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THE ABCs of ERP, KM and CRM

What is ERP?

Enterprise resource planning software, or ERP, doesn’t live up to its acronym. Forget about planning—it doesn’t do much of that—and forget about resource, a throwaway term. But remember the enterprise part. This is ERP’s true ambition. The software attempts to integrate all departments and functions across a company onto a single computer system that can serve all those departments’ particular needs.

Building a single software program that serves the needs of people in finance as well as it does the people in human resources and in the warehouse is a tall order. Each of those departments typically has its own computer system optimized for the particular ways that the department does its work. But ERP combines them all together into a single, integrated software program that runs off a single database so that the various departments can more easily share information and communicate with each other.

That integrated approach can have a tremendous payback if companies install the software correctly.

Take a customer order, for example. Typically, when a customer places an order, that order begins a mostly paper-based journey from inbox to inbox throughout the company, often being keyed and rekeyed into different departments’ computer systems along the way. All that lounging around in inbox causes delays and lost orders, and all the keying into different computer systems invites errors. Meanwhile, no one in the company truly knows what the status of the order is at any given point because there is no way for the finance department, for example, to get into the warehouse’s computer system to see whether the item has been shipped. "You’ll have to call the warehouse" is the familiar refrain heard by frustrated customers.

ERP vanquishes the old standalone computer systems in finance, HR, manufacturing and the warehouse, and replaces them with a single unified software program divided into software modules that roughly approximate the old standalone systems. Finance, manufacturing and the warehouse all still get their own software, except now the software is linked together so that someone in finance can look into the warehouse software to see if an order has been shipped. Back in the ‘90s ERP was developed as a tightly integrated monolith, but most vendors’ software has since become flexible enough that you can install some modules without buying the whole package. Many companies, for example, will install only an ERP finance or HR module and leave the rest of the functions for another day.

How can ERP improve a company's business performance?

ERP’s best hope for demonstrating value is as a sort of battering ram for improving the way your company takes a customer order and processes that into an invoice and revenue—otherwise known as the order fulfillment process. That is why ERP is often referred to as back-office software. It doesn’t handle the up-front selling process (although most ERP vendors have recently developed CRM software to do this); rather, ERP takes a customer order and provides a software road map for automating the different steps along the path to fulfilling the order. When a customer service representative enters a customer order into an ERP system, he has all the information necessary to complete the order (the customer’s credit rating and order history from the finance module, the company’s inventory levels from the warehouse module and the shipping dock’s trucking schedule from the logistics module, for example).

People in these different departments all see the same information and can update it. When one department finishes with the order it is automatically routed via the ERP system to the next department. To find out where the order is at any point, you need only log in to the ERP system to track it down. With luck, the order process moves like a bolt of lightning through the organization, and customers get their orders faster and with fewer errors than before. ERP can apply that same magic to the other major business processes, such as employee benefits or financial reporting.

That, at least, is the dream of ERP. The reality is not so rosy.

Let’s go back to those inboxes for a minute. That process may not have been efficient, but it was simple. Finance did its job, the warehouse did its job, and if anything went wrong outside of the department’s walls, it was somebody else’s problem. Not anymore. With ERP, the customer service representatives are no longer just typists entering someone’s name into a computer and hitting the return key. The ERP screen makes them businesspeople. It flickers with the customer’s credit rating from the finance department and the product inventory levels from the warehouse. Did the customer pay for the last order yet? Will we be able to ship the new order on time? These are decisions that customer service representatives have never had to make before, and the answers affect the customer and every other department in the company. But it’s not just the customer service representatives who have to wake up. People in the warehouse who used to keep inventory in their heads or on scraps of paper now need to put that information online. If they don’t, customer service reps’ screens will show low inventory levels and reps will tell customers that the requested item is not in stock. Accountability, responsibility and communication have never been tested like this before.

People don’t like to change, and ERP asks them to change how they do their jobs. That is why the value of ERP is so hard to pin down. The software is less important than the changes companies make in the ways they do business. If you use ERP to improve the ways your people take orders and manufacture, ship and bill for goods, you will see value from the software. If you simply install the software without trying to improve the ways people do their jobs, you may not see any value at all—indeed, the new software could slow you down by simply replacing the old software that everyone knew with new software that no one does.

How long will an ERP project take?

Companies that install ERP do not have an easy time of it. Don’t be fooled when ERP vendors tell you about a three- or six-month average implementation time. Those short (that’s right, six months is short) implementations all have a catch of one kind or another: The company was small, or the implementation was limited to a small area of the company, or the company used only the financial pieces of the ERP system (in which case the ERP system is nothing more than a very expensive accounting system). To do ERP right, the ways you do business will need to change and the ways people do their jobs will need to change too. And that kind of change doesn’t come without pain. Unless, of course, your ways of doing business are working extremely well (orders all shipped on time, productivity higher than all your competitors, customers completely satisfied), in which case there is no reason to even consider ERP.

The important thing is not to focus on how long it will take—real transformational ERP efforts usually run between one and three years, on average—but rather to understand why you need it and how you will use it to improve your business.

Will ERP fix my integration problems?

No. It seems almost quaint to think of it today, but back in the days before Y2K, enterprise software vendors, and, more forcefully, the management consultants who installed the stuff, sold ERP as a magic bullet that companies could use to escape the coming Y2K apocalypse, create seamless technology integration across the company and force your silos of isolated, sociopathic bureaucrats to start working together. It was an irresistible sell to businesspeople.

It’s true that ERP was designed to solve integration problems, but it worked only in the theoretical environment of the vendors’ development labs. Developers who believe they are modeling an entire business in software don’t spend much time thinking about how that system will connect with other systems. Who needs other systems when we’re creating the whole thing right here?

Of course, as soon as companies began buying these products, it became clear that enterprise software was another chunk—a much larger and better integrated chunk to be sure, but still a chunk—of software in a complex architecture of IT systems that desperately needed to talk to one another and exchange information. The vendors created clunky, proprietary methods of connecting their systems with others, which have improved over the years, but that misses the point. The architecture of these systems, in a broad sense, was just like the ones that they were intended to save you from—monolithic, highly integrated and difficult to change.

No problem, said the vendors. Some of your maintenance and support fees are going to future R&D. As we develop new pieces to add in to our highly integrated suites, we’ll let you upgrade to the next version for free and you can gradually get rid of all those other troublesome chunks. Again, it sounded great to the people buying the stuff—businesspeople.

But who could afford to install enterprise software as it was envisioned in the vendors’ R&D labs? Very few. CIOs built complex integration links from enterprise software to other systems to keep the business running. Or they chunked up the installation, building dozens or even hundreds of unique installations of the same enterprise software to meet the needs of individual departments or businesses that all had to be linked together. The high degree of integration envisioned in the R&D lab was tenuous at best inside most organizations.

Gradually, enterprise software vendors came to realize that to serve customers better, they needed to break up their suites into application components and create complex ways to link to them over the Internet so that customers would not have to rewrite connections to pieces of the suite such as financials, which didn’t change much.

The final death knell for the original enterprise software architecture model came in 2004 when the major enterprise software vendors all announced that they were offering packages of integration middleware—tacitly acknowledging the reality that had been clear since middleware was first invented decades ago: Integration happens best outside of specific software applications, not inside them. The enterprise software vendors have been conspicuously absent from the Web services standards movement, looking ever more like the Dark Princes of Lock-In while the originators of the lock-in concept, IBM and Microsoft, looked like white knights for doing the lion’s share of work to create free (so far, anyway) standards for integration in Web services. And it’s great stuff. How ironic that those companies that were going to save your CEO from integration in 1999 have been the laggards in developing truly useful enterprise integration.

This is not to say that ERP is a boondoggle, or even that the software isn’t valuable to the companies that bought it. Even though most vendors have had some big bumps in the road, most of their products work well. The happiest customers are those who used enterprise software to create new capabilities and processes that they could not express in software with their old systems. But back in 1999, many CIOs talked about ERP as an integration strategy, about replacing systems that had more and better functionality than the enterprise software they were installing in order to be more integrated, more efficient when the new software was installed. For the few companies that could afford to install enterprise software in the manner envisioned in the vendors’ R&D labs, they may have gotten there. Many are still maintaining the custom code they had to write for outraged business users who lost capabilities they had in the old software.

What will ERP fix in my business?

There are five major reasons why companies undertake ERP.

1. Integrate financial information—;As the CEO tries to understand the company’s overall performance, he may find many different versions of the truth. Finance has its own set of revenue numbers, sales has another version, and the different business units may each have their own version of how much they contributed to revenue. ERP creates a single version of the truth that cannot be questioned because everyone is using the same system. 

2. Integrate customer order information—;ERP systems can become the place where the customer order lives from the time a customer service representative receives it until the loading dock ships the merchandise and finance sends an invoice. By having this information in one software system, rather than scattered among many different systems that can’t communicate with one another, companies can keep track of orders more easily, and coordinate manufacturing, inventory and shipping among many different locations simultaneously. 

3. Standardize and speed up manufacturing processes—;Manufacturing companies—especially those with an appetite for mergers and acquisitions—often find that multiple business units across the company make the same widget using different methods and computer systems. ERP systems come with standard methods for automating some of the steps of a manufacturing process. Standardizing those processes and using a single, integrated computer system can save time, increase productivity and reduce headcount. 

4. Reduce inventory—;ERP helps the manufacturing process flow more smoothly, and it improves visibility of the order fulfillment process inside the company. That can lead to reduced inventories of the materials used to make products (work-in-progress inventory), and it can help users better plan deliveries to customers, reducing the finished good inventory at the warehouses and shipping docks. To really improve the flow of your supply chain, you need supply chain software, but ERP helps too. 

5. Standardize HR information—;Especially in companies with multiple business units, HR may not have a unified, simple method for tracking employees’ time and communicating with them about benefits and services. ERP can fix that. 

In the race to fix these problems, companies often lose sight of the fact that ERP packages are nothing more than generic representations of the ways a typical company does business. While most packages are exhaustively comprehensive, each industry has quirks that make it unique. Most ERP systems were designed to be used by discrete manufacturing companies (that make physical things that can be counted), which immediately left all the process manufacturers (oil, chemical and utility companies that measure their products by flow rather than individual units) out in the cold. Each of these industries has struggled with the different ERP vendors to modify core ERP programs to their needs.

Will ERP fit the ways I do business?

Before the checks are signed and the implementation begins, it’s critical for companies to figure out if their ways of doing business will fit within a standard ERP package. The most common reason that companies walk away from multimillion-dollar ERP projects is that they discover the software does not support one of their important business processes. At that point there are two things they can do: They can change the business process to accommodate the software, which will mean deep changes in long-established ways of doing business (that often provide competitive advantage) and shake up important people’s roles and responsibilities (something that few companies have the stomach for). Or they can modify the software to fit the process, which will slow down the project, introduce dangerous bugs into the system and make upgrading the software to the ERP vendor’s next release excruciatingly difficult because the customizations will need to be torn apart and rewritten to fit with the new version.

Needless to say, the move to ERP is a project of breathtaking scope, and the price tags on the front end are enough to make the most placid CFO a little twitchy. In addition to budgeting for software costs, financial executives should plan to write checks to cover consulting, process rework, integration testing and a long laundry list of other expenses before the benefits of ERP start to manifest themselves. Underestimating the price of teaching users their new job processes can lead to a rude shock down the line, and so can failure to consider data warehouse integration requirements and the cost of extra software to duplicate the old report formats. A few oversights in the budgeting and planning stage can send ERP costs spiraling out of control faster than oversights in planning almost any other information system undertaking.

What does ERP really cost?

There aren’t any good numbers to predict ERP costs because the software installation has so many variables, such as: the number of divisions it will serve, the number of modules installed, the amount of integration that will be required with existing systems, the readiness of the company to change and the ambition of the project—if the project is truly meant to be a battering ram for reengineering how the company does its most important work, the project will cost much more and take much longer than one in which ERP is simply replacing an old transaction system. There is a sketchy rule of thumb that experts have used for years to predict ERP installation costs, which is that the installation will cost about six times as much as the software license. But this has become increasingly less relevant as the market for ERP has slowed over time and vendors have offered deep discounts on the software up front.

Research companies don’t even bother trying to predict costs anymore. A few years ago, the dearly departed Meta Group did a study looking at the total cost of ownership (TCO) of ERP, including hardware, software, professional services and internal staff costs. The TCO numbers include getting the software installed and the two years afterward, which is when the real costs of maintaining, upgrading and optimizing the system for your business are felt. Among the 63 companies surveyed—including small, midsize and large companies in a range of industries—the average TCO was $15 million (the highest was $300 million and the lowest was $400,000). While it’s hard to draw a solid number from that kind of range of companies and ERP efforts, Meta came up with one statistic that proves that ERP is expensive no matter what kind of company is using it: The TCO for someone who uses the system a lot over that period was a staggering $53,320.

Why do ERP projects fail so often?

At its simplest level, ERP is a set of best practices for performing the various duties in the departments of your company, including in finance, manufacturing and the warehouse. To get the most from the software, you have to get people inside your company to adopt the work methods outlined in the software. If the people in the different departments that will use ERP don’t agree that the work methods embedded in the software are better than the ones they currently use, they will resist using the software or will want IT to change the software to match the ways they currently do things. This is where ERP projects break down.

Political fights erupt over how—or even whether—the software will be installed. IT gets bogged down in long, expensive customization efforts to modify the ERP software to fit with powerful business barons’ wishes. Customizations make the software more unstable and harder to maintain when it finally does come to life. The horror stories you hear in the press about ERP can usually be traced to the changes the company made in the core ERP software to fit its own work methods. Because ERP covers so much of what a business does, a failure in the software can bring a company to a halt, literally.

But IT can fix the bugs pretty quickly in most cases, and besides, few big companies can avoid customizing ERP in some fashion—every business is different and is bound to have unique work methods that a vendor cannot account for when developing its software. The mistake companies make is assuming that changing people’s habits will be easier than customizing the software. It’s not. Getting people inside your company to use the software to improve the ways they do their jobs is by far the harder challenge. If your company is resistant to change, then your ERP project is more likely to fail.

How do I configure ERP software?

Even if a company installs ERP software for the so-called right reasons and everyone can agree on the optimal definition of a customer, the inherent difficulties of implementing something as complex as ERP is like, well, teaching an elephant to do the hootchy-kootchy. The packages are built from database tables, thousands of them, that IS programmers and end users must set to match their business processes; each table has a decision "switch" that leads the software down one decision path or another. By presenting only one way for the company to do each task—say, run the payroll or close the books—a company’s individual operating units and far-flung divisions are integrated under one system. But figuring out precisely how to set all the switches in the tables requires a deep understanding of the existing processes being used to operate the business. As the table settings are decided, these business processes are reengineered, ERP’s way. Most ERP systems are preconfigured for most of the major processes, however, allowing just hundreds—rather than thousands—of procedural settings to be made by the customer.

How do companies organize their ERP projects?

Based on our observations, there are three commonly used ways of installing ERP.

The Big Bang—In this, the most ambitious and difficult of approaches to ERP implementation, companies cast off all their legacy systems at once and they install a single ERP system across the entire company. Though this method dominated early ERP implementations because of the need to revamp old systems for Y2K, few companies dare to attempt it anymore because it calls for the entire company to mobilize and change at once. Most of the ERP implementation horror stories from the late ‘90s warn us about companies that used this strategy. Getting everyone to cooperate and accept a new software system at the same time is a tremendous effort, largely because the new system will not have any advocates. No one within the company has any experience using it, so no one is sure whether it will work. Also, ERP inevitably involves compromises. Many departments have computer systems that have been honed to match the ways they work. In most cases, ERP offers neither the range of functionality nor the comfort of familiarity that a custom legacy system can offer. In many cases, the speed of the new system may suffer because it is serving the entire company rather than a single department. ERP implementation requires a direct mandate from the CEO.

Franchising strategy—This approach suits large or diverse companies that do not share many common processes across business units. Independent ERP systems are installed in each unit, while linking common processes, such as financial bookkeeping, across the enterprise. This has emerged as the most common way of implementing ERP. In most cases, the business units each have their own "instances" of ERP—that is, a separate system and database. The systems link together only to share the information necessary for the corporation to get a performance big picture across all the business units (business unit revenue, for example), or for processes that don’t vary much from business unit to business unit (perhaps HR benefits). Usually, these implementations begin with a demonstration or pilot installation in a particularly open-minded and patient business unit where the core business of the corporation will not be disrupted if something goes wrong. Once the project team gets the system up and running and works out all the bugs, the team begins selling other units on ERP, using the first implementation as a kind of in-house customer reference. Plan for this strategy to take a long time. Interestingly, many companies that initially installed ERP using a franchising strategy are now trying to consolidate as many of those different instances of ERP as possible down into a handful or even one for the entire company.

Slam dunk—ERP dictates the process design in this method, where the focus is on just a few key processes, such as those contained in an ERP system’s financial module. The slam dunk is generally for smaller companies expecting to grow into ERP. The goal here is to get ERP up and running quickly and to ditch the fancy reengineering in favor of the ERP system’s "canned" processes. Few companies that have approached ERP this way can claim much payback from the new system. Most use it as an infrastructure to support more diligent installation efforts down the road. Yet many discover that a slammed-in ERP system is little better than a legacy system because it doesn’t force employees to change any of their old habits. In fact, doing the hard work of process reengineering after the system is in can be more challenging than if there had been no system at all because at that point few people in the company will have felt much benefit from the new software.

How difficult is it to upgrade ERP software?

It’s extremely difficult, unless you are one of the rare companies that did not tinker with the system while installing it. In the early days of ERP, vendors pursued a vision that has since been disproven: Business processes built into the software should be adopted by every customer. Change your business to fit the system. CEOs like the sound of reengineering, but take that logic to the departmental head who won’t be able to serve her customers as well with the process in the software box and suddenly reengineering sounds less compelling. CIOs were forced (or acquiesced) to tinker with the innards of these packages to avoid losing valuable chunks of business processes, and it made their lives hell. Vendors ignored this reality for years. They thought changing the system to fit your own processes meant you were a weak girly man who couldn’t stand up to your business people. Those processes couldn’t be any good anyway if they hadn’t made it into the vendors’ best practice pool when they developed the stuff. Modifying the core code of ERP was like turning your Pinto into a low rider. You just voided the warranty, dude. Tough luck. ERP vendors would not support customized versions of their software.

When a new version of the highly integrated suite arrived with cool new features, customers sometimes could not afford to install them because they had made so many changes to the previous version. CIOs had built so many different links to the enterprise systems to get them working with other systems in the company that an upgrade was akin to starting over. Many of the old links had to be torn apart and rewritten to fit with the new version. And many of those rewrites were completely pointless. The new suite might have one new piece and nine others that had changed little since the last version. But it was all so integrated together that every custom link had to be redone, even to the pieces that didn’t change.

When vendors began breaking up and componentizing their suites to make them easier to integrate with each other and with legacy systems inside the company, they also broke up one of the value propositions that had been so enticing in the first place: “free” upgrades. Freed of the suite model, enterprise software vendors started charging fresh license fees for the new components they developed. Many early ERP suites had their development “frozen.” Customers could continue to get support, but newer features cost extra and worked much better—or sometimes only—with the newer version of the vendor’s software. And CIOs stuck with the old suites began wondering where all their maintenance fees had gone. They couldn’t afford to upgrade to the newer, componentized version of the vendors’ software models and if they could, they’d pay a new license fee for their trouble.

In theory, early users of ERP paid for those new versions of the software through yearly maintenance fees to the vendor that every ERP vendor charges. The largest percentage of those fees went to R&D rather than to support and maintenance of existing software. But the economics became untenable for vendors. When the ERP boom crashed after 2000, sales of new software slowed to a crawl and vendors said they were forced to charge for new components. It may be true, but it ended the short era of “free” upgrades.

Will service-oriented architecture (SOA) replace ERP?

No. Every company needs a core transactional system that records the information from its most important business processes. But companies are realizing that ERP is shifting from being the sum total of their software architecture strategy to being a component of a larger strategy based on expressing technology as specific business services that business people can easily understand—such as “customer record” or “get credit rating,” for example—rather than arcane software applications like ERP.

The services strategy entails building an integration layer that is separate and distinct from any of the software applications—including ERP—in a company’s portfolio. The foundational piece—known as the messaging infrastructure—is like a good executive assistant—translating, routing and monitoring information from different systems without these systems needing to connect directly. Adding, changing or removing a system becomes a matter of modifying a single link, rather than ripping apart connections to all the different systems it may need to communicate with.

But while the messaging infrastructure makes connecting systems easier, it doesn’t free business processes from their mainframe prisons, or eliminate redundancies in applications, or provide any impetus to create a useful architecture. Indeed, a good messaging infrastructure can perpetuate the chaos by making it easier to deal with. 

Messaging has long lacked a higher purpose, a strategy. Service objects (or just plain “services”) are that strategy, and it is the second core piece of the integration layer. This is an old concept, based on object-oriented programming from the ‘80s. Services extract pieces of data and business logic from systems and databases around the company and bundle them together into chunks that are expressed in business terms.

At telecom company Verizon, for example, the service called “get CSR” (get customer service record) is a complex jumble of software actions and data and business logic extractions that uses Verizon’s messaging infrastructure to access more than 25 systems in as many as four data centers across the country. Before building the “get CSR” service, Verizon developers wanting to get at that critical lump of data would have to build links to all 25 systems—adding their own links on top of the web of links already hanging off the popular systems.

But with the “get CSR” service sitting in a central repository on Verizon’s intranet, those developers can now build a single link to the carefully crafted interface that wraps around the service using the Web services standard simple object access protocol (SOAP). Those 25 systems immediately line up and march, sending customer information to the new application and saving developers months, even years, of development time each time the service is used.

The most interesting new “feature” being developed by the ERP vendors today is the extent to which they will make their software part of a service SOA using their own homegrown integration software, known as middleware, and Web services so that customers can more easily link ERP with other types of software in the architecture. Each vendor has claimed fealty to the concept and each has its own vision of how to create an integration layer independent of its own software that is capable of linking to any other piece of software in the universe. But view their pronouncements skeptically because if they do it well they will eliminate an important piece of their competitive differentiation: dominance over the software acquisition process of their customers.

When CIOs call themselves a “SAP shop” or an “Oracle shop,” it’s because software from those companies dominates their architecture and new software from those providers works better with their existing code base than does code from other vendors. Vendors who make integration with their software truly universal eliminate the built-in advantage they have with existing customers. Some ways that vendors use their new middleware strategies to keep customers: The middleware is offered only to customers who upgrade to the latest version of ERP, or customers are charged a fee for using the middleware to link with software from another vendor.

How does ERP fit with e-commerce?

ERP vendors were not prepared for the onslaught of e-commerce. ERP is complex and not intended for public consumption. It assumes that the only people handling order information will be your employees, who are highly trained and comfortable with the tech jargon embedded in the software. But now customers and suppliers are demanding access to the same information your employees get through the ERP system—things such as order status, inventory levels and invoice reconciliation—except they want to get all this information simply, without all the ERP software jargon, through your website.

E-commerce means IT departments need to build two new channels of access into ERP systems—one for customers (otherwise known as business-to-consumer) and one for suppliers and partners (business-to-business). These two audiences want two different types of information from your ERP system. Consumers want order status and billing information, and suppliers and partners want just about everything else.

Traditional ERP vendors are having a hard time building the links between the Web and their software, though they certainly all realize that they must do it and have been working hard for years to develop it. The bottom line, however, is that companies with e-commerce ambitions face a lot of hard integration work to make their ERP systems available over the Web. For those companies that were smart—or lucky—enough to have bought their ERP systems from a vendor experienced in developing e-commerce wares, adding easily integrated applications from that same vendor can be a money-saving option. For those companies whose ERP systems came from vendors that are less experienced with e-commerce development, the best—and possibly only—option might be to have a combination of internal staff and consultants hack through a custom integration.

But no matter what the details are, solving the difficult problem of integrating ERP and e-commerce requires careful planning, which is key to getting integration off on the right track.

What is knowledge management (KM)?

Unfortunately, there's no universal definition of knowledge management (KM), just as there's no agreement as to what constitutes knowledge in the first place. For this reason, it's best to think of KM in the broadest context. Succinctly put, KM is the process through which organizations generate value from their intellectual and knowledge-based assets. Most often, generating value from such assets involves codifying what employees, partners and customers know, and sharing that information among employees, departments and even with other companies in an effort to devise best practices. It's important to note that the definition says nothing about technology; while KM is often facilitated by IT, technology by itself is not KM. 

Think of a golf caddie as a simplified example of a knowledge worker. Good caddies do more than carry clubs and track down wayward balls. When asked, a good caddie will give advice to golfers, such as, "The wind makes the ninth hole play 15 yards longer. " Accurate advice may lead to a bigger tip at the end of the day. On the flip side, the golfer — having derived a benefit from the caddie's advice — may be more likely to play that course again. If a good caddie is willing to share what he knows with other caddies, then they all may eventually earn bigger tips. How would KM work to make this happen? The caddie master may decide to reward caddies for sharing their tips by offering them credits for pro shop merchandise. Once the best advice is collected, the course manager would publish the information in notebooks (or make it available on PDAs), and distribute them to all the caddies. The end result of a well-designed KM program is that everyone wins. In this case, caddies get bigger tips and deals on merchandise, golfers play better because they benefit from the collective experience of caddies, and the course owners win because better scores lead to more repeat business. 

KM has assumed greater urgency in American business over the past few years as millions of baby boomers prepare to retire over the coming decade. Tens of millions of baby boomers turned 60 in 2005, so those of them who aren’t already retired are certainly planning to do so soon. And when they punch out for the last time, the knowledge they gleaned about their jobs, companies and industries over the course of their long careers walks out with them—unless companies take measures to retain their insights. In addition to an immanent mass retirement, the outsourcing trend has forced CIOs who have entered into outsourcing agreements address the thorny issue of transferring the knowledge of their full-time staff members, who are losing their jobs because of an outsourcing deal, to the outsourcer’s employees in order to smooth the transition to the newly restructured IT organization. 

What constitutes intellectual or knowledge-based assets?

Not all information is valuable. Therefore, it's up to individual companies to determine what information qualifies as intellectual and knowledge-based assets. In general, however, intellectual and knowledge-based assets fall into one of two categories: explicit or tacit. Included among the former are assets such as patents, trademarks, business plans, marketing research and customer lists. As a general rule of thumb, explicit knowledge consists of anything that can be documented, archived and codified, often with the help of IT. 

Much harder to grasp is the concept of tacit knowledge, or the know-how contained in people's heads. The challenge inherent with tacit knowledge is figuring out how to recognize, generate, share and manage it. While IT in the form of e-mail, groupware, instant messaging and related technologies can help facilitate the dissemination of tacit knowledge, identifying tacit knowledge in the first place is a major hurdle for most organizations. 

Besides using technology, how else can tacit knowledge be transferred?

Shadowing and joint-problem solving are two best practices for transferring or recreating tacit knowledge inside an organization. With shadowing, less experienced staff observe more experienced staff in their activities to learn how their more experienced counterparts approach their work. Dorothy Leonard and Walter Swap, two knowledge management experts, stress the importance of having the "protégé" discuss their observations with the "expert" in order to deepen their dialog and crystallize the knowledge transfer. 

Another sound approach that Leonard and Swift recommend is joint problem-solving by expert and novice. Since people are often unaware of how they approach problems or do their work and therefore can’t automatically generate step-by-step instructions for doing whatever they do, having them work together on a project will bring the expert’s approach to light. The difference between shadowing and joint problem solving is that shadowing is more passive. With joint problem-solving, the "expert" and the "novice" work hand-in-hand on a task. 

What benefits can companies expect from KM?

Some benefits of KM correlate directly to bottom-line savings, while others are more difficult to quantify. In today's information-driven economy, companies uncover the most opportunities — and ultimately derive the most value — from intellectual rather than physical assets. To get the most value from a company's intellectual assets, KM practitioners maintain that knowledge must be shared and serve as the foundation for collaboration. Yet better collaboration is not an end in itself; without an overarching business context, KM is meaningless at best and harmful at worst. Consequently, an effective KM program should help a company do one or more of the following:

· Foster innovation by encouraging the free flow of ideas 

· Improve customer service by streamlining response time 

· Boost revenues by getting products and services to market faster 

· Enhance employee retention rates by recognizing the value of employees' knowledge and rewarding them for it 

· Streamline operations and reduce costs by eliminating redundant or unnecessary processes

These are the most prevalent examples. A creative approach to KM can result in improved efficiency, higher productivity and increased revenues in practically any business function. 

Is there a best way to approach KM? 

Starting small is definitely less risky than taking a big-bang approach. With smaller projects, you have more control over the outcome, and small-scale failure won’t doom your entire effort. In addition, getting funding for a series of smaller projects is more feasible than getting funding for an enterprise wide initiative, especially if the benefits are hard to quantify. Starting small also allows you to build on your success. When embarking on a KM strategy, you should define the value you want to achieve from your KM initiative and establish at the outset metrics that will prove your success. Finally, a KM program should not be divorced from a business goal. While sharing best practices is a commendable idea, there must be an underlying business reason to do so. Without a solid business case, KM is a futile exercise. 

What are the challenges of KM?

Getting Employees on Board
The major problems that occur in KM usually result because companies ignore the people and cultural issues. In an environment where an individual's knowledge is valued and rewarded, establishing a culture that recognizes tacit knowledge and encourages employees to share it is critical. The need to sell the KM concept to employees shouldn't be underestimated; after all, in many cases employees are being asked to surrender their knowledge and experience — the very traits that make them valuable as individuals. 

KM Requires Ongoing Maintenance
As with many physical assets, the value of knowledge can erode over time. Since knowledge can get stale fast, the content in a KM program should be constantly updated, amended and deleted. What’s more, the relevance of knowledge at any given time changes, as do the skills of employees. Therefore, there is no endpoint to a KM program. Like product development, marketing and R&D, KM is a constantly evolving business practices. 

Dealing with a Data Deluge
Companies diligently need to be on the lookout for information overload. Quantity rarely equals quality, and KM is no exception. Indeed, the point of a KM program is to identify and disseminate knowledge gems from a sea of information

What technologies can support KM?

KM is not a technology-based concept. Don't be duped by software vendors touting their all-inclusive KM solutions. Companies that implement a centralized database system, electronic message board, Web portal or any other collaborative tool in the hope that they've established a KM program are wasting both their time and money. 

That being said, KM tools run the gamut from standard, off-the-shelf e-mail packages to sophisticated collaboration tools designed specifically to support community building and identity. Generally, tools fall into one or more of the following categories: knowledge repositories, expertise access tools, e-learning applications, discussion and chat technologies, synchronous interaction tools, and search and data mining tools. 

What is social network analysis (SNA) and how is it related to KM?

Companies that have been frustrated by traditional KM efforts are increasingly looking for ways to find out how knowledge flows through their organization, and SNA can show them just that. SNA is a process of mapping a group’s contacts (whether personal or professional) to identify who knows whom and who works with whom. In enterprises, it provides a clear picture of the ways that far flung employees and divisions work together and can help identify key experts in the organization who possess the knowledge needed to, say, solve a complicated programming problem or launch a new product. M&M maker Mars used SNA to identify how knowledge flows through its organizations, who holds influence, who gives the best advice and how employees share information. The Canadian government’s central IT unit used SNA to establish which skills it needed to retain and develop and to determine who, among the 40 percent of the workforce that was due to retire within five years, had the most important knowledge and experience to begin transferring to others. 

SNA isn’t a replacement for traditional KM tools such as knowledge databases or portals, but it can provide companies with a starting point for how best to proceed with KM initiatives. As a component to a larger KM strategy, SNA can help companies identify key leaders and then set up mechanism—such as communities of practice—so that those leaders can pass on their knowledge to colleagues. To identify experts in their organizations, companies can use software programs that track e-mail and other kinds of electronic communication to identify experts in their organizations. 

What is CRM?

CRM stands for Customer Relationship Management. It is a strategy used to learn more about customers' needs and behaviors in order to develop stronger relationships with them. Good customer relationships are at the heart of business success. There are many technological components to CRM, but thinking about CRM in primarily technological terms is a mistake. The more useful way to think about CRM is as a strategic process that will help you better understand your customers’ needs and how you can meet those needs and enhance your bottom line at the same time. This strategy depends on bringing together lots of pieces of information about customers and market trends so you can sell and market your products and services more effectively. 

What is the goal of CRM?

The idea of CRM is that it helps businesses use technology and human resources to gain insight into the behavior of customers and the value of those customers. With an effective CRM strategy, a business can increase revenues by: 

· providing services and products that are exactly what your customers want 

· offering better customer service 

· cross selling products more effectively 

· helping sales staff close deals faster 

· retaining existing customers and discovering new ones

That sounds rosy. How does it happen?

It doesn't happen by simply buying software and installing it. For CRM to be truly effective, an organization must first understand who its customers are and what their value is over a lifetime. The company must then determine what the needs of its customers are and how best to meet those needs. For example, many financial institutions keep track of customers' life stages in order to market appropriate banking products like mortgages or IRAs to them at the right time to fit their needs.

Next, the organization must look into all of the different ways information about customers comes into a business, where and how this data is stored and how it is currently used. One company, for instance, may interact with customers in a myriad of different ways including mail campaigns, Web sites, brick-and-mortar stores, call centers, mobile sales force staff and marketing and advertising efforts. CRM systems link up each of these points. This collected data flows between operational systems (like sales and inventory systems) and analytical systems that can help sort through these records for patterns. Company analysts can then comb through the data to obtain a holistic view of each customer and pinpoint areas where better services are needed. For example, if someone has a mortgage, a business loan, an IRA and a large commercial checking account with one bank, it behooves the bank to treat this person well each time it has any contact with him or her. 

Are there any indications of the need for a CRM project?

You need CRM when it is clear you don’t have an accurate view of who your customers are and what their needs or desires are or will be at any given stage in their lives. If you are losing customers to a competitor, that’s a clear indication that you should improve your understanding of your customers. 

How long will it take to get CRM in place?

It depends. If you decide to go with a hosted CRM solution from an application service provider and you are planning to use the software for a specific department like sales, the deployment should be relatively quick – perhaps 30-90 days. However, if you are deploying either a hosted application or an on-premise package (involving the purchase of software licenses upfront) on an enterprise-wide basis (that involves different departments like sales, marketing and operations), you should expect the implementation and training to take months, if not years. The time it takes to put together a well-conceived CRM project depends on the complexity of the project and its components and how well you manage the project. 

How much does CRM cost?

Again it depends. A hosted sales automation application can cost between $65 and $150 a month for a basic sales automation package. If you want more sophisticated functionality and a greater level of support, you pay a lot more. An enterprise on-premise CRM package can cost anywhere between several thousand to several millions of dollars, depending again on how many functions you purchase and how many computers or “seats” have access to the software. For instance, one company or department might purchase an email marketing management application or a salesforce automation application, while a larger firm might want to purchase an integrated package that includes a database as well as applications for marketing, sales and customer service and support (via call centers and online). Obviously, the integrated software package is much more expensive.

What are advantages of hosted or on-demand CRM vs. on-premise and vice versa?

In the last few years, the market for on-demand CRM has soared particularly among small and mid-sized companies, largely because of fears about the expense and complexity of large-scale on-premise CRM implementations. And indeed, on-demand CRM is often a good choice for companies that want to implement standard CRM processes, are able to use out-of-the-box data structures, with little or no internal IT support, and don’t require complex or real-time integration with back office systems. 

However, on-demand CRM software is not always as simple as the vendors would have you believe. For instance, customization can be problematic and hosted CRM vendors’ API tools cannot provide the degree of integration that is possible with on-site applications. Getting a hosted CRM system working shouldn’t take as long as a traditional software package, but larger and more complex rollouts can still take a year or more. And while the hosted option reduces the need for in-house technical support, upgrades can still sometimes be technically tricky. In addition, some companies with particularly sensitive customer data, such as those in financial services and health care, may not want to relinquish control of their data to a hosted third party for security reasons. As a result, AMR Research predicts that even by 2009, hosted CRM applications will account for only 12 percent of the total U.S. CRM market. 

What are the keys to successful CRM implentation?

· Develop your customer-focused strategy first before considering what kind of technology you need. 

· Break your CRM project down into manageable pieces by setting up pilot programs and short-term milestones. Start with a pilot project that incorporates all the necessary departments but is small enough and flexible enough to allow tinkering along the way. 

· Make sure your CRM plans include a scalable architecture framework. Think carefully about what is best for your enterprise: a solution that ties together “best of breed” software from several vendors via Web Services or an integrated package of software from one vendor. 

· Don't underestimate how much data you might collect (there will be LOTS) and make sure that if you need to expand systems you'll be able to. 

· Be thoughtful about what data is collected and stored. The impulse will be to grab and then store EVERY piece of data you can, but there is often no reason to store data. Storing useless data wastes time and money. 

What causes CRM projects to fail?

Many things. From the beginning, lack of a communication between everyone in the customer relationship chain can lead to an incomplete picture of the customer. Poor communication can lead to technology being implemented without proper support or buy-in from users. For example, if the sales force isn't completely sold on the system's benefits, they may not input the kind of demographic data that is essential to the program's success. One Fortune 500 company is on its fourth try at a CRM implementation, because it did not do a good job at getting buy-in from its sale force beforehand and then training sales staff once the software was available.

What industries are leading the way in CRM implementations?

As in most leading-edge technology implementations, the financial services and telecommunications industries set the pace in CRM. Other industries are on the CRM bandwagon include consumer goods makers and retailers and high tech firms.

Which industry is behind the curve?

Heavy manufacturing. As a rule, the further an industry is away from the end customer, the less important CRM is.
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