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Chapter 9 Achieving Operational Excellence and Customer Intimacy: Enterprise Applications
Over the last decade businesses have come to realize how important it is to totally integrate business processes across the enterprise. We’ve spoken about “islands of information” many times. In today’s fast-paced world, managing information assets is more important than ever before. In this chapter we’ll look at how important it is for information to be available in every nook and cranny of an enterprise.

9.1 Enterprise Systems

We’ve look at enterprise resource planning systems in previous chapters and also discovered the importance of efficiently and effectively maintaining data that businesses can develop into useful information. As we’ve seen, it can be disastrous for an organization to have more than one set of data for customers, employees, and suppliers. The best idea is to have one database that supplies information where and when necessary across functional lines. Everyone from employees to managers, from customers to suppliers, would have the necessary tools to extract the data that they need and present it in the format that fits them best. That’s where enterprise systems come in.

What Are Enterprise Systems?

Enterprise systems aim to correct the problem of firms not having integrated information. Also known as enterprise resource planning (ERP) systems, their main goal is to bridge the communication gap among all departments and all information users within a company. If production enters information about its processes, the data are available to accounting, sales, and human resources. If sales and marketing is planning a new advertising campaign, anyone anywhere within the organization will have access to that information. Enterprise systems truly allow a company to use information as a vital resource and enhance the bottom line. 
Data integration throughout the firm is the key. Consolidated data from divisions and departments throughout the business, including key business processes, are immediately available to any authorized user. The greatest enticement of enterprise systems is the chance to cut costs firm-wide and enhance the ability to pass information throughout the organization. 
Enterprise Software
Many businesses assume that their operations are totally integrated across functional lines. After all, Manufacturing responds to an order from Sales and produces a product for which Accounting and Finance sends an invoice. A Production manager sends an email to the Human Resources Department requesting five new employees. When the Marketing department decides on a new advertising campaign, a copy of the brochure is included in all employees’ pay envelope at the end of the month. Once a week all department managers meet with the executive staff and review statistics from last month’s business. 
What’s the problem? Many times, departments fail to fully communicate with all the other departments about every process that is taking place in a company. They don’t do it on purpose but forget how important total communication about every process and every piece of data is. Sales sends an order to Manufacturing with a shipment date that can’t possibly be met. Accounting and Finance pays a bill for supplies that Production never ordered. Human Resources holds a training class that interferes with a rush production job. 
What’s the solution? Enterprise software allows every functional area to share every process and every piece of data. A business can select specific processes in specific areas but eventually everything the company does will be shared across all lines. The software uses predefined processes and requires the company to adapt itself to the software. While many companies may balk at having to change, the software is designed around the best practices for that particular function. The company can benefit from using the most successful solutions in a particular industry to help achieve its objectives. The software helps the organization automate many of the steps taken from industry-wide best practices instead of having to do everything manually. And best of all, the software will help employees remember all of the necessary steps in a process and provide the data to all who need it.

Table 9-1 is a list of the most common, most popular business processes that are automatically included in a typical enterprise system.
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Although enterprise software can be somewhat modified, it is very expensive and very difficult to do so. Because the software is so complex, changing just one of the processes may disrupt some of the other interdependent modules. However, manufacturers of the enterprise software programs are modifying the software to envelop Internet services and make the data available to external sources such as suppliers, governmental agencies, and customers. 
Business Value of Enterprise Systems

Done correctly, enterprise systems can offer big rewards. Conversely, done incorrectly can cause a firm huge headaches, loss of business, employee turmoil, and wasted dollars.

The changes in the enterprise will be tremendous:

· Management: Improved management decision making, with a comprehensive view of performance across all functional areas.

· More efficient operations and customer-driven business processes: All functional areas can focus more on the customer and respond to product demand more efficiently.

· A more uniform organization: A more disciplined approach to business throughout the entire firm, regardless of physical location and/or organizational structure.
Bottom Line: Enterprise systems force a company to fully integrate all business processes. These systems usually require massive changes in the structure and organization of a business and are difficult to implement. However, the changes can make a tremendous improvement in a firm by using the best practices of the industry and requiring all functional areas to focus more on the customer.  

9.2 Supply Chain Management Systems

Oh, for the days when the old saying “the customer is king” was just a catch phrase. Now, it’s an absolute reality and companies that don’t live up to the phrase will get creamed in the marketplace. There are no more separate entities or distinct lines in the sand when it comes to integrating supply chains. It’s more like shifting sand.

The Supply Chain

A supply chain is similar to a spider’s web. It includes all of the internal functions of an organization, along with suppliers, distributors, retailers, and customers. They are all intertwined and rely on information from each other to effectively meet the business’s objectives.

Exactly what are all the activities involved in getting a product from conception to delivery? There are probably many more than you can easily think of. And there are many more people involved than you might imagine. It may be helpful to break the supply chain into three distinct groups:
· Upstream: Suppliers that deal directly with a manufacturer and their suppliers.
· Downstream: Distributors and those that deliver products to customers.
· Internally: The employees that transform materials, components, and services into the actual products.
Think of a mountain stream that starts very small, flows downhill, gathers more water as it combines with other streams, feeds into a river that continues to flow and eventually meets up with other rivers, and on into the ocean. The mountain stream is analogous to suppliers, the river represents manufacturers, and the ocean can be compared to customers. 
Information Systems and Supply Chain Management

As with other functional areas, information is the glue that holds the supply chain together. Lack of or faulty information can wreak havoc on the entire chain from getting supplies into the manufacturing process and getting the final product to the customer. 
In a perfect world, just-in-time strategies for ordering and delivering supplies would be an ordinary process. Unfortunately, we don’t live in a perfect world. Natural disasters, dock worker strikes, and terrorist activities such as September 11, 2001, can disrupt even the most carefully planned supply chains in an instant. Businesses have to plan as best they can around these kinds of events but they can’t foresee every problem. 
The bull-whip effect on the supply chain is more natural than you might think and happens in virtually every industry.

“PC makers insist their inventories are in good shape. But there are signs of trouble further down the supply chain. Analysts were taken aback to learn that the Taiwan companies that make the guts of notebooks for market leaders Hewlett-Packard Co. and Dell Inc. saw February sales plunge 10% to 15%. 
What’s going on? PC makers, encouraged by robust 35% growth in third-quarter notebook unit sales and signs of even stronger holiday demand, ramped up their orders from Taiwan by a staggering 68%, according to the Taipei-based Market Intelligence Center. But while the sales surge kept going through the fourth quarter, analysts fear that the sudden drop in supplier orders means that the pace has slipped in the first quarter of this year. Analysts add that PC makers incorrectly assumed that laptops were so hot that they were immune from the post-Christmas sales slump that has traditionally afflicted desktops.” (BusinessWeek, March 15, 2004)
In the example of the bull-whip effect explained above, if the PC makers had been able to pass timely and accurate information to their parts suppliers, perhaps the sudden swing in supplying computer parts could have been avoided. Many companies don’t want to give up too much of their information because they fear that outsiders will compromise the information. Unfortunately, this way of old-style thinking costs too much money in terms of lost opportunities, overstocked and underused parts, and overpriced products.  
Supply Chain Management Software
Supply chain planning systems can provide information up and down the chain and help everyone involved do a better forecasting job. In the example above, the information could pass more easily between the PC retailers and the parts suppliers. While the retailers were still remiss in accurately forecasting PC sales for the first quarter, the parts suppliers could have altered their manufacturing schedules quicker and avoided the huge inventory build-up. 
Supply chain planning systems enable firms to:
· Generate demand forecasts.
· Develop sourcing and manufacturing plans.
· Share information about changes easier and faster so work can be better coordinated.
· Develop better demand planning that matches production closer with customer demands.
· Manage the flow of products through distribution centers and warehouses by using supply chain execution systems.
· Coordinate activities with supply chain partners.
· Handle complex interdependencies among various supply chain processes.
· Allow users to balance the costs of transportation, delivery, and handling.
Interactive Session: Organizations: Land O’Lakes Butter Becomes Fresher with Demand Planning (see page 347 of the text) shows the importance of having timely access to concise information and not just data. The company produces perishable products that must get to the marketplace in a timely manner at the cheapest cost. Supply chain efficiency and inventory management helps the company get the most possible value from a lean inventory thereby decreasing costs and improving profits.
Global Supply Chains and the Internet

The islands of information that we’ve frequently mentioned don’t exist just inside the corporation but also exist all up and down the supply chain. Adapting the supply chain software to the Internet and opening up information to suppliers, logistical experts, and distributors can greatly help a company reduce costs and ensure products are delivered when needed to the right location. It won’t help a company’s bottom line to have 1000 parkas delivered to Arizona in March when upstate New York is suffering through a difficult winter. 
The same type of internal collaboration that organizations can generate through intranets can be extended to supply chain partners through extranets. Suppliers can log on to a company’s extranet site and review next week’s production schedule. The supplier can ensure enough production supplies are delivered to a manufacturer without over- or under-extending itself. Changes to the production schedule can be communicated easier to suppliers through Internet-enabled applications. Long-term forecasts can be posted to an extranet and schedules adjusted. No expensive proprietary systems are necessary because all information is transmitted through ordinary Web-based applications. Internal and external users can use online applications to view delivery schedules or determine the optimal logistics for moving products.

Global Supply Chain Issues

Some of the issues businesses will face if they choose to use global supply chains are:
· Greater geographic distances and time differences.
· Additional costs for transportation, inventory, and local taxes and fees.
· Varying performance standards.
· Foreign government regulations.
· Cultural differences.
While the Internet helps suppliers, manufacturers, and partners communicate easier through email, faxes, or phone calls, those communication methods open the door to errors or mistakes. Using Web-based supply chain management systems gives all the players a way to make data and information more easily available through browsers and portals. 
Using the Internet helps mitigate some of these issues, but it’s not a panacea for all of them. Companies must still deal with foreign governments and cultural differences for which there are no easy answers or Internet applications. 
Demand-Driven Supply Chains: From Push to Pull Manufacturing and Efficient Customer Response
Traditionally, customers purchase whatever products are available. Although colors, sizes, and prices may vary somewhat, generally a manufacturer decides what to produce by forecasting what the potential demand might be through a push-based model.  That is quickly changing to a pull-based model in which the customer tells the manufacturer ahead of time what he/she wants to buy. One of the best examples of this new pull-based model is Dell Computer’s build-to-order business model. Dell doesn’t build a computer until it receives a customer order. Then it builds the computer to the customer’s specifications. Granted, the customer must choose from a pre-determined list of options, but Dell doesn’t have a huge stock of unsold inventory that no one wants based on faulty demand forecasting. 

Figure 9-4 below shows the differences between the push-based and pull-based supply chain models.

[image: image2.jpg]Push-Based Model

Supplier Manufacturer /| Distributor > Retailer ' Customer
Supply to Production based Inventory based Stock based Purchase what
forecast on forecasts on forecasts on forecasts is on shelves
Pull-Based Model
Supplier Manufacturer | Distributor ¢ Retailer | Customer
Supply to Produce to Automatically Automatically Customer
order order replenish replenish stock orders

warehouse




Figure 9-4: Push- vs. Pull-based Supply Chain Models

Automobile manufacturers are also adopting pull-based modeling for their customers. A customer in Des Moines can log onto a Web site and select the color, engine, options and kind of tires for his/her new car. The order is sent to the factory in Detroit and the manufacturer’s suppliers simultaneously. While the customer must wait for delivery, at least he/she will get exactly the car they wanted. Figure 9-5 diagrams an Internet-driven supply chain.
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Figure 9-5: The Future Internet Driven Supply Chain

Business Value of Supply Chain Management Systems

The benefits of implementing an integrated, networked supply chain management system include:

· Match supply to demand
· Reduce inventory levels

· Improve delivery service

· Speed product time to market

· Use assets more effectively

In turn a company can:
· Improve customer service and responsiveness

· Reduce costs
· Increase sales

· Utilize cash better
These last four benefits of implementing a supply chain management system point directly to improving the bottom line for the company. By making the supply chain more efficient a company can save millions of dollars, improve its relationships with its customers, and sell more products. 
Bottom Line: Supply chain management systems integrate all of the processes by supplying information to all entities involved in the chain. More precise, current information allows organizations to improve demand forecasting and better measure the performance effectiveness of a supply chain. Better information also allows a firm to move from push-based to pull-based modeling. 
9.3 Customer Relationship Management Systems

“In the past, CRM served a simple purpose inside your enterprise: It kept track of your customers, their addresses and their orders. Now, though, there’s far more that comes under the CRM umbrella, from connecting with your customers through social media to being able to instantly transmit customer data to a call center agent when customers call in for help.

That’s why it's a good idea to regularly take a close look at your CRM infrastructure: With all the new functionality available in CRM tools today, you need to determine if your existing system is still meeting the needs of your business and customers.

But while your CRM applications and all of your data is critical, the real analysis has to start with the customer relationship strategy inside your enterprise, says Mary Wardley, an analyst with IDC. Without knowing what you want, where you've been and where you are going, it will to be hard to reach your goals, she says.

“One of my main tenets regarding CRM as a discipline is that you have to have a CRM strategy inside your organization, regardless of whether you even have CRM applications ” Wardley says. ‘No matter what kind of company you are you, you must have a customer relationship management strategy because that is your customer service strategy.’ With a CRM strategy in place, you can then bring CRM applications into the discussion to ensure that they support your strategy and help you meet corporate goals, from sales to revenue to market share.” (Is Your CRM System Meeting Your Enterprise Needs?, CIO.com, Todd R. Weiss, June 29, 2011)

While many companies strive to be “customer-centric” very few have been able to completely focus every functional area of the organization on the customer. Largely due to new avenues of information customers have through the Internet, organizations must fight harder to keep the customers they work so hard to get in the first place.  
What Is Customer Relationship Management? 
The goals of customer relationship management systems are to optimize customer satisfaction and customer retention which in turn will maximize revenue and profitability

Many companies are overloaded with data about customers. Unfortunately, too many companies don’t have any useful information that can help them increase customer satisfaction and retention, thereby increasing revenues and profitability. The ability to turn raw data into useful information is where CRM systems shine. CRM systems gather customer information from all corners of a business, consolidate the information and then provide it to all of the organization’s customer touch points. By offering a consolidated viewpoint of the customer to these touch points, a company can cater to the customer that offers the most profitability. 
Financial institutions are a prime example of how effective CRM systems can be to help identify the customers that offer the most “bang for the buck.” Most of the larger banks offer more than just checking and savings accounts. They provide investment services, insurance policies, and loans. It’s much cheaper for Wells Fargo bank for instance, to provide its current customers with all of these financial products, rather than trying to attract new customers for each of the separate product lines. Information gleaned from a CRM system provides Wells Fargo with information about which customers are more likely to purchase these products and its sales force targets that market better.

CRM Software

CRM application software ranges in size and complexity making it possible for an organization to select the type of software it needs the most. Modules focusing on partner relationship management or employee relationship management can be integrated into the customer relationship management software at a later date. 
Partner relationship management systems are a reflection of internal customer relationship management systems but extend past the immediate borders of a firm to its selling partners. For instance, Levi’s jeans doesn’t sell directly to its customers but rather through other retail outlets. How Levi’s partners cater to the customer directly affects its profitability. Therefore, Levi’s is very interested in sharing information about its customers with its partners to increase sales of its products. Using partner relationship management systems not only helps Levi’s but also its retailers. 
Employee relationship management modules associated with CRM focus more on how employees perform and interact with customers. 
These modules help a company manage:
· Employee objectives

· Employee performance

· Performance-based compensation

· Employee training

Some of the more common capabilities of CRM software are:
· Sales force automation: Allows the sales force to focus on the most profitable customer. It also reduces the cost per sale for acquiring new customers and retaining old ones. Improves sales forecasting, territory management, and team selling.
· Customer service: Gathers information from a variety of sources and makes it available across organizational functions so that data is input only once. Includes Web-based self-service capabilities.
· Marketing: Allows companies to engage in cross-selling, up-selling, and bundling through better analysis of customer data.
Figure 9-8 shows how customer data feeds into these three functions.
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Figure 9.8 CRM Software Capabilities

Operational and Analytical CRM

It’s important to understand the difference between the operational and analytical aspects of CRM systems. Operational CRM includes everything a company should provide those employees who interface directly or indirectly with the customer: the sales force, call centers, and support activities. Managers and decision makers use the analytical CRM to help them improve business performance. The analytical CRM uses data from the operational CRM and provides managers with the opportunity to target smaller, specific customer groups or market segmentation. Rather than trying to blanket a huge group of potential customers, many of whom are not interested, managers use the analytical CRM to focus their efforts on those customers who can offer the most profit at the least cost. 
One of the most important benefits of analytical CRM is the ability to determine the customer lifetime value (CLTV). The text mentions that it costs six times more to gain a new customer than to keep an old one. By measuring the CLTV of customers, organizations can calculate customer profitability and determine which customers they should cater to.

Business Value of Customer Relationship Management Systems

As the old saying goes, “We’re wasting half of our advertising budget; we just don’t know which half.” CRM software will help managers better understand their customers thereby helping them make better decisions about product lines and marketing campaigns. CRM systems can also help reduce the customer churn rate and identify which customers are most profitable. Hopefully, CRM will help them discover which half of the ad budget is wasted.

Once again, the benefits of using CRM systems are worth the challenges you’ll face.

Benefits:
· Increased customer satisfaction

· Reduced marketing costs

· More effective marketing

· Lower costs for customer acquisition and retention

· Increased sales revenue

· Better response to customer needs

Bottom Line: Customer relationship management systems allow a firm to focus all of their energy and attention to developing profitable customers and foregoing unprofitable ones. Useful information produced by CRM systems allow firms to improve business performance while reducing costs associated with gaining and retaining customers. Information can be shared internally and externally. 
9.4 Enterprise Applications: New Opportunities and Challenges
Before implementing enterprise application systems, organizations need a very clear picture of where they are now and where they want to go. Organizations must decide which processes provide the most value and which processes need the most improvement. And, the firm must allocate the organization resources where they are most needed.
Enterprise Application Challenges
The return on investment to companies that implement enterprise systems can be enormous in terms of enhanced information between suppliers, employees, customers, and business partners. The better the information is, the better the decisions. The better the information is, the better the products and services are for the customer. More customers lead to higher profits for the company (hopefully).

Hang on for a rough ride:

· Daunting Implementation: Technological and fundamental changes will pervade every corner of the organization. The organizational structure and culture will change. The most daunting task will be retraining thousands of workers and convincing them the change is good. It will be easier to fail than to succeed.

· High Up-Front Costs and Future Benefits: There is no such thing as an overnight success when implementing an enterprise system. On average, it takes three to five years to fully implement an enterprise system. And, the software is very expensive—very expensive. Keeping the firm on track and focused on the end result is more difficult than most firms anticipate.

· Data Management: It’s more important than ever before. Now that one database serves the entire organization, if data are mismanaged, it will affect every business function and process.

· Inflexibility: Making changes in one area of the business is much more difficult after implementing an enterprise system. The software is just too complex to easily change.

· Realizing Strategic Value: Businesses that rely on unique or cutting-edge processes to gain a competitive advantage may lose that edge with enterprise system software. 
Next-Generation Enterprise Applications
As companies get more comfortable with supply chain management and customer relationship management programs they realize the importance of branching out to enterprise solutions, enterprise suites, or e-business suites. Software manufacturers are creating these programs and ensuring firms can integrate data and information more easily with customers, suppliers, and business partners.

We discussed open source software and cloud computing in earlier chapters. Even though they are still in the early stages of development, it shouldn’t surprise you to learn that they are being developed for enterprise applications. Small- and medium-size businesses are the ones most likely to follow this path because it’s much cheaper. Web 2.0 services that we described before are also becoming integral parts of enterprise software. 

“DreamFace 2.0 is an open-source Web 2.0 Application Creation Platform for authoring, publishing, and sharing Web 2.0 applications. DreamFace combines Social Networking, Rich Internet Application, and Web 2.0 personalization and customization technologies in a disciplined approach to help businesses create a new class of Enterprise Social Applications.

DreamFace is composed of a Widget Platform to create, use, and distribute dynamic content, a Social Networking Framework to manage and connect users, who consume and convey information through their social networks and Mobile Services for Broadcasting or Publishing information to mobile devices. (Copied Nov 2009, http://dreamface-interactive.com/)

You can access a product demonstration at the Web site URL above showing how widgets and mashups come together in an enterprise application. 
Interactive Session: Technology: Customer Relationship Management Heads to the Cloud (see page 360 of the text) describes how businesses are switching to cloud computing because it offers customizable applications, excellent customer service, and a robust infrastructure for less money than it would take for in-house application development. 
Social CRM and Business Intelligence

“Consumers check in on Foursquare. Your employees chat with customers on Facebook. Everyone tweets. Social media is everywhere, right? Not quite. 

The one place it isn’t is inside traditional CRM systems. While the marketing department and sales team are busy interacting with customers on social-networking sites, the potentially valuable information created by these exchanges remains largely isolated from core customer databases and analytics systems. 

CIOs want to bridge the gap between social media and enterprise CRM to give marketing and sales richer, more complete information about customers. Just as important: avoiding CRM silos, says Todd Michaud, vice president of IT at Focus Brands, the franchisor of specialty restaurants, including Cinnabon and Moe’s Southwest Grill. ‘I don’t want to worry about maintaining all these separate systems that really just talk about the same customers,’ Michaud says. 

Advertising and communications firm McCann Worldgroup encourages employees to interact with clients on social media. But McCann has yet to integrate Twitter and Facebook with its CRM applications and databases, says Global CIO Greg Smith. ‘We’re relying on employees to use their best judgment in noting those interactions in client files,’ Smith says.” (Integrating Social Media is Hard to Do, CIO.com, Kim S. Nash, March 25, 2011)

An explosion of social media channels like Facebook, LinkedIn, and Twitter has occurred over the last few years, giving companies even more ways to reach out to customers. The problem now is to incorporate the new channels with all the data already stored in enterprise systems. Social CRM systems allow that to happen. The new technology provides a way for organizations to uncover sales leads and identify customer support issues. 

Business Intelligence in Enterprise Applications

Being able to generate ad hoc analyses, use interactive dashboards, ask “what-if” questions and take advantage of data visualization tools are becoming more important than ever to system users and executives. They don’t want to have to leave one system and move to another in order to use these business intelligence tools. Enterprise application vendors are incorporating these tools into their systems to provide a “one-stop shopping” experience for users.

Bottom Line: All of the challenges of implementing a new enterprise system are directly related to people. Many organizations fail to understand this fact and pay more attention to the hardware and software elements of the new system. The real emphasis should be placed on the persware element of the new system instead.

Discussion Questions:

1. How does enterprise software enable a business to use industry-proven best practices?

2. Explain the bull-whip effect on a supply chain and how it can be avoided.

3. Describe the difference between push-based supply models and pull-based supply models.

4. Describe the difference between operational customer relationship management systems and analytical customer relationship management systems.

5. Discuss the role of open source software and cloud computing in enterprise applications.

Answers to Discussion Questions:
1. Enterprise software uses predefined processes that require a business to adapt itself to the software. The processes have been created by the software manufacturer based on industry-proven best practices. The processes are difficult to modify because the software is so complex. Any changes to one area may disable or distort another process in a different area.

2. Information about the demand for a product may be distorted between suppliers and businesses. Each entity in the supply chain alters its decisions about product demand and could cause an over- or under-supply of products. By providing immediate and accurate information up and down the supply chain, all partners can adjust their sourcing, manufacturing, and distribution plans. 

3. Push-based supply models depend on the forecasts or best guesses of demand for products and are pushed to the customer by the manufacturer. Pull-based supply models are customer-driven and depend on actual customer orders or purchases before the manufacturer commits to building the product or providing the service. See Figure 9-4 in the text.

4. Operational CRM are customer-facing applications, such as sales force automation, call center and customer service support, and marketing automation. Analytical CRM systems analyze customer data to provide information for improving business performance. Managers and executives use analytical CRM systems in conjunction with online analytical processing, data mining, and other data analysis techniques to create a total picture of the customer.

5. Next generation enterprise applications will incorporate aspects of open source software and cloud computing because it reduces the overall licensing fees. As software-as-a-service continues to expand, small- and medium-size businesses will find these types of solutions more feasible because the technology demands are less than internal-based enterprise applications. 
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