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WHAT YOU WILL LEARN AND WHY IT MATTERS

The ERP business case is the analytical document that justifies the investment of capital, time, and

organizational disruption that a major financial systems implementation requires. It is also, in most

organizations, the analytical document that is most consistently and most consequentially mishandled in

the ERP process. The majority of ERP business cases are assembled rather than built — they compile

vendor-supplied ROI statistics, apply generic efficiency improvement percentages to current headcount

costs, and present total cost of ownership figures that omit the most significant cost categories. The result

is a business case that earns board approval on the basis of optimistic assumptions rather than rigorous

analysis, setting up the expectation management problems that plague most ERP implementations from

the moment the project begins.

This part covers the construction of a genuine ERP business case from first principles: how to quantify the

real cost of the current state in terms specific to your organization, how to identify and value the five

categories of ERP benefit with analytical rigor rather than vendor benchmarks, how to build a total cost of

ownership model that captures what most business cases omit, and how to present the investment to a

board that is inclined to view ERP as an IT cost center rather than as a financial intelligence investment.

WHY MOST ERP BUSINESS CASES ARE ASSEMBLED RATHER THAN BUILT

The assembled business case is a recognizable genre in enterprise software procurement. It typically

begins with a vendor-supplied ROI analysis — a model built on industry benchmarks showing that

companies implementing the proposed platform achieve average efficiency improvements of twenty-five

percent in finance operations, close cycles twenty percent faster, and reduce headcount requirements by

fifteen percent. These benchmarks are then applied to the organization's current financial metrics to

produce an implied benefit number that, when compared to the proposed implementation cost, yields an

attractive payback period and IRR.

The problem with this approach is that vendor-supplied benchmarks describe average outcomes across

all implementations of a platform — including the ones that were implemented thoughtfully by

well-prepared organizations and the ones that were implemented poorly by unprepared ones. The

benchmark does not describe the likely outcome for this specific organization in its specific context. An

organization with an already efficient finance function that is implementing an ERP primarily for

compliance and scalability reasons will achieve much smaller efficiency gains than an organization with a

highly manual, error-prone current state. Applying the average benchmark to both produces a business

case that is accurate for neither.

The assembled business case also typically relies on soft benefits — improvements in decision quality,

risk reduction, employee satisfaction — that are genuinely real but that cannot be verified after

implementation because they were never defined with sufficient precision to be measurable. When the

board asks, twelve months after go-live, whether the ERP delivered the value the business case



ERP Implementation and Financial Systems: The CFO's Complete Guide Part 2: The Business Case: Connecting ERP Investment 

Page 4eFuturesCFO.com Confidential — For Professional Use

projected, the assembled business case provides no means of answering the question, because the

benefits were never defined in terms that are verifiable.

The alternative is the built business case — one that starts from a rigorous analysis of the organization's

specific current state costs and limitations, identifies the specific operational improvements that the new

system will enable in this organization's context, translates those improvements into financial benefits

using organization-specific data rather than industry benchmarks, and defines the benefits in measurable

terms that allow the business case to be validated after implementation. This built business case takes

significantly more analytical effort than the assembled version. It also produces significantly more credible

results, sets more realistic expectations, and provides the accountability framework that prevents the

value realization gaps that most ERP implementations experience.

QUANTIFYING THE COST OF THE CURRENT STATE

The most analytically powerful element of a rigorous ERP business case is the current state cost analysis

— the precise quantification of what the organization is currently paying, in direct costs and productivity

losses, for the limitations of its existing financial systems. This analysis transforms the ERP investment

from an abstract technology expenditure into a solution to a specific, quantified business problem.

The current state cost analysis has four components. The first is the analyst time cost of manual

workarounds. For each significant spreadsheet workaround, manual data assembly process, or

reconciliation activity in the current finance function, estimate the hours per period required and multiply by

the fully-loaded hourly cost of the analysts performing the work. In most organizations with inadequate

financial systems, this analysis reveals that a significant fraction of the FP&A; team's time — often twenty

to forty percent — is consumed by data assembly and reconciliation activities that a better system would

automate. At fully-loaded annual costs of two hundred to three hundred thousand dollars per analyst, the

annual cost of this manual work is often in the range of half a million to two million dollars for a mid-sized

finance team.

The second component is the close time cost. A slow financial close — taking more than five business

days for the monthly close, or more than fifteen business days for the quarterly close — imposes a cost in

two forms. First, the direct cost of the additional finance team time required for a slower close. Second, the

opportunity cost of the management time consumed by the close process — the CFO, controllers, and

business partners who are engaged in the close and unavailable for analytical and advisory work during

that period. Estimating both costs and comparing them to the industry benchmark for close time with a

modern, well-implemented ERP produces a quantified close acceleration benefit.

The third component is the error correction cost. Manual data entry, complex spreadsheet models, and

disconnected systems all generate errors — mispostings, formula errors, data import failures — that must

be identified and corrected. Estimate the average number of significant financial errors per quarter, the

average time required to identify and correct each error, and the fully-loaded cost of the people involved.
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For organizations with highly manual processes, this cost is frequently larger than it appears: each error

requires not only correction but investigation, documentation, and in some cases re-running downstream

reports and analyses that were based on the incorrect data.

The fourth component is the compliance and audit risk cost. Inadequate financial systems create

compliance risks — the risk of errors in financial statements, the risk of control deficiencies that external

auditors will identify, the risk of regulatory violations in areas such as revenue recognition, expense

reporting, or payroll. Quantifying this risk component requires estimating the probability and magnitude of

adverse audit findings or regulatory actions under the current system state, which is inherently

judgment-dependent but which can be informed by the history of audit findings in prior periods and by the

organization's current compliance posture.

THE FIVE CATEGORIES OF ERP VALUE

ERP value is generated through five distinct mechanisms, each of which should be analyzed separately in

a rigorous business case because they have different quantification approaches, different realization

timelines, and different probability-weighted expected values.

The first category is efficiency value: the reduction in the time and cost of performing financial processes

that the new system enables through automation, workflow improvement, and elimination of manual

workarounds. Efficiency value is the most directly quantifiable ERP value category because it can be

estimated from the current state cost analysis and from benchmarks for process performance on the new

platform. It is also the most reliable value category — efficiency improvements that come from automating

manual processes are less dependent on organizational behavior change than the other value categories

and therefore more predictable in their realization.

The second category is accuracy value: the improvement in financial data quality that comes from

replacing manual processes with automated, system-enforced processes. Accuracy value is realized

through reduced error correction costs, improved audit outcomes, and reduced compliance risk. It is

quantifiable through the error correction cost component of the current state analysis and through the

actuarial assessment of compliance risk reduction.

The third category is visibility value: the improvement in management decision quality that comes from

having better, faster, more granular financial information available. Visibility value is the most significant

value category for organizations that currently have poor analytical capability, because the decisions

improved by better financial visibility — capital allocation, pricing, cost management, growth investment —

are the decisions with the largest financial consequences. It is also the most difficult value category to

quantify precisely, because the improvement in decision quality is real but the connection between specific

decision improvements and specific financial outcomes is indirect and delayed.
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The fourth category is compliance value: the reduction in regulatory, legal, and contractual risk that comes

from operating a more controlled, auditable financial system. For organizations facing revenue recognition

complexity, multi-jurisdictional tax requirements, or audit scrutiny, this value category can be substantial. It

is quantifiable through the probability-weighted expected cost of the specific compliance failures that the

current system makes more likely.

The fifth category is scalability value: the economic benefit of being able to grow the business without

proportional growth in the finance team headcount. A modern ERP that can handle significantly higher

transaction volumes, more complex organizational structures, and more jurisdictions without requiring

proportional headcount growth represents a genuine economic advantage relative to a legacy system that

scales primarily through headcount addition. Scalability value is most significant for rapidly growing

companies where the difference between a scalable and a non-scalable system translates directly into

finance headcount and therefore finance cost.

THE TOTAL COST OF OWNERSHIP MODEL

The total cost of ownership calculation is the most consistently incomplete element of ERP business

cases. Most business cases present a TCO that includes software licensing or subscription costs and

implementation services costs, and little else. The actual TCO of an ERP implementation is typically thirty

to fifty percent higher than these two components alone, and the omitted costs are precisely the ones

most likely to create budget surprises during the implementation.

The complete TCO model has six components. The first is software cost: the annual subscription or

licensing cost for the ERP platform and all modules required to support the planned implementation

scope, including any premium tiers required for the specific features included in the requirements.

Software cost is typically the most visible TCO component and the one most carefully negotiated during

the vendor selection process.

The second is implementation services cost: the fees paid to the implementation partner for the project

management, system configuration, data migration, integration development, and testing activities

required to go live. Implementation services typically represent the largest single TCO component for a

new ERP implementation, commonly running two to four times the annual software cost for a mid-market

implementation.

The third is internal resource cost: the value of the internal team time consumed by the implementation —

the project manager, the subject matter experts from finance and operations who participate in design

workshops and testing, the IT staff who manage the technical infrastructure, and the executive sponsors

who provide governance. This cost is frequently omitted from business cases because it represents the

redeployment of existing headcount rather than new spending, but it is a real cost in the form of the

opportunity cost of the work those people would otherwise be doing. For most mid-market ERP

implementations, internal resource cost represents ten to twenty-five percent of the implementation
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services cost.

The fourth component is data migration cost: the internal and external effort required to extract, cleanse,

transform, and validate data for migration from the legacy system to the new platform. Data migration is

consistently underestimated in ERP budgets because the full extent of the data quality remediation

required is not visible until the migration project begins. Budgeting fifteen to twenty percent of the

implementation services cost for data migration and treating that as a minimum rather than a target is a

more reliable approach than attempting to estimate the actual migration effort before the data quality

assessment has been conducted.

The fifth component is training cost: the cost of developing training materials, delivering training sessions,

and sustaining the super-user network that keeps user capability current after go-live. Training is another

component frequently underbudgeted, particularly for organizations implementing a platform that

represents a significant change from the current system. Users who are not trained effectively will either

use the new system incorrectly — creating data quality problems — or revert to manual workarounds —

defeating the purpose of the implementation.

The sixth component is ongoing support and administration cost: the annual cost of maintaining the ERP

platform after go-live, including system administration, configuration management, user support, and the

periodic upgrades required to maintain the platform at a current release. For cloud-based platforms, this

cost is partially included in the subscription fee, but it also includes internal administration time and the

periodic engagement of the implementation partner for enhancement projects.

BUILDING THE ROI MODEL

The ROI model for an ERP implementation combines the total cost of ownership with the quantified benefit

analysis to produce the standard investment evaluation metrics: payback period, NPV at the appropriate

discount rate, and IRR. The construction of this model follows the same investment case framework

described in the Capital Allocation series, applied to the specific value categories and cost components of

the ERP investment.

The benefit timeline is the most important and most frequently mishandled element of the ERP ROI model.

ERP benefits are not realized immediately upon go-live — they are realized gradually as the organization

learns to use the new system, as the process changes required by the new system become embedded in

organizational practice, and as the analytical capabilities the new system enables are developed and

deployed. Modeling benefits as if they begin at full value on the day of go-live produces a systematically

optimistic ROI calculation. A more realistic benefit timeline assumes that efficiency benefits begin at

approximately fifty percent of full value in the first six months after go-live and ramp to full value over

twelve to eighteen months as adoption matures, while visibility and decision quality benefits ramp even

more slowly as the finance team develops the analytical practices that the new data makes possible.
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The sensitivity analysis for the ERP ROI model should focus on the two or three assumptions with the

largest impact on the payback period and NPV. For most ERP business cases, these are the

implementation timeline — project delays extend the period before benefits begin to accrue, often the

most material ROI sensitivity — the adoption rate — lower-than-expected user adoption reduces the

efficiency and accuracy benefits — and the scope of deployment — a narrower scope than planned

reduces the benefit base. Presenting the ROI calculation under a realistic downside scenario — a

six-month implementation delay, seventy-five percent adoption rate, and twenty percent scope reduction

— alongside the base case gives the board a more accurate picture of the risk-adjusted return than the

base case alone.

PRESENTING THE BUSINESS CASE TO THE BOARD

The board presentation of the ERP business case faces a specific communication challenge that most

other investment cases do not: the board members most likely to be skeptical are those whose prior

experience with ERP implementations has been characterized by cost overruns, timeline extensions, and

benefit shortfalls. That experience is common enough that ERP skepticism is a rational prior belief rather

than a bias to be overcome.

The most effective ERP business case board presentation addresses this skepticism directly and

analytically rather than avoiding it. It begins with the honest acknowledgment that ERP implementations

have a high failure rate, identifies the specific organizational and governance factors that most commonly

cause failure, and explains specifically how the proposed implementation is designed to address each of

those factors. This approach signals analytical maturity and organizational self-awareness, which is more

persuasive to a sophisticated board than a presentation that ignores the risk context in which the

investment is being proposed.

The financial section of the board presentation should present the current state cost analysis first — the

annual cost of the current system's limitations in specific, organizational-data-driven terms — before

presenting the projected benefits of the new system. This sequencing frames the ERP investment as a

solution to a quantified problem rather than as an aspirational technology upgrade, which changes the

framing of the board conversation from should we invest to can we afford not to invest.

The risk section should present the three to five most significant implementation risks with specific

probability estimates and specific mitigation plans. The board is not evaluating only whether the base case

ROI is attractive — they are evaluating whether the governance and risk management capability of the

management team is sufficient to make the base case outcome more likely than the failure outcome. A

risk section that demonstrates genuine analytical engagement with the implementation risks, rather than

generic assurances about implementation expertise, is more persuasive to a board that has seen ERP

projects go wrong than one that minimizes the risk discussion.
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ACTIONS TO TAKE IN THE NEXT THIRTY DAYS

The following actions will build the analytical foundation for a rigorous ERP business case, whether the

implementation is imminent or under consideration for the future.

The first action is to conduct the current state cost analysis described in this part. Survey the finance team

to estimate the time spent on manual workarounds, data assembly, and reconciliation activities. Calculate

the fully-loaded cost of that time. Review the error log from the past four quarters to estimate the error

correction cost. Assess the audit findings and compliance issues from the past two years to estimate the

compliance risk cost. Aggregate these components into a current annual cost of the current system's

limitations. For most organizations, this number will be larger than any prior estimate, and it will be the

most persuasive single number in the ERP business case.

The second action is to define the specific, measurable success criteria for the ERP initiative before any

vendor is engaged. What specific analytical capabilities must the new system provide? What specific

process improvements are expected? What specific metrics — close time, error rate, reporting latency —

will be used to evaluate whether the implementation delivered its intended value? Defining these criteria

before the vendor engagement begins prevents the scope negotiation that leads to delivered systems that

technically work but do not deliver the business outcomes that justified the investment.

The third action is to request that any ERP vendor currently in discussion provide a reference list of

customers of similar size, industry, and complexity who have implemented the same modules you are

considering, and conduct structured reference checks with at least three of those customers before any

contract is signed. The reference check questions should focus specifically on the gap between the

business case projections and the actual outcomes achieved, and on the specific challenges the reference

customer encountered that were not visible at the time of the investment decision.

The fourth action is to review the business case for any ERP implementation your organization has

completed in the past five years against the actual outcomes achieved. Calculate the variance between

projected and actual benefits in each category, identify the most significant sources of benefit shortfall,

and assess whether those shortfalls were caused by optimistic assumptions in the business case or by

execution failures in the implementation. This retrospective will calibrate the benefit assumptions in any

future business case with organizational-specific data rather than industry benchmarks.
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CLOSING PERSPECTIVE

The ERP business case is the analytical foundation of the entire implementation project. A business case

built on rigorous current state analysis, organization-specific benefit quantification, complete total cost of

ownership, and honest risk assessment will produce better implementation decisions, set more realistic

expectations, and create the value accountability framework that most ERP projects lack.

The investment in building the business case rigorously — rather than assembling it from vendor

benchmarks and generic efficiency estimates — is one of the highest-return analytical activities available

in the ERP process. It takes more time and more organizational self-examination than the assembled

alternative. It also produces a business case that the board will trust, that the implementation team will be

accountable to, and that the CFO can defend to investors and board members throughout the multi-year

implementation journey.
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COMING NEXT IN THE SERIES

Part 3 — Understanding the ERP Landscape: Platforms, Architecture, and What Has

Changed

Part Three maps the modern ERP landscape for growth-stage companies — the major platforms by

company stage, the composable ERP model and when best-of-breed outperforms an integrated suite,

API-first architecture and what it means for financial systems integration, and how AI is genuinely

changing ERP capabilities versus what remains vendor marketing.
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