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Don’t put your ERP before your TOM

It happens too often. Firms start an ERP implementation.
After vendor selection and latest during process
requirements definition, they realise that the new system will
have afundamental impact on their operating model. This
presents atough choice. Either the ERP implementation is
delayed to first define the new Target Operating Model
(TOM), or the system is put in with a sub-optimal
organisational set-up. But it doesn’t have to be this way.

A new ERP shifts the underlying economic trade-offs
that define the As-Is and the To-Be operating models. When
properly implemented the new system should dramatically
reduce interface costs in key operational and management
processes through automation. Bundling geographically
dispersed activities to realise economies of scale becomes
feasible in areas like accounts payable and accounts
receivable processing, payroll and production planning. At
the same time, greater visibility across the organisation
enables entirely new ways of managing assets including
inventory, cash and purchased equipment through pooling.
However, the benefits of a new system are put at risk by not
addressing the organisational structure and management
process implications up-front.

There is a better way. The Target Operating Model
should be addressed up-front, in parallel with the ERP
workstream. Management needs to define what the
optimal org set-up looks like when an optimal system is in
place. Here, the trade-offs between bundling activities to
realise scale- or experience-curve economic advantages
needs to be balanced against the cost of interfaces created/
removed by consolidating like activities. Under-estimation
of interface costs is often where a new operating model
goes wrong;: it may be technically possible to consolidate
customer service in India. However, the cost of customer
attrition of those who don’t want their service rep half-way
around the world needs to be taken into account. Also, the
impact of structural changes on clarity of accountability is
an important “soft-factor” consideration.

A detailed assessment of As-Is productivity and
improvement potential is the foundation for buildingan
ERP business case and understanding the efficiency
trade-offs of various structural alternatives. Humatica’s
modus analysis tools deliver the required fact-base for
weighing the cost and benefits of different org design
alternatives and justifying the ERP investment.

The complex trade-offs needed to design a future-proof
operating model are best judged by the current
management in a sequence of top-down decisions on
structures, processes, roles and people. A transparent,
structured process will not only drive the best design, but
also ensure buy-in, commitment and a deep understanding
of the preferred alternative. This minimises second
guessing other alternatives afterwards and enables
fast-track implementation. Documented clarity on the new
operating model, roles, interfaces and processes is also the
foundation for clear ERP requirements - thereby de-risking
system implementation.

Humatica has supported countless operating model
design efforts. Asaneutral, third party expert, we ensure a
well-structured and fact-based discussion on the new set-up
with the existing management team - free of personal
ambition and political biases that otherwise cloud the
thinking and lead to sub-optimal outcomes.

Humoctica

Activate organizations. Deliver alpha.





