having an assigned color;
assignment of up to six logical views per wall;

assignment of up to six frames per logical view;

frames visualizing performance indicators using:

tachometer graphics,

—  horizontal bar charts,

four-quadrant matrices,

portfolio graphics,

standard business graphics;

traffic light reporting.
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6.6 Some concluding remarks

It is impossible in a chapter such as this to identify all the products on
offer. Each month new products appear and existing firms, such as
Hyperion, are continually adding new functionality. In addition firms
are exploiting strategic partnerships to provide a best of breed approach
which allows firms to ‘clip together’ a range of software applications
which best meet their needs. A number of independent research firms,
such as Gartner, AMR, Forrester, etc., provide research reports on many
of the software applications discussed in this chapter. It is worthwhile
maintaining a watching brief on these research reports. The most useful
insights, however, will often come from discussions with finance profes-
sionals in other organizations who are using the product in question. It
is important therefore that accountants develop and contribute to a wide
professional network of contacts that can share these valuable insights.
In this regard attending short presentations and conferences can provide
the tips and tricks, which are very often a critical success factor in mak-
ing the right software choices.
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SEM as a process and a management
competency

7.1 Introduction

In the past bad information has undoubtedly led to bad decisions. In
particular executives have had to rely on ‘gut feel” and intuition when
they would have preferred to have access to more objective information.
In particular executives have in the past complained about ‘black-holes’
in the information they are provided with for decision-making purposes.
As a result, management needs to take ‘blind’ decisions for significant
parts of the working cycle, due to lack of information. Over time deci-
sions can become arbitrary.

In many firms executives currently pose large numbers of questions
that cannot be effectively answered due to information limitations in the
current environment. Unless there is a dramatic improvement in the deci-
sion support offered by the finance function, the gap between the infor-
mation and analysis available versus that which is required will continue
to grow.

CFO challenges identified by PwC in its look at the finance function
in the 21st century include:

e  too much reporting and not enough analysis;

e manually intense process;

e data is not available;

e data is not standardized;

e  existing systems are not user-friendly;

e lack of data integration and integrity;

e unstable technical environment;

e  existing tools cannot handle dynamic environment; and
o  Excel and calculators are the standard.
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1.2 New finance skills and systems

Finance staff often see themselves as possessing certain core skills from
which they derive business value. These include high intellect, technical
excellence, and prompt delivery. In addition, they often claim to be under-
valued by the business. On the other hand business managers complain
that finance staff are:

e  unresponsive;

e do not understand the business;

e  speak jargon when asked for clear insights;
e  obsessed with bureaucratic processes; and
e produce the same data month in/out.

A recent benchmarking survey by KPMG found that:

e 87 per cent of CEOs believe finance must become a business part-
ner or leader in the next three to five years;

e only 56 per cent think finance is already a business partner, and are
they really?

e only 42 per cent of the participants have defined the vision or mis-
sion of the role of finance;

e only 32 per cent of participants are re-engineering finance processes;
and

e only 30 per cent of finance organizations use performance metrics
to measure performance of finance processes.

Many of the difficulties associated with the finance function arise
from the focus on traditional transaction processing which occupies most
accountants on a day-to-day basis (see Figure 7.1). As a result of this
internal process focus they often lose sight of the need for them to become
business partners in the creation of shareholder value.

To be really effective at dealing with strategic business issues, two
things are required: a thorough understanding of the business, and finan-
cial awareness. There is a clear need for the finance function to move
away from its old structures and to instead organize along the value
chain. This involves moving away from the traditional focus on internal
controls/transaction process and towards a new finance culture.
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Figure 7.1: The internal business focus of finance professionals

| Management information systems

| Investor relations

| Treasury

| Cost and inventory accounting
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| Internal audit
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7.2.1 Strategic orientation

If finance staff are to develop a true SEM capability, they need to take a
more constructive role as part of the management team in the operation
of the business and become more closely involved in decision-making. In
practice this means:

Proactively suggest options in business decision-making rather than
merely evaluating strategic investment decisions. Understanding the
behavior of costs with respect to changing volumes and market con-
ditions including which activities, products and customers are
adding value and which are not.

Evaluating the firms and SBU performance and review its strategies
on a continuous basis, helping communicate strategic objectives to
employees in a manner which allows them to operationalize strat-
egy. Using their analytical skills to unlock the value in customer and
cost information in evaluating proposals.

Monitor the progress towards strategic goals through performance
tracking measures.
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e  Fine tune and re-configure the business model in the face of compe-
tition and help build a culture of value creation in the organization.

e  Evaluate new initiatives to achieve profitable growth.

e  Move to a system of allocation of resources on the basis of value cre-
ation.

7.2.2 Effective performance measurement and reporting

Openly available information can be a powerful driver of improved cor-
porate and business unit performance. In the past ERP systems have failed
to meet managers’ information needs. As a result there was often a pro-
liferation of spreadsheets or manually driven personal systems to gather
information and report. As a result, in a significant number of organiza-
tions, essential management information is created and locked away in
spreadsheets. Spreadsheets are useful general purpose tools but in many
cases they should be replaced by SEM solutions, which are easier to main-
tain and which provide the features needed as standard. The information
in spreadsheets may also be inconsistent, inaccessible to those who need
the information, and manually updated and prone to error. Effective SEM
performance measurement and reporting is characterized by:

e  Providing executives and management with the cost information
needed to assess profitability across the dimensions of product, cus-
tomers and channels.

e  Performance parameters that reflect business and strategy and the
core processes that underlie it.

¢  Continuous communication of financial information to management
where information and advice flows in a continuous feedback loop.

e  Presentation of information is driven by user requirements using
media which supports flexing and modeling when appropriate.

o  Decentralized access to performance information and results.

e Insightful commentary provided with or prior to results and not
after them.

e  Linking performance measures to the fundamental drivers of value
and in turn linking compensation to shareholder value.

Balance is required to ensure that the full picture is obtained while
avoiding poorly defined measures. Finance staff need to ensure that the
measures are defined using several perspectives: financial and non-finan-
cial, predictive and historical, external and internal.
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7.2.3 Systems and data management

A key concept underpinning SEM is the existence of a single underlying
data source that can be used for each of the analytical applications. The
reality of most organizations is a multitude of different operational sys-
tems. Although some information will always be input manually, the aim
should be to automate the collection of routine information. The chal-
lenge is to extract this data from diverse sources, transform it, correct it and
load it into the data warehouse with as little manual intervention as pos-
sible. The characteristics of effective SEM systems and data management
include:

Fully automated data delivery to the analytical applications with sys-
tematic front-end-data validation based on a single data-flow for clos-
ing and reporting.

Data suppliers should be responsible for data accuracy with procedures
fully documented and understood. Ideally detailed transaction data
for costing purposes should also be accessible. Coding schemes should
capture costs in a way that makes them directly attributed to activities
and cost object.

Integrate and store information within a central repository to syn-
chronize management reporting across multiple dimensions.

External and non-financial data that provides the balanced view of
performance are often not available in the same format as internal
financial information. Until the interface between these data sources
can be improved it may be necessary to use sample data.
Capture/consolidate link data from multiple sources by developing a
repeatable, end-to-end, process for transforming data into information.
There should be a detailed underlying IS/IT strategy which includes a
specific plan for the integration of SEM with core systems. As such SEM
will require an appropriate and efficient IT infrastructure. Only then
can information be drawn from a variety of source systems and be con-
sistent.

The interfaces to the analytical applications need to be designed in a
way which allows them to be changed quickly by users. If these changes
cannot be done easily, staff are likely to slip back into the habit of
using shadow spreadsheet-based systems.

The detailed information required at the lowest levels should be com-
patible with the summarized requirements higher up the organization.
Extend existing legacy, ERP and data warehouse solutions and reduce
paper-based reporting, deploying more quickly and cost effectively
with Web-enabled tools.
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7.2.4 Business awareness and commercial acumen

In the past finance staff have paid too much attention to external report-
ing requirements and have exhibited low levels of operational/business
awareness. In addition many have only a very elementary understanding
of the value creation process and limited appreciation of the important
role played by intangible assets and knowledge-based resources. To effec-
tively deploy SEM systems, finance staff need to learn to manage infor-
mation and decision support processes more effectively, so that executives
can obtain reliable information and engage in more efficient scenario
assessment. This involves more forward looking systems which incorpo-
rate value-based decision-making approaches. In addition, however,
finance professionals must themselves change and in particular they need
to have:

e  Excellent analytical skills using not just financial analysis, but cus-
tomer/market analysis, statistical and in some cases more sophisti-
cated modeling techniques including simulation.

e  Use of multi-disciplinary team approach to inform key decision-
making (e.g. investment, marketing), including the ability to inte-
grate inputs from diverse experts.

e  Strong commercial acumen characterized by strong product, process
and market knowledge.

e  Effective interpersonal skills which allow them to adopt a more con-
sultative approach.

e A strong coaching ability which helps managers to be more focused
on adding value.

e A forward looking perspective where they appreciate value rather
than cost.

e  An openness to the sharing of best practice and a willingness to
partner with the business managers.

1.3 The SEM implementation process

There is overwhelming anecdotal and scientific evidence to suggest that
firms have struggled to improve their SEM systems. While the promo-
tional material for systems vendors abounds with case studies of suc-
cessful projects the landscape is littered with projects that have failed to
meet expectations.

The successful implementation of a SEM system in a large organi-
zation requires a well-designed and executed implementation process. In
particular it requires a process which is sympathetic to the unique needs
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Figure 7.2: A new culture for the finance function
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markets

of the organization, but which fully leverages the power of the best prac-
tice processes which are implicit in SEM. While no two implementations
will be the same, a number of well-defined phases or steps in the process
can be identified. In this section we explore the nature of the implemen-
tation process and provide an insight into the work to be carried out dur-
ing each phase and the expected deliverables. Completing the activities in
the proposed approach will help the company develop its SEM vision.

Before embarking on an expensive and time-consuming process,
organizations need to clearly understand the effort involved in migrating
to an SEM approach. In particular it is important that the senior execu-
tives in the firm are aware of the scope and size of the project and the
associated risks.

Numerous surveys of the finance function have shown that the sig-
nificant benefits which ERP systems are capable of achieving are not cur-
rently being achieved in practice. Making major changes to something as
large and complicated as the analysis and reporting systems of an organi-
zation is not something that can be achieved in a short timeframe. A SEM
project tries to leverage the company’s existing ERP systems, investment
and capabilities to significantly increase the effectiveness of the firm’s
strategic management processes. As such the SEM project puts in place the
on-going processes which will deliver the continuous insights and there-
fore enable executives to increase shareholder value for the company.
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The SEM implementation approach should be highly interactive
with continuous finance staff involvement ensuring skill transfer and
development of new SEM ‘champions’. It should promote the use of
benchmarking and ‘best practices’ concepts to facilitate continuous
change within the finance organization, and challenge the organization
to look at finance as a value creation process rather than as an expense.

The purpose of the framework is to support the development of a
realistic agenda for exploiting the opportunities offered by SEM tech-
nologies in a way which will create the most value for the enterprise and
its shareholders.

The framework is designed to enable finance professionals to pro-
vide a rapid assessment of how effectively the organization is applying its
current SEM capability. The overall aim is to maximize the level of busi-
ness value derived from the SEM system.

The framework has six phases. Within each phase are a number of
tasks. A variety of inputs will be involved to achieve several deliverables
for each of the phases. These inputs include senior management inter-
views, surveys, process walkthroughs and technology reviews.

7.3.1 Phase 1: Creating and discovering — identifying the SEM
opportunities

The primary aim of this phase is to confirm the organization’s current
SEM systems and processes and its overall level of SEM capability. This
phase involves a high level review of processes and systems to identify key
opportunity areas and material gaps between the requirements of man-
agement and the supporting SEM environment. This will determine the
focus for efforts in later phases when more detailed assessments will be
carried out. The intention is that this phase will be relatively brief (one
to four weeks, depending on the size of the organization). Phase 1 will
involve some or all of the following tasks:

e  preliminary review of SEM processes and systems, including detailed
SEM process decomposition;

e assess SEM alignment with executive committee requirements;

e  review the organization’s ERP/ IT infrastructure;

e review use and effectiveness of available SEM functionality;

e review SEM capability and compare to benchmarks;

e conduct workshops and focus groups to identify opportunities for
improvement;
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e  compare results to identify performance gaps, issues and opportuni-

ties;

e  consolidate issues and perform root cause analysis where required;
and

e identify improvement opportunities and remedies for any gaps or
issues.

An important purpose of this phase is to gauge the current position
of the enterprise relative to benchmarks and best practices. The organi-
zation’s SEM approach is evaluated at the detailed process level. The
intention of this phase is to highlight areas where the current performance
is particularly weak at an early stage in the SEM project. This will enable
efforts to be focused on weaker areas where the potential improvements
and returns are greatest. A significant effort will normally be devoted to
the identification of performance and capability improvements that may
be made in the technical infrastructure. However, in reviewing the per-
formance of the organization, four areas will normally be assessed; sys-
tems, processes, people and climate for change.

Figure 7.3: Change management in the SEM environment

Definethe  Assess and prioitze\ Eypiore technical \ . |GtV te N Detectingthe -\ implement the
finance vision runiti architecture options '®AUred analytical ) implementation ) “opportunities
opportunites applications path

Change management activities

7.3.2 Phase 2: Sharing and learning — prioritize opportunities

The prioritizing of opportunities will involve an examination of the issues
and gaps highlighted by the first phase. Process, technological and peo-
ple issues are considered. Improvement opportunities are identified.
Recommendations and solutions are proposed, considered and grouped
together into viable projects. The associated risks and implementation
barriers are assessed and the solutions are validated with the client.
Preliminary cost benefit analyses are carried out where appropriate and
the strategic and tactical importance of projects is assessed.

Several deliverables are created in this phase. Improvement
opportunities are quantified in terms of cost and estimated return and a
list of general and specific recommendations and benefits is produced. A
business case is developed for high priority projects. The impact of the
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expected improvements and strategic and tactical importance of each
project is normally considered. The main work product from this final
phase is the refined list of potential projects, for which initial approval
can be obtained. In addition outputs might include:

e  Build detailed business cases for high probability projects.

e  Develop specific recommendations or identify appropriate solutions.

e  Group recommendations/solutions and build appropriate projects.

e  Validate solutions, assess risks and implementation barriers with
firm input.

e  Refine proposed project solutions.

e Prioritize projects for detailed business case development and imple-
mentation planning.

At the end of this stage an implementation plan and schedule should
be developed for the SEM project and an overall integrated change plan
for a portfolio of viable projects developed.

7.3.3 Phase 3: Determine the technical architecture

The technical architecture of SEM is well established even at this early
stage in its development. As Figure 7.4 illustrates, the core issue is one of
deploying a data warehouse and its associated analytical applications.

Throughout the history of systems development, the primary
emphasis had been given to the operational systems and the data they
process. It is not practical to keep data in the operational systems indef-
initely. The fundamental requirements of the operational and analysis
systems are different: the operational systems need performance, whereas
the analysis systems need flexibility and broad scope. Despite all the
changes in the platforms, architectures, tools, and technologies, a
remarkably large number of business applications continue to run in the
mainframe environment. By some estimates, more than 70 per cent of
business data for large corporations still resides in the mainframe envi-
ronment.

The single biggest challenge in an SEM project is the complexity of
the data sources. The firm cannot just buy in an underlying data ware-
house; it has to build one, because each warehouse has a unique archi-
tecture and a set of requirements that spring from the individual needs of
the organization. The organization needs to address a wide range of ques-
tions in building it. In particular it needs to pay as much attention to the
structure, definitions, and flow of data as they do to choosing software.
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It is important to be aware of the constantly changing needs of their
company’s business and the capabilities of the available and emerging
technology. Also, there are difficulties in choosing the right products.

Similarly, the underlying data warehouse architecture is expensive to
build. One reason data warehouses are so expensive is that data must be
moved or copied from existing databases, sometimes manually, and data
needs to be translated into a common format. Anecdotal evidence suggests
that a lot of data warehousing software still lacks easy to deploy or other
standards that shuttle data smoothly through the entire warehouse
process.

Data warehousing systems are most successful when data can be com-
bined from more than one operational system. The primary reason for
combining data from multiple source applications is the ability to cross-ref-
erence data from these applications. Nearly all data in a typical data ware-
house is built around the time dimension. The data warehouse system can
serve not only as an effective platform to merge data from multiple current
applications; but can also integrate multiple versions of the same applica-
tion.

Before embarking on ambitious and technically demanding projects
like data warehouses, it is essential to have an architectural framework.
This is a vision of how information systems will be built and deployed in
the organization. In particular it should set out the following;:

e how to integrate the different systems both internally and externally;

e how much of the existing ERP vendor SEM functionality to use;

e how much Web-based technology should be used;

e  how to optimize database/data warehousing capabilities;

e how can integrated, consistent data that can be reconciled to the
‘official’ financial records be produced;

e  how and when should rusting legacy systems be replaced;

e  how many new technologies can the firm manage.

In addition the following detailed technical issues need to be
considered:

e  source data extraction;

e  data transformation;

transfer of data to data warehouse;

metadata capture;

data access; and

data warehouse development process support.



The learning is in the doing

To support efficient, broad deployment across the enterprise, an
SEM architecture should endeavor to be fully Web-enabled. This means
that users — whether finance staff, business managers, or executives —
should be able to access the system and the appropriate functions through
a Web browser. In an ideal setting, it should be possible for any user to
be free from both location and machine when using the system. They
should be able to use any machine, from any location, providing it has a
suitable Web browser and there is a suitable connection to the system. In
a Web-enabled SEM environment, the Web interface should allow setting
up a complete SEM portal where users can access and easily integrate
information from virtually any source or Web site.

7.3.4 Phase 4: ldentify the required SEM analytical tools

During the past decade, the sharply increasing popularity of the personal
computer on business desktops has introduced many new options and
compelling opportunities for business analysis. The gap between the IS
specialists and end user has started to close as finance professionals now
have at their fingertips many of the tools required to gain proficiency in
the use of spreadsheets for analysis and graphic representation. Advanced
users will frequently use desktop database programs that allow them to
store and work with the information extracted from the legacy sources.
Many desktop reporting and analysis tools are increasingly targeted
towards end users and have gained considerable popularity on the desk-
top.

The Gartner Group predicts that in the future SEM application soft-
ware implementations will concentrate on extending the standard ERP
modules with specialized applications designed to address more specific
business problems. In many cases, companies have only implemented a
bare bones version of the standard ERP modules, and need to exploit the
specialized features of the products to truly improve their business per-
formance. The ERP vendors are going to face increasing demand from
their installed base to provide the specialized functionality they have
promised. As a result therefore, organizations will need to evaluate SEM
analytical application software from vendors that have specialized in a
particular vertical industry segment or in a multi-industry business func-
tion to date.

Until recently, full blown SEM software applications were not avail-
able. Organizations have had to rely on either linking together multiple,
discreet applications for planning, reporting, and analysis, or have had to
build unsophisticated applications themselves. This build option typi-
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cally involves using a generic OLAP tool with a spreadsheet program.
This requires extensive effort in building and maintaining not only a
financially intelligent model, but also the various end user functions
required by each part of the SEM process, such as data extraction, sce-
nario planning, and end user ad hoc analysis capabilities.

The following are some characteristics generally associated with

effective SEM analytical tools:

These systems have data in descriptive standard business terms,
rather than in cryptic computer fields names. Data names and data
structures in these systems are designed for use by non-technical
users.

The data is generally pre-processed with the application of stan-
dard business rules such as how to allocate revenue to products,
business units, and markets.

Consolidated views of the data, such as product, customer, and mar-
ket, are available.

Although these systems will at times have the ability to drill down
to the detail data, rarely are they able to access all the detail data at
the same time.

These systems enable more robust, statistically sound and sophisti-
cated analysis including ‘what if’, cause and effect, scenario model-
ing, sensitivity analysis, and multidimensional modeling.

While organizations may not want to simultaneously embrace

ABC/M, balanced scorecard and SVM in a single leap it is important to
have a long-term roadmap for the type of analysis required. In particu-
lar finance professionals need to consider the following:

Should the firm go for common global analytical applications across
the organization?

Should it insist on standardized processes and data definitions across
SBUs?

How can it enable sharing of best practices and experience across
the different locations with respect to analytical tools?

How will the analytical applications be incorporated into the com-
pany’s existing technical environment?

How can SEM applications improve productivity, increase analysis
and provide more robust information?

How should the decision support applications be deployed?

Who should have access to the decision support applications?
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Table 7.1 provides a list of the capabilities which SEM analytical
applications should encompass.

Table 7.1: SEM analytical application capabilities

Integrated analysis and data access. An SEM analytical application should provide
decision support, consolidation, and management reporting and analysis in a single, ‘closed-
loop” application. Users should be able to swap from one process to the other without
having to change environments or move data.

Common data. Using a common data model avoids the hassles and risks of moving data or
updating a rule in multiple systems. No effort is required to maintain links and duplicate
changes. No time is lost while those changes/movements are made.

Multidimensionality. It supports unlimited business perspectives, e.g. by organization,
cost center, product, market, or channel; and unlimited members within each dimension.
These dimensions must support multiple hierarchies, such as product and channel, while at
the same time supporting multiple alternative hierarchies.

Support for different measure types. Measures can be both financial and non-financial.

Support for currency reporting. Often there is a need to support multiple currency
perspectives for global planning and reporting. The database must be able to translate
accounts at different rates, detect and calculate exchange gains/losses, and then
consolidate the results into a base currency or currencies. It must also be able to convert
measures at multiple sets of rates and allow the comparison of results to assess the affects
of exchange fluctuations.

Flexible level of detail for business intelligence applications. Different Bl processes
require different levels of detail. For example, strategic plans may occur at a divisional level,
budgets at a departmental level, and actuals are collected by product, customer, etc. Where
the level of detail coincides, it should be possible to compare data directly.

Communication and collaboration. Users should be able to access data on-line without
advance notice, i.e. not as part of a pre-configured report. Users should be able to view and
analyze data across any appropriate dimensions, without limitations, such as by initiative,
product, line of business, etc. They must also be able to rotate and nest dimensions as well
as drill down to lower levels of detail within the model. These drill downs should use the
most current structures. When the lowest level of the business model is reached, drill
downs should be capable of going back to the underlying data source.

Central database employing scalable, mainstream technology. SEM applications
should be built on top of a central database rather than using proprietary file structures that
are common in many of today’s systems.
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7.3.5 Phase 5: Deploying the SEM capability

As Figure 7.5 illustrates deploying full SEM capability involves three key
areas. Firstly, developing the data extraction loading and data reconcili-
ations needed to populate the business/data warehouse. Secondly, imple-
menting the data warehousing architecture and supporting OLAP
software; and finally implementing the SEM analytical applications.

Figure 7.5: Deploying full SEM capability

Phased implementation of key opportunities: Global finance architecture constructed with
end state in mind:
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In deciding which applications to deploy, the prioritization criteria
should highlight those opportunities that provide a high return and that
can be implemented within a reasonable amount of time. In addition, in
implementing the SEM capability the firm must ensure that the phased
implementation of the different elements is part of an overall plan. As
such the SEM deployment should encompass creating building blocks
that achieve the end vision and allow information captured from one
project to be leveraged by other projects. In Figure 7.6, each project
builds on the previous project to achieve synergies.

7.3.6 Phase 6: Go-live and support — implement the opportunities

In this phase the transition from pre-production to a live stable system is
made. It involves the rollout of the new SEM system and is the most dif-
ficult part of the project. This phase runs from day 1 of going live, to a
‘system stable’ long-term support environment. By the end of this phase
the finance staff will have taken ownership of the new system and the sys-
tem is running.
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While the go-live phase effectively means the end of the project, the
real task of leveraging the benefits of the SEM system begins at the go-
live date. In this phase, post go-live activities such as delivering value
added analysis to management begins.

1.4 Change management and SEM

In its broadest sense, change management refers to all the non-technolog-
ical activities that are required during and after the SEM implementation
to achieve the desired business benefits. They include: stakeholder man-
agement; communications; education and training; benefits management
(particularly of the ‘intangible’, non-quantifiable benefits); culture and
organizational change; and resource management (see Figure 7.7 for an
example of a change management framework).

Many of the organizations that failed to realize the full benefits of
their initial investment in ERP exhibit a degree of skepticism about invest-
ing further in enterprise systems. The skepticism is understandable but,
very often failure to capitalize fully on the investment was predictable
given the organizations’ attitudes to people-related impacts of change.

The experience of ERP implementations now shows that the failure
of organizations to capitalize fully on the benefits of ERP was often not
due to weaknesses in the technological solution. Poor change manage-
ment often resulted in longer programs, higher implementation costs and
extended periods of stabilization after go-live, as the ‘people’ issues
ignored during the implementation emerged later.

The management of an SEM implementation in an organization is
intrinsically bound up with change. There is a widespread view that there
is more change and greater pressure for quick change than ever before.
The technology literature abounds with examples of change projects that
have gone wrong, some disastrously so. At the introduction of new tech-
nology in the 1980s, when information technology was coming into its
own, the failure rate of new technology projects was between 40 and 70
per cent. In the case of ERP, there is evidence to suggest that a vast num-
ber of projects fail to deliver the expected benefits.

Failure rates such as these are sobering. In individual cases people
put the blame on personalities or poor workplace relations, if change is
not going well. However, a failure rate of 70 per cent suggests it would
be better to look hard at how well the change business is understood and
how well it is managed. Effective change management lies at the heart of
successful SEM deployment. However, effective change management is
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not easy and demands a substantial organizational commitment and top
management support. It means helping the organization get information
on its current position. It means helping it make sense of what success
means for it and putting this into a new framework. Skilful steering of the
process is required, including knowing how to manage resistance to
change in an appropriate way.

Partners for Change Ltd., a leading consultancy specializing in ERP-

type implementations, has identified a number of issues with respect to
change management in the context of enterprise systems:

Technology led: In many enterprise systems project managers
allowed technology to drive the program. In the case of a substan-
tial number of ERP projects IT management took the lead, especially
where ERP was just a technical solution (to Year 2000 compliance,
for example). End users and their managers were often insufficiently
involved in scoping, planning and running the program.
Unrealistic timescales: Many systems implementations are driven
to very tight deadlines. Where organizations lack the capability to
implement the technology or the changes that go with it, there is
insufficient time to build an effective internal team.

Weak business cases: The bandwagon effect can mean that organi-
zations decide to implement ERP because their competitors are, with-
out looking closely at their own business case. As a result insufficient
attention is paid to managing projects towards the delivery of bene-
fits.

Incomplete strategy: Many companies aim to implement systems
quickly against existing working practices and then start process
improvements that delivered benefits over time. The initial imple-
mentation tends to be faster and less disruptive than attempting to
re-design the process as part of the initial implementation. The ben-
efits are delivered later. While this can be perceived to be a less risky
approach, in practice, many companies fail to establish the process
improvement program that will deliver the benefits, usually for rea-
sons of cost or time pressure.

Management overload: The combination of multiple concurrent
change initiatives can result in ‘overload’ on senior management, as
their number and complexity increase, and managers attempt to
balance competing calls on their attention. Communications often
break down, in turn resulting in poor decision-making, internal con-
flict and confusion.



The learning is in the doing

e Stakeholders: Senior management overload resulting from the mul-
tiplicity of initiatives often also means that the most important
stakeholders are insufficiently involved in scoping and planning the
program. Their full commitment is not engendered, and even when
it is, their attention is often later re-directed to other initiatives.

o Inadequate resources and skills: Multiple change initiatives invari-
ably compete for resources from a finite internal pool. Funding may
not be available to bring in sufficient temporary, external support.
This is often compounded by managers’ reluctance to dedicate full-
time resources from the line to support programs and projects that
are not considered to be ‘real’ work.

Polly Schneider in an article called ‘ERPeople Skills’ in CIO
Magazine identified a number of what she called cultural hot spots which
need to be addressed as part of enterprise systems implementations.

1.5 Key lessons going forward

To date many systems implementations have been treated as technology
projects and not business driven transformations. Approaching the imple-
mentation from an IS perspective often leads to attempts to try to tie
down all of the major requirements at an early stage with large disin-
centives for changing these at a later stage. As a result many firms have
found themselves trapped in a technological straightjacket solution which
ignores the dynamic, evolutionary nature of SEM implementations and
the business environment. If long-term competitive advantage from SEM
systems is to be achieved, it requires the on-going commitment of senior
executives to the project. The failure of senior project sponsors to remain
involved in a project will result in the project team losing sight of the busi-
ness nature of the implementation and allow it to become an IT project.
Project sponsors/champions must not only provide the resources for the
implementation but they must also take an active role in leading change.
In particular, they must create the emotional climate for change and be
proactive in building co-operation among the diverse groups on the
implementation team and throughout the organization.

7.5.1 The right executive sponsor

The importance of having an executive sponsor at the right level of
seniority cannot be over-stated. If the whole company is affected, then it
should be the CFO who sponsors the program. The CFO should be the
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champion at board level. As executive sponsors CFOs need to understand
what influence they have, how to exert it and how to get involved.

7.5.2 Clarify the role of other stakeholders

Other groups outside of the finance function have a legitimate role to play
in the SEM project. This includes IT specialists, strategic planning groups,
functional area data providers and senior business managers, who are not
involved in the day-to-day of SEM, but who are nevertheless affected by it.

7.5.3 Develop an explicit strategy for benefits realization

More, intangible, ‘strategy-related” benefits will need to have a higher
profile in the business cases for SEM implementations, especially those
that relate to improved business learning and direction setting. The busi-
ness case for SEM needs to be driven by those who will be accountable
for implementation and delivery of the benefits. Buy-in from the key
stakeholders in each of the key areas is essential. Having made people
accountable, it is important to get them involved in the program in a
meaningful way so that they can influence it. The consequences of fail-
ing to get this buy-in will result in longer implementations and potential
failure to deliver the benefits. SEM benefits need to be managed in a
careful and systematic way and it is important that the SEM implemen-
tation references the strategic direction of the business to ensure that the
system continually supports the business objectives. Benefits identified
should be measurable and quantifiable so that organizations have a basis
for prioritization. Opportunities for benefit need to be filtered to deter-
mine where the best value can be obtained. As such the organization
needs to adopt a structured approach and ask two basic questions:

1. What is the initial business case and how will we deliver the
expected benefit?

2.  How can we leverage the SEM technology we have to deliver more
benefits?

7.5.4 Look for quick wins

These are benefits that are readily available from the current SEMs capa-
bility, but are not yet realized. Normally these benefits can be achieved
relatively easily with minimal effort. Their value is partly in allowing the
organization to start to re-coup some of the program cost fairly soon
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after the start. More importantly, these gains should help to build credi-
bility in the program and perhaps bolster the case for continued
investment.

7.5.5 Beware the valley of death

It is now recognized that most organizations experience a ‘dip’ in per-
formance immediately after go-live with SEM. Change management
processes during and after roll-out and cutover have a key role to play in
minimizing this ‘dip’ by:

e engendering a smooth ‘go-live’;
e  minimizing the effect on normal reporting operations; and
e achieving rapid stabilization after ‘go-live’.

Figure 7.8 Performance ‘dip” after ‘go-live’ in SEM

Target performance level

Stabilization

7.5.6 Get the right participants

One of the key components of well-managed change is the level of
participation gained through implementation. When there has been inad-
equate participation from the business, the quality of the solution is often
poor. In order to get people to take ownership of the solution it is impor-
tant to get the right people from the business involved from the start. If
they have an input to the design, development and the overall strategy
behind the SEM project, they will be more supportive post ‘go-live’ thus
reducing the dip in productivity. If they are not involved, there may be a
prolonged period of reduced productivity with detrimental effects on the
business reporting.
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7.5.7 Resource management and capability transfer

As part of the program planning process, resource skill requirements
should be defined, current capabilities assessed, gaps identified, and train-
ing provided. Where resource shortages are identified — within the SEM
team — plans will need to be constructed to bridge the gaps. Formal plans
should also be established and managed to transfer key skills from any
external consulting resources to the organization’s own staff.

7.5.8 Other advice

e  View the SEM implementation as a business initiative, not an IS
initiative.

e  Educate and engage senior management about SEM as early as pos-
sible.

e Do not let technical problems dominate the project’s time.

e Avoid political infighting between previously isolated divisions.

e Do not change too much at once

e Do not overwhelm the organization with a system that has more
functionality than it absolutely needs.

e Consider a phased rollout and shoot for short wins to generate
momentum during the project.

There are also some guiding principles for effective team behavior
that extend beyond cultural or physical boundaries, these include mutual
respect for team members’ cultures and working practices; a focus on
solutions rather than problems and no recriminations (‘finger pointing’)
when things go wrong. While a detailed discussion of these issues is
beyond the scope of this chapter it is clear that SEM implementation
requires a wider understanding of change management and cultural issues
than many practitioners have demonstrated to date.



Future directions
and challenges

8.1 Introduction

Organizations are faced with the challenge of continuing to deliver value
to shareholders, while at the same time managing the complex multiple
partner relationships which characterize the emerging e-business driven
value chain. In order to successfully leverage their investment in SEM,
firms must recognize that SEM is an entirely different type of systems
investment. In particular, they need to recognise that the value of SEM is
inherently tied to managers’ ability to use it to design and configure a con-
tinually evolving business model.

Figure 8.1: Strategic management activities
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As the pace of business speeds up, firms are searching for innovative
ways to access information, enter new markets, gain new sources of rev-
enue and increase productivity. A flexible and robust SEM capability
which is aligned with the firm’s business model is a prerequisite for com-
peting in the world of e-business.

In the past firms typically relied on single vendor solutions to meet
their decision support requirements. In the future firms will need to
become more comfortable with the notion of best of breed solutions and
develop the vendor relationship management and integration skills to
implement the best available solutions for particular functionality.

To realize the full benefits of SEM, however, requires more than
just technical insight. Instead successful SEM deployment in pursuit of
shareholder value requires a careful balancing of vision, resources, cre-
ativity and above all a superior understanding of the competitive land-
scape.

8.2 E-everything

Internet technology is transforming business processes, helping firms
build new relationships with customers, suppliers, and partners, and
channeling information for effective enterprise-wide decision-making.
Forward-looking companies need to harness the power of the Web to
improve the finance processes. In particular firms can use the Web to:

e  reduce the cost of the finance department;

e take cost out of the business processes;

e speed up or eliminate the monthly closing cycle;

e improve the quality of source data; and

e  customize information for decision-makers using portals enabling
better decision-making.

As Figure 8.2 illustrates the Web will play a key role in the infor-
mation technology of firms at all levels. At the core operations level the
Web will facilitate B2B, B2C and B2E self-service activities. These will
become the key data sources for much of the internal information used
in SEM applications. In many cases processes which are currently labor
intensive, such as invoice processing and fulfilment, will take place in
highly automated e-shared service centers which will act as e-business
hubs for much of the day-to-day transaction processing.
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Figure 8.2: The emerging IT architecture
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At the strategic level portal technology will be used to deliver
uniquely customized and flexible interfaces for decision-makers which
may in time be incorporated into emerging mobile computing platforms.
Executives will be able to tailor their desktop to reflect their immediate
decision-making concerns in a way which allows them to align their deci-
sion support with their changing management agenda. Before this can
happen, however, firms need to address a number of key challenges with
respect to the finance systems:

o Select SEM platforms and tools that support varying needs of
different users and which allow the linking of multiple data ‘cubes’
across many dimensions and at multiple levels.

e Deliver SEM systems implementations in short cycles.

e Develop a wider organizational knowledge of SEM tools, processes
and data definitions.

e  Move towards a common but pluralistic SEM architecture that is
Web enabled from the source systems to the executive desktop.

e  Find mechanisms to incorporate the emerging SEM tools into the
existing technical architecture and infrastructure.
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e  Find ways of using the SEM tools to improve productivity, increase
analysis and provide more robust information.

e  Produce integrated, consistent data that can be reconciled back to the
‘official’ published financial records.

e  Manage the evaluation, selection and implementation of a continuous
stream of SEM software products.

e Leverage early prototyping and piloting to accelerate delivery and
increase the awareness and support for SEM.

e Develop appropriate organizational mechanisms for deploying the
SEM applications.

e  Develop approaches which allow emerging SEM and other tech-
nologies to be incorporated into the SEM architecture.

e  Develop robust, end-to-end processes for SEM which allow the firm
to transform data into information.

e Synchronize SEM activities across the organization.

e  Reduce the reliance on existing hard copy paper-based reporting, by
deploying more cost-effective Web-enabled tools and decommission-
ing existing decision support systems where appropriate.

The next five years will see the emergence of a mature e-SEM tech-
nology environment in which processes, data, customers, suppliers,
employees and other stakeholders are integrated in real time. If SEM tech-
nologies are to achieve their promise we must recognize that they are evolv-
ing and continuously changing technologies that must be managed
proactively. Management accountants must continue to embrace these
technologies enthusiastically and take a proactive role in deploying them
in pursuit of improved business analysis and planning. In the future
accountants will be increasingly involved in configuring and deploying not
just new business processes but also new business models. In this regard
management accounting may finally begin to fulfil its strategic potential in
organizations.

8.2.1 People and processes

In the very near future firms must start to make the transition to Web-
enabled finance processes. As Figure 8.3 illustrates this will see the emer-
gence of highly automated transaction processing with business controls
embedded in the systems. With accountants freed from the drudgery of rou-
tine transaction processing they can start to focus on:
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o reducing closing times with integrated general ledger, consolidation,
and reporting tools;

e  aligning top-down business planning with performance metrics and
detailed budgeting;

e  performing more analysis and less manual data collection, manipu-
lation, and reconciliation; and

o  delivering decision support information instead of monitoring per-
formance.

Figure 8.3: Web-enabled finance processes
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As part of the move towards this new finance culture, accountants
will have to accept the important role which non-professionally qualified
‘accountants’ can make. In particular engineers, marketing experts, and
others who have operations experience (perhaps supplemented by an
MBA) will in the future play an important role in delivering the SEM
capability firms need. If SEM is to address the broad range of strategic
issues, the finance function needs to broaden its skill base to include
those with the core business insight. In addition, accountants will have to
spend time in non-accounting front line customer-facing value creation
roles.

If finance professionals are to deliver on the promise of SEM, then
they need to shed the scorekeeper/‘number cruncher’ and ‘bean counter’
stereotype and start to be perceived as business partners. As part of their
SEM role, finance professionals will need to spend more time communi-
cating with people in other functional areas and good interpersonal skills
will be essential for success. Increasingly finance staff will be expected to
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carry out their role as SEM providers outside the accounting function at
the front line of operational divisions, where the decision points are.
Research indicates that to date only about 50 per cent of finance profes-
sionals do this effectively at present. Finance professionals have an oppor-
tunity to take the lead in deploying SEM and this will require them to
spend time working in cross functional teams and, unusually for many,
as project team leaders. In order to deliver on the SEM vision, finance
staff will need to find creative ways of:

e increasing the amount of analysis and decision support they provide;

e increasing their contribution to non-traditional accounting activities
in particular forward-looking activities such as strategic planning,
internal consulting, process improvement, and performance evalu-
ation; and

e driving down the time spent on standardized financial reports,
accounting systems, short-term budgeting, project accounting, com-
pliance reporting accounting policy, and consolidations issues.

The real key to making a successful transition to the business part-
ner role will occur when finance staff begin to deliver improved support
for the strategic business decisions that are being made. As such, strate-
gic planning and process improvement will be the two most critical work
activities. To succeed in this environment firms will have to select, develop
and retain a pool of new finance professionals who have:

e the ability to communicate well, orally and in writing;

e the ability to work in a team and encourage openness and sharing
of best practice;

e strong analytical skills and a solid understanding of accounting;

e the skills to apply a consultative approach to deploying SEM tools;

e the facilitation skills to coach and support other team members;
and

e an appreciation of value rather than cost and a solid understanding
of how a business functions in terms of strong commercial acumen.

Most of all it requires CFOs who are strategic, proactive, forward-
looking visionaries who can share organizational decision-making and
business execution with their CEO. It requires a finance culture which
understands the value imperative and one in which the focus is on insight,
execution and delivery of business benefits.

Effective change management lies at the heart of successful SEM
deployment. However, effective change management is not easy and
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demands a substantial organizational commitment and top management
support. It means helping the organization get information on its current
position. It means helping it make sense of what success means for it
and putting this into a new framework. This involves bringing together
the change concept and the current organizational context and asking
hard questions as to why the one should work for the other. It means cre-
ating a structure to manage the transition between the existing situation
and the new situation and setting up that structure in a way that maxi-
mizes its chances of success. Skillful steering of the process is required,
including knowing how to manage resistance to change in an appropri-
ate way. If long-term competitive advantage from SEM is to be achieved,
it requires the on-going commitment of senior executives to the project.
The failure of senior project sponsors to remain involved in a project will
result in the project team losing sight of the business nature of the imple-
mentation and allowing it to become an IT project. Project sponsors/
champions must not only provide the resources for the implementation
but they must also take an active role in leading change. In particular, they
must create the emotional climate for change and be proactive in build-
ing co-operation among the diverse groups on the implementation team
and throughout the organization, often across national boundaries.

8.2.2 Strategy and shareholder value — the value imperative

The last three years have seen the coming together of two of the key
technologies of the last decade: ERP systems and the World Wide Web.
Firms have quickly realized that a successful business model requires a
stable and robust underlying transaction and information processing
infrastructure. In addition firms have recognized that to effectively exploit
the opportunities of the Web they needed to have superior information
and knowledge-based processes. As a result a strong SEM capability will
be increasingly important for a successful e-business.

The Internet has fundamentally changed competitive strategies and
business processes, transforming traditional business models to more
efficient, more flexible e-business models. As industries become deregu-
lated and privatized, and companies extend their reach to global markets,
competition for customers increases at a dramatic rate. Large firms in
particular can be susceptible to low cost competition from so-called vir-
tual firms. Without the heavy burden of investment in fixed assets,
smaller and leaner virtual operators are able to undercut traditional oper-
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ators, particularly in the business to consumer market for items such as
CDs, books, airline tickets, etc. Established market leaders that do not
seize the on-line opportunity may lose market share to start-ups emerg-
ing from nowhere.

Increasingly strategy formulation and execution has become an on-
going preoccupation for executives. In particular, firms are recognizing
that it is no longer sufficient for an organization to revisit its strategic plan
once or twice a year to compare actual versus projected performance. The
complexity and competitiveness of the e-business environment requires a
more dynamic approach to enterprise management than many firms have
adopted in the past. If firms are to create significant shareholder value,
they need mechanisms which allow them to collect distributed budgeting
and planning data from front-line managers, and consolidate that data
along with other pertinent internal and external information into a cen-
tralized resource for strategic management of the enterprise. In the
absence of this information senior management are forced to rely on ad
hoc and often spreadsheet-based IT solutions in their attempts to craft the
strategic plan and fine-tune that plan in the face of changes in capital mar-
kets and competitor actions.

The next five years will see an unprecedented change in managers’
decision-support expectations and an increasing requirement for flexible
management accounting and control systems. If the finance function is to
meet this challenge and survive (and not go the way of industrial engi-
neers), it is essential that they have access to, and can share, first rate
information and analysis tools, and that they make good use of genuine
empowerment to shape lasting solutions to fundamental problems. A
key part of this will be moving beyond the notion that it is enough to
merely make information available. Information must be provided in a
way that encourages organizational collaboration and shared meaning.
The end objective, therefore, is not a smoothing over of disparities in
opinion or the pursuit of a single absolute meaning, but instead a shared
insight into the complexity of the problem being faced.

In the past the information contained in ERP systems has been used
primarily for surveillance purposes rather than decision-making. ERP
systems which have formed the bulk of IS activity in organizations have
been primarily concerned with the early intelligence phase of decision-
making. In addition, the systems have had a strong tracking and control
bias. The ERP systems implemented have tended to focus on data gath-
ering and processing and played little role in meeting the ad hoc support
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associated with decision support. Support for the design and choice
phases of decision-making has relied primarily on end-user developed,
spreadsheet-based decision support systems. With the emerging SEM
tools finance staff have an opportunity to interact with their information
systems in a much richer way than is provided by ERP systems and in a
more robust way than with spreadsheet tools.

A key starting point in any attempt to improve the management
support capabilities of SEM systems is to get a better understanding of
senior executives’ modeling and analysis activities and, in particular, to
get a better understanding of the ways in which they interact with the
information currently held in the organizational systems.

Under conventional approaches to strategic management many
firms have failed to redesign the reporting and performance management
systems to take account of the primacy of stakeholders. Many of the
approaches currently in place reflect a bottom line profitability perspec-
tive rather than a value perspective. As a result the rhetoric of value man-
agement is not matched by the reality of performance management
systems and business execution. This has two major consequences. Firstly,
management is not driving the business towards value maximization and
secondly, there is an increasing mismatch between external and internal
information reporting systems.

Business performance measurement and control has been the focus of
many of the innovations in management in the last ten years. Techniques
and systems such as ERP, ABC/M, balanced scorecard, consolidation soft-
ware, EIS, strategic budgeting, and strategic cost management have all
attempted to address the information deficit facing managers in this area.
Business performance measurement is concerned primarily with monitor-
ing the results of past decisions in an attempt to provide management
accountants, product managers, corporate centers and others with an early
warning system for business problems. As such, the focus is primarily on
evaluating the performance of SBUs and operating sites against specific tar-
gets. The SEM approach seeks to effectively link performance measurement
and control to strategic objectives, in an attempt to ensure that opera-
tional decision-making is fully focused on delivering strategic objectives.
Under SEM the drivers of stakeholder value are the key performance eval-
uation criteria and the traditional approaches to performance measurement
and control are extended to include competitors, customers, products and
relative market position. SEM thus attempts to support decision-
makers’ information needs, provides seamless integration of strategic,
financial and operational information and provides transparency across the
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enterprise to ensure continuity of information from strategy through to
execution (see Figure 8.4). As the number of individuals involved in the
strategic management process increases, and the amount of strategic man-
agement increases, it is critical that the quality of that process is improved.
SEM improves the quality of the strategic management process by provid-
ing managers with the data, information and analysis capability to explore
strategic issues in a richer and more effective way than before.

Transforming information into effective business decisions requires
SEM-based solutions that provide timely and accurate access to informa-
tion to support the key strategic management activities. SEM capability
needs to be firmly focused on improving the effectiveness of strategic man-
agement processes by providing managers with business performance
monitoring, consolidation, and data warehousing/business intelligence
capability. As such, SEM should be concerned with improving the strategy
formulation/execution process and with helping organizations measure
and manage performance and shareholder value in a wide variety of ways,
and then distributing the results in comprehensible, usable formats.

As discussed earlier the insights which managers use in solving com-
plex problems are based on individual and organizational knowledge.
Managers use intuition, judgment, and trial and error to find solutions.
Much of the knowledge managers use is held as unrecorded impressions and
insights in the heads of individuals. As problem complexity increases there
is a greater need for extensive inputs from diverse specialists, and clarifica-
tion of goals. For managers thinking is inseparable from acting, with man-
agers developing an understanding by thinking and acting in close concert.
Problem analysis is not a passive process but a dynamic, interactive series
of activity and reflection. In many situations, managers simply cannot deter-
mine or predict which alternative will solve a problem. Intuition, judgment,
trial and error are used to find solutions. In many cases, the ‘learning is in
the doing’. In these situations executives require systems to support decision-
making which have the following characteristics:

e immediate to the activity (i.e. developed by trusted support staff);

e  concrete descriptions of the unique situations (informed by business
acumen);

e concise, cursory and diffuse (simple, effective reflections of execu-
tives mental models);

e  representations of the actual processes (no wild constraining assump-
tions as with OR models); and

e  connection of the performance to the processes in the situation (reflect
real processes).
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In the future SEM offers many opportunities for finance profes-
sionals to move to the center of information and knowledge-based
processes in the organization. Businesses of the 21st century must have
management processes in place to monitor and control the organization,
while at the same time decentralizing decision-making in order to react
to competitive changes and take advantage of unexpected opportunities.
One central element that supports this balance between control and flex-
ibility is shared knowledge. Such knowledge, derived from both internal
and external data sources, is converted to information that can be read-
ily interpreted.

Long-term advantage from SEM will come not from the adoption of
standardized technological solutions, but from the creation of an SEM
capability which recognizes the inherent flexibility/uncertainty and ambi-
guity of the manager’s environment. The focus needs to shift to provid-
ing an environment which allows managers to interact in a richer way
with information and to make more explicit the tacit mental models of
the business which managers have.

If SEM is to make a lasting impact on strategic management processes
it must be recognized that the provision of information processing and
analysis capabilities is only a small part of improving decision-making.
SEM technology offerings must explicitly recognize that even sophisti-
cated modeling and statistical techniques are of limited value where man-
agers are faced by highly novel problem situations where their ability to
specify the variables involved is constrained. SEM also needs to take cog-
nizance of the fact the strategic problems require diverse inputs from inter-
disciplinary teams.

If SEM is to be successful in supporting business problem solving at
the strategic level it must go beyond providing managers with access to
the technology and data they need and instead address the issues of tools
for improving problem definition, problem analysis, alternative evalua-
tion and choice. In particular, SEM needs to improve the manager’s abil-
ity to leverage insights and share tacit knowledge by drawing on the
principles of knowledge management and organizational learning. SEM
needs to provide management with a continuous learning environment in
which managers are equipped with the knowledge and insight to react
quickly and effectively to the changing strategic challenges. In particular,
SEM should be extended to provide managers with support in:

e  sharing individual insights and organizational knowledge;

e  using intuition, judgment, trial and error to find solutions;
e  managing extensive inputs from diverse specialists; and

e developing complex mental models of their problem space.
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8.3 Concluding remarks

It is not clear that the SEM technology offerings to date are capable of
bringing about the long-term changes needed to institutionalize these
practices. In particular, SEM offerings to date need to be more informed
by the organizational change and the decision support literature.

The evidence from previous research in the area of decision support
systems suggests that the technology and techniques are just one element
in successful performance. In particular, it has been shown that SEM per-
sonnel and the SEM process are an equally important part of improving
decision-making. It can be argued that from a technological perspective
there is very little new in SEM. Many of the applications/tools reflect
functionality previously seen in EIS, data warehousing and modeling soft-
ware. The technology and techniques which make up the SEM offerings
from vendors are perfectly replicable and widely documented in the pub-
lic domain and are likely to be copied by mid-market ERP vendors in the
near future. In addition, the SEM strategy of all of the major vendors
appears to be based on a very rational/planned model of organizational
strategy. In particular, it assumes the existence of an articulable set of
business models. If SEM is to make a lasting impact at the strategic level,
it must be done within a framework which codifies, in a coherent but flex-
ible approach, a set of organizational interventions designed to leverage
management insights and understanding through the use of SEM tech-
nologies and techniques. While the SEM technologies will remain largely
the domain of established enterprise systems vendors, the successful
implementation of SEM will require a much richer understanding of the
nature of strategic management and an understanding of the decision
support process.

As traditional custodians of the firm’s performance measurement
and control systems, finance professionals have in the past taken a mainly
functional internal perspective on decision support systems. In the future
the challenge is for them to move beyond their traditional role as score-
keepers to one in which they are actively participating in the design and
deployment of new business models. A key role in this business model
redesign and deployment will be ensuring that the organization’s infor-
mation and transaction processing systems are aligned with and support
the evolving business model. In this sense finance professionals are chal-
lenged to take ownership and responsibility for the SEM initiative and
ensure they generate the shareholder value they promised.
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