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E-business I ntegration: ERP systems

Lect. Razvan Daniel ZOTA, PhD.
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A major buzzword nowadays, e-business represents the new trend of the business. In order to
become or to remain competitive as a business in the industry or in another field of activity,
all the businesses have to become “ €” .

An important part of a true ebusiness is made of so-called ERP systems. It is very important
for the businesses in our country to understand the concepts and terms of e-business and to
start applying them. If most of the foreign representatives of the enterprise companies in our
country already use such systems (to integrate the business in Romania with their head cor-
porate) it is time for our domestic companies to start use the new technologies we can find in
e-business integration. This article offer a short but concise perspective about ERP systems

used today in e-business all over the world.
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-business basics

First of al, a few words about e
business. a buzzword nowadays, e-busi-
ness is most about business. But a superior
business, integrated with the new digital
technologies brought to us by the IT&C
(Information Technology and Communica-
tions) industry inthe new Internet era.
The integrated ebusinesses nowadays i+
clude:
=  Supply Chain Management (SCM) sys-
tems;

= Customer Relations Management
(CRM) systems;

» Enterprise Resource Planning (ERP)
systems,

= E-procurement systems;

* E- market systems (e-commerce).

We will focus in this article on the ERP
systems, which are integrated e-business
systems dedicated to improve the concept
of business and the digital integration of
the businesses in the new terms of the
businesses today.

Enterprise Resource Planning basics
and short history

While ERP had its origins in manufactu-
ing and production planning systems, the
scope of ERP offerings expanded in the
mid-1990's to include other "back-office"
functions such as financial management,

asset management, order management and
human resources management.

Enterprise Resources Planning represent
the latest phase in over 40 years of evolu-
tion of business management techniques
integrated with digitization. Up through the
1960's, business had to rely on traditional
inventory management concepts, Reorder
Point (ROP) and Economic Order Quantity
(EOQ) being the most commonly known.
The next evolutionary phases were: Mate-
rial Requirements Planning (MRP), Closed
Loop MRP (Capacity Requirements Plan-
ning) and Manufacturing Resource Plan
ning (MRP 1) developed from the 1970’s.

In the 1980's, the concept of Manufactu-
ing Resources Planning (MRP 11) evolved
as an enhancement to MRP and Closed
Loop MRP by integrating other manufac-
turing company's resources, particularly
shop floor, accounting and distribution
management. In the 1990s, MRP Il was
further extended to cover areas like engi-
neering, finance, human resources, project
management, etc. (the comprehensive
breadth of activities within any business
enterprise).

Therefore, the new acronym ERP was
coined to reflect the fact that these com-
puterized systems had evolved well be-
yond their origins as inventory transaction
and cost accounting systems. The range of
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functionality of ERP systems has further
expanded in recent years to include more
applications, such as grants management,
marketing automation, electronic com-
merce, student systems and supply chain
systems.

ERP definition

APICS defines ERP as follows: “An &-
counting-oriented information system for
identifying and planning the enterprise-
wide resources needed to take, make, ship,
and account for customer orders. An ERP
system differs from the typica MRPII sys-
tem in technica requirements such as
graphical user interface (GUI), relational
database management system (RDBMYS),
use of fourth-generation language (4GL),
and computer-aided software engineering
(CASE) tools in development, client/server
architecture, and opentsystem portability.”

ERP concepts and functional scope

ERP systems nowadays can be seen as the
backbones of ebusiness. All magor com-
panies run ERP systems in order to stay
competitive or/and to stay in business. The
old days when was dealing with immense
paper work, folders, copy- machines should
be gone and all the work (or, at least the
magjority of it) must be done using an ERP
system. The relative wide spread of ERP
software businesses today made the sys
tems available not only for the big compa-
nies (enterprises) but also for small-
medium ones.

ERP systems today group all traditional
company management functions (finance,
sales, manufacturing, human resources)
and include many solutions that were for-
merly considered peripheral (product data
management (PDM), warehouse manage-

" APICS—The Educational Society for Resource
Management is a not-for-profit international edu-
cational organization respected throughout the
world for its education and professional certifica-
tion programs. APICS certification programs,
training tools, and networking opportunities in-
crease workplace performance. For more informe-
tion, see: http://www.apics.org/

ment, manufacturing execution system
(MES), etc.). While during the last years
the functional perimeter of ERP systems
began an expansion into its adjacent mar-
kets, such as supply chain management
(SCM), customer relationship management
(CRM), business intelligence/data ware-
housing, the scope of this article is limited
to the traditional ERP touches in the terms
of finance, materials planning, and human
resources.

We may say that are three major functional
areas of an ERP system:

=  Manufacturing & Logistics

= Finance & Accounting

* Human Resources & Payroll.

Manufacturing & Logistics(M&L)

M&L includes a wide group of applica
tions designed for planning production,
taking orders, and delivering products to
the customer. The most common modules
and their main functions are:

=  Operations planning - Performs capac-
ity (production) planning and creates a
daily production schedule for a company's
manufacturing plants. It involves also fore-
casting, production scheduling and mate-
rial planning.

= Engineering — it is the ability to inte-
grate at the engineering level to ensure ac-
curate updated product information.

= Procurement management — It is how
to control the puchasing of raw materias
needed to build products, also managing
the inventory stocks.

= Order entry and processing - Auto-
mates the data entry process of customer
orders and keeps track of the status of a-
ders.

= Warehouse management - Maintains
records of warehoused goods and proc-
esses movement of products through ware-
houses.

= Distribution management - Arranges,
schedules, and monitors delivery of prod-
ucts to customers via trucks, trains, and
other transport means.



60

Economy Informatics, no. 1/2002

» Project management - Monitors costs
and work schedules on a project-by-project
basis.

» Customer service management — Helps
administering installed-base  service
agreements and checks contracts and war-
ranties when customers call for help.

Finance & Accounting (F&A)

Most common modules in F&A and their
main functions are:

= Accounts receivable - Tracks payments
due to a company from its customers. It
contains tools to control and expedite the
receipt of money from the entry of a sales
order to posting payments received.

= Accounts payable - Schedules bill
payments to suppliers and distributors, and
keeps accurate information about owed
money, due dates, and available discounts.

» Budgeting - Involves budgetary con
trols, budget accounting, budget develop-
ment, and budget allocation.

» Cash management - Represents the ca
pability of the system to record cash
charges or deposits, recording of cash
payments and receipts, cash projection re-
porting, calculation of expected cash
uses/sources, current cash availability, etc.

» Financial consolidation - Enables indi-
vidual business units to view their financia
information, while parent companies can
roll up al business subsidiaries and view
the consolidated information.

» Fixed assets - Manages depreciation
and other costs associated with tangible as-
sets such as buildings, property, and
equipment.

» General ledger — Helps keeping cen
tralized charts of accounts and corporate
financial balances. It sypports all aspects
of the business accounting process. In this
module, financial accounting transactions
are posted, processed, summarized, re-
ported and also, maintaining a complete
audit trail of transactions.

= Treasury management - Monitors and
analyzes cash holdings, financial deals,
and investment risks.

Human Resources & Payroll (HR& P)
HR&P involves the applications for han-
dling personnel-related tasks for corporate
managers and individual employees. The
most common modules and their main
functions are:

= Human resources administration -
Provides automatization of the personnel
management processes including recruit-
ment, business travel, and vacation allot-
ments.

= Payroll - Manages accounting and
preparation of checks related to employee
salaries, wages, and bonuses.

= Benefits - Handles a diverse range of
benefit plans including health and medical,
life and supplemental life insurance, acci-
dental death and dismemberment (AD&D),
disability plans, flexible berefits, stock
plans, retirement plans, and leave plans
such as vacation and sick leave accruals.

= SHdf-service HR - Lets workers change
their personal information and benefit allo-
cations online without having to send
forms to human resources.

Motivation for using ERP

The scope of ERP financial functionality
has been increasingly going beyond tradi-
tional transactional business functions by
enabling organizations to celiver rea-time
performance analysis directly on the desk-
tops of CEO’'s, CFO's and general busi-
ness managers.

We may say that the three major reasons
why companies undertake deployment of
ERP applications are:

= To integrate financial data - As the
CEO tries to understand the company's
overall performance; he/she may find
many different versions of the truth. Fi-
nance may have its own set of revenue
numbers, while sales has another version,
and the different business units may each
have their own versions of how much they
contributed to revenues. The ERP system
creates a single version of the truth that
cannot be questioned because everyone is
accessing the same repository of data.
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= To standardize manufacturing proc-
esses - Manufacturing  companies
especially those with an appetite for merg
ers and acquisitions-often find that multi-
ple business units across the company
make the same part using different meth-
ods and computer systems. Standardizing
those processes and using a single, inte-
grated computer system can save time, in-
crease productivity, and optimize head-
count.

» To standardize HR information - Espe-
cialy in companies with multiple business
units, HR may not have a unified, smple
method for tracking employee time ad
communicating with them about benefits
and services. ERP can resolve that prob-
lem.

Conclusions

Part of an e-business integration, ERP sys-
tems remain the information backbone for
contemporary manufacturing (not only) en
terprises. Today’s ERP systems are re-
quired to address more than the processes
taking place within the walls of an enter-
prise. These systems must be able to al-
dress the players and processes involved in
extended enterprise - the people and part-
ners that the manufacturers collaborate and
coordinate within their supply chains.

An important role of a general mar-
ager/CEO is how to select an ERP system
and, after that, how to implement it in
hisher business. With al the cost-cuts in
the IT industry and in the ERP software
business, the “E” in ERP acronym will no
longer be representative of just the big en
terprise. Instead of that, it will transcend
the walls of the traditional manufacturing
environment to encompass an extended en-
terprise and more and more ERP systems
will be available at reasonable prices for
small- medium companies.

Short glossary of e-business related
terms

Capacity Requirements Planning
(CRP): The function of establishing,
measuring, and adjusting limits or levels of

capacity. The term CRP in this context re-
fers to the process of determining in detall
the amount of labor and machine resources
required to accomplish the tasks of produc-
tion.

Customer Relationship Management
(CRM): Software systems that range from
simple, off-the-shelf contact management
solutions to high-end interactive selling
suites that combine sales, marketing, and
executive information tools. These include
product configuration, quote and proposal
management, and marketing encyclope-
dias. Some systems extend functions to in-
clude complex pricing, promotions, com:
mission plans, team selling, and campaign
management. Enterprise-level solutions in-
stalled at large companies with hundreds or
even thousands of users have capabilities
for cal center/help desks, field service,
forecasting, and analysis.

Material Requirements Planning
(MRP): A set of techniques that uses hill
of material data, inventory data, and master
production schedule to calculate require-
ments for materials. It makes recommenda-
tions to release replenishment orders for
materials. Further, because it is time
phased, it makes recommendations to re-
schedule open orders when due dates and
need dates are not in phase.

Reorder Point (ROP) System: Inventory
method that places an order for a lot when
ever the quantity on hand is reduced to a
predetermined kvel known as the reorder
point.

Routing: Information detailing the method
of manufacture of a particular item. It in
cludes the operations to be performed,
their sequence, the various work centers
involved, and the standards for setup and
run time.

Supply Chain Management (SCM): The
processes from the initia raw materials to
the ultimate consumption of the finished
product linking across supplier-user com-
panies.

Warehouse M anagement System
(WMYS): Systems that integrate work per-
formed within warehouses and distribution
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centers with a transactional-type informe-
tion system. Simple storage and retrieval
of materials is superseded by strategies to
increase throughput and productivity by
managing the full range of warehouse re-
sources to effectively manage warehouse
business processes and direct warehouse
activities, including receiving, put away,
picking, shipping, and inventory cycle
counts. Most support radio-frequency
communications, alowing rea-time data
transfer between the system and warehouse
personnel.
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