ERP IMPLEMENTATION AND FINANCIAL SYSTEMS: THE CFO'S COMPLETE GUIDE — A MASTERCLASS SERIES
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Vendor Selection: The Analytical
Framework for Choosing Right

Why vendor selection decisions are made emotionally and justified analytically — and how to reverse
that pattern with a rigorous, requirements-driven evaluation process
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WHAT YOU WILL LEARN AND WHY IT MATTERS

ERP vendor selection is one of the most consequential technology decisions a growth-stage company
makes, and it is one of the most consistently made for the wrong reasons. The most common vendor
selection outcome is the platform whose sales team was most effective at the executive relationship,
whose demonstration was most polished, and whose reference customers were most enthusiastic —
regardless of whether that platform most closely matches the documented requirements of the selecting
organization. This pattern is not irrational: vendor selection processes are genuinely complex, the
analytical work required to evaluate platforms against requirements is genuinely demanding, and
organizational dynamics favor the vendor whose champions within the organization are most vocal.

This part covers the analytical framework for reversing that pattern — for producing a vendor selection
decision that is genuinely grounded in requirements match, total cost of ownership analysis, and
organizational fit assessment rather than in the performance of the vendor sales team. The framework
does not eliminate judgment from the selection decision, nor should it — judgment about organizational fit,
vendor stability, and long-term partnership potential is genuinely important. But it ensures that the
judgment is applied to a rigorous analytical foundation rather than substituting for one.

DEFINING CRITERIA BEFORE SEEING DEMONSTRATIONS

The most important process discipline in vendor selection is defining the evaluation criteria before the
vendor demonstrations begin. This discipline prevents the most common form of analytical bias in vendor
selection: anchoring the evaluation criteria to the capabilities of the first vendor demonstrated, which
systematically advantages the vendor who presents first and disadvantages those whose capabilities do
not match the inadvertently anchored criteria.

The weighted evaluation framework establishes the criteria that will govern the selection decision, assigns
weights to each criterion that reflect the relative importance of each capability to the selecting
organization's requirements, and commits the evaluation team to applying those weights consistently
across all vendors evaluated. The criteria should be derived directly from the requirements document
produced in Part Four, organized into the major capability categories that the evaluation will assess.

A typical weighted evaluation framework for a growth-stage company ERP selection includes five to seven
major categories, each with a weight reflecting its importance to the organization's requirements. Financial
management capabilities — the core accounting, multi-entity, revenue recognition, and financial reporting
capabilities — typically receive the highest weight, reflecting their centrality to the primary purpose of the
system. Reporting and analytics capabilities receive a weight reflecting the organization's analytical
ambitions — organizations implementing a financial intelligence platform will weight this category more
heavily than those primarily implementing an accounting system. Integration capabilities receive a weight
reflecting the complexity of the integration requirements documented in Part Four. User experience and
adoption risk receive a weight reflecting the scope of the change management challenge. Total cost of
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ownership receives a weight reflecting the budget constraints of the organization. Vendor stability and
strategic alignment receives a weight reflecting the importance of long-term partnership confidence.

Within each major category, the framework should define the specific capabilities that will be evaluated
and the scoring scale that will be used — typically one to five, where one is does not meet requirements,
three is meets requirements adequately, and five is exceeds requirements significantly. The specific
scoring definitions should be documented before the evaluation begins, so that the scoring is applied
consistently across vendors and is not influenced by the relative impressiveness of each vendor's
presentation.

THE DEMONSTRATION PROCESS: SCRIPTED SCENARIOS VERSUS FREE EXPLORATION

The vendor demonstration process — the series of product demonstrations through which the evaluation
team assesses each vendor's capabilities against the defined criteria — is where the most significant
analytical risk in vendor selection resides. A vendor demonstration conducted without structure is
essentially a performance review of the vendor's sales team: it measures how effectively the sales team
can present their platform's strongest features, not how well the platform addresses the evaluation
organization's specific requirements.

The scripted demonstration process replaces vendor-controlled presentations with evaluation-controlled
scenarios that require each vendor to demonstrate their platform's handling of the specific business
situations most relevant to the requirements document. The scripted scenarios are developed by the
evaluation team from the requirements document, designed to reveal how each vendor's platform handles
the capabilities most important to the organization's needs.

A scripted demonstration scenario for a growth-stage SaaS company might include: demonstrate how the
system handles a contract modification that changes the standalone selling prices allocated across
performance obligations and requires retroactive revenue adjustment under ASC 606. Demonstrate how
the system consolidates the financial results of three legal entities in different currencies with
intercompany transactions that must be eliminated. Demonstrate how a finance analyst can produce a
customer profitability report that combines revenue data from the billing system, cost of service data from
the ERP, and customer acquisition cost data from the marketing attribution system.

Each scenario should be evaluated against the specific capability criteria from the weighted evaluation
framework, and the scores should be documented immediately after each scenario demonstration while
the observation is fresh. The evaluation team — ideally three to five people with diverse perspectives
including finance leadership, finance operations, IT, and a business partner — should score each scenario
independently before discussing their assessments, to prevent the social dynamics of the evaluation from
influencing individual scores toward a consensus that may not reflect genuine capability assessment.
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The free exploration component of the demonstration — time for the evaluation team to ask questions and
probe specific capabilities without a scripted scenario — should be scheduled after the scripted scenarios,
not before. Free exploration after scripted scenarios allows the evaluation team to investigate specific
capabilities or gaps revealed by the scenario demonstrations, while preventing the free exploration from
anchoring the evaluation criteria to the vendor's chosen demonstration path.

REFERENCE CHECK DISCIPLINE

Reference checks are the most powerful and most consistently underutilized source of information in ERP
vendor selection. A well-conducted reference check with a current customer who implemented the same
modules at a similar scale provides more relevant information about actual implementation outcomes than
any demonstration, analyst report, or vendor briefing. Most vendor selection processes include reference
checks as a pro forma step — a conversation with vendor-supplied references who have been prepared to
provide positive assessments — rather than as a rigorous analytical inquiry.

The reference check discipline that produces genuinely useful information requires three elements. The
first is reference selection independence: the evaluation team should select reference customers from the
vendor's publicly disclosed customer list, based on the criteria of similar size, industry, implementation
scope, and implementation timeline, rather than accepting the vendor-supplied list of enthusiastic
references. Independent reference selection reveals a more representative picture of actual
implementation outcomes than the vendor-curated list.

The second element is structured questioning: the reference check conversation should follow a
structured questionnaire rather than an open-ended discussion, to ensure that the same information is
gathered from every reference and that the most important questions are not inadvertently omitted. The
key question areas include: how did the actual total cost of ownership compare to the vendor's initial cost
estimate, how did the actual implementation timeline compare to the vendor's timeline proposal, what was
the most significant implementation challenge and how was it addressed, what analytical capabilities is the
organization currently using that it could not use before the implementation, and what is the single most
significant limitation of the platform that the organization has discovered in production use?

The third element is implementation team follow-up: in addition to the business stakeholder reference
check, the evaluation team should request a technical reference check with the IT or systems professional
at the reference organization who managed the implementation. Technical reference checks reveal the
integration challenges, the data migration complexity, and the ongoing administration burden that
business stakeholder reference checks frequently understate, because business stakeholders are
typically less aware of the technical implementation challenges than the IT professionals who managed
them.
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PRICING MODEL ANALYSIS

ERP pricing models have become more complex over the past decade, and the analysis required to
produce an accurate total cost of ownership comparison across vendors requires more careful
deconstruction of the pricing model than most evaluation teams apply. The headline subscription cost —
the annual per-user or per-module fee that vendors typically lead with in pricing discussions — is rarely
the most important determinant of the total cost of ownership over the implementation's useful life.

The components of ERP pricing that most frequently produce budget surprises are module pricing — the
additional license fees for modules beyond the base package that are required to meet the
implementation's functional requirements — transaction volume pricing — additional fees triggered when
transaction volumes exceed the base package allowances — integration costs — fees for API
connections, integration middleware, or additional data storage required for the integration architecture —
and implementation services pricing — the vendor's or partner's fee structure for the implementation
project.

The most important pricing analysis discipline is to require each vendor to provide a complete total cost of
ownership proposal for the specific implementation scope documented in the requirements, not just a list
price for their base product. The TCO proposal should specify every fee the organization will pay over a
five-year period — the base subscription, all required modules, all applicable transaction volume fees at
the projected growth trajectory, all integration costs, and the vendor's implementation services estimate.
Comparing vendors on the basis of a complete TCO analysis reveals cost differences that the base
subscription pricing obscures.

Contract negotiation with ERP vendors follows predictable patterns because the vendors have conducted
thousands of similar negotiations and understand the leverage points that most customers attempt to use.
The most consistently available negotiating leverage is competitive pressure — the credible indication that
the organization is seriously evaluating an alternative vendor — particularly near the end of a vendor's
fiscal quarter, when sales quotas create pressure to close deals. The contractual terms most worth
negotiating are price protection for future subscription increases, the scope of the implementation services
commitment in the statement of work, and the payment milestone structure that aligns payments with
deliverable completion rather than timeline.

THE SELECTION DECISION AND GOVERNANCE

The vendor selection decision should be made through a formal decision process that documents the
analytical basis for the decision and creates organizational alignment around the chosen vendor before
the implementation begins. The most common failure in vendor selection governance is the decision that
is effectively made by one or two influential stakeholders — typically the CFO or the CIO — before the
evaluation process produces a formal recommendation, leaving the rest of the evaluation team feeling that
the process was a formality rather than a genuine analytical exercise.
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The formal selection recommendation should present the weighted evaluation scores for each vendor, the
total cost of ownership comparison, the risk assessment of each vendor's implementation approach, and
the specific requirements match analysis that reveals which vendor best addresses the must-have
requirements defined in Part Four. The recommendation should be honest about the tradeoffs — no
vendor will score highest on every evaluation dimension — and should explain why the recommended
vendor's advantages outweigh the identified limitations for this specific organization's requirements.

The selection decision memo — a one to two page document that summarizes the evaluation
methodology, the vendor assessment, the key selection rationale, and the implementation risks — should
be distributed to the full evaluation team and to the executive sponsor before the vendor contract is
signed. This distribution gives all evaluation participants the opportunity to raise concerns before the
selection is finalized and creates an organizational record of the analytical basis for the decision that can
be referenced if implementation challenges arise.

The negotiation of the vendor contract should be completed before the evaluation formally concludes —
not after the vendor has been publicly selected, when the organization's negotiating leverage has been
eliminated by the public commitment. Negotiating in parallel with the final evaluation stages — running the
contract negotiation with the top two or three vendors simultaneously until the final selection is made —
preserves the competitive dynamic that provides leverage and produces better contractual terms.

ACTIONS TO TAKE IN THE NEXT THIRTY DAYS

The following actions will build the vendor selection analytical foundation before the formal evaluation
process begins.

The first action is to develop the weighted evaluation framework based on the requirements document
produced in Part Four. Define the five to seven major evaluation categories, assign weights to each that
reflect the relative importance of each capability to the organization's requirements, and define the specific
capabilities within each category that will be evaluated with their associated scoring criteria. Completing
this work before any vendor is engaged prevents the evaluation criteria from being anchored to the first
vendor's capabilities.

The second action is to develop the scripted demonstration scenarios that will be used to assess each
vendor's capabilities against the most important requirements. Develop at minimum five scenarios, each
designed to reveal how the vendor's platform handles a specific business situation from the requirements
document. Test the scenarios with your implementation partner or a trusted technology advisor before
using them in vendor demonstrations to ensure they are technically feasible and analytically revealing.

The third action is to build the reference customer outreach plan. Using the vendor's publicly disclosed
customer lists, identify five to eight reference customers for each vendor you are seriously evaluating —
customers of similar size, industry, and implementation scope. Initiate outreach to these customers now,
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before the formal evaluation process begins, so that the reference check conversations can be conducted
alongside the vendor demonstrations rather than after the evaluation has already converged on a
preference.

The fourth action is to prepare the TCO analysis template that will be used to compare vendor pricing.
Define the cost categories and the time horizon — five years is typically appropriate — and develop the
volume assumptions that will drive the transaction volume pricing components. Share the template with
each vendor as part of the initial request for proposal, so that all vendors respond with cost estimates in a
consistent format that enables direct comparison.
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CLOSING PERSPECTIVE

The vendor selection decision is one of the most consequential decisions in the ERP process, and the
analytical discipline of requirements-driven evaluation rather than demonstration-performance evaluation
is what makes it a sound one. The investment in developing the weighted evaluation framework, the
scripted demonstration scenarios, the independent reference check process, and the complete TCO
analysis is what separates selection processes that identify the best platform for the specific organization
from those that identify the vendor with the most effective sales team.

The platform selected through this process will be the analytical foundation of the finance function for five
to ten years. The analytical rigor of the selection decision is proportionate to that duration and
consequence.

eFuturesCFO.com Page 9 Confidential — For Professional Use



ERP Implementation and Financial Systems: The CFO's Complete Guide Part 5: Vendor Selection: The Analytical Framework fo

COMING NEXT IN THE SERIES

Part 6 — Implementation Partner Selection: The Decision That Determines Outcomes

Part Six covers the implementation partner selection decision — the choice that most directly determines
whether the implementation delivers its projected value. It covers the types of implementation partners,
how to evaluate methodology and project governance, the critical team composition question, statement of
work negotiation, and managing the partner relationship through a long and complex project.
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