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Abstract

A growing trend in developing countries is the implementation of ERP systems by SMEs. Yet, these implementations
have high failure rates. This study investigated how ERP project investments are approached and justified by Small to
Medium-Sized Enterprises (SMEs) in Zimbabwe and South Africa. In particular, the research explored the business
case development practice and the cost elements considerations. The qualitative study used data collected through semi-
structured interviews and subsequently analysed by using elements of the grounded theory method. The multiple case
study approach allowed current practices around ERP system business case development to emerge. The findings show
that although SMEs know what they want to achieve when they implement ERP systems, ERP investments are not
justified through business cases. Rather, ERP projects are driven by a few targeted benefits known to SMEs’ managers
resulting in many unforeseen risks and costs. The study proposes guidelines on how SMEs adopting ERP systems can
develop realistic business cases. The study also suggests a resultant cost estimation model, which can be used by ERP

vendors and consultants when they draw up their budgets
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INTRODUCTION

This study explored the business case development
practice in Small to Medium-Sized Enterprises (SMEs)
adopting Enterprise Resource Planning (ERP) systems.
ERP systems are packaged enterprise systems that cover
most core Dbusiness functions including finance,
accounting, sales, operations management, purchasing,
and human resource management (Hestermann et al.,
2010). ERP vendors have realised that the next area of
sales growth lies within the SME sector (Laukkanen et al,
2007) and in developing countries and this has fuelled the
increasing trend of SMEs adopting ERP systems in these
countries. SME definitions vary from one country to
another, depending on the country's level of development
and include definitions incorporating number of
employees, turnover and assets (Abor, 2010). This
research was performed in Zimbabwe and South Africa
and employee numbers were merely used to identify
SMEs. The Zimbabwe Association of Microfinance
Institutions (2000) defined a SME as “one that employs
not more than 100 people”. In South Africa, the
definition of an SME varies with industry but broadly has
between 10 and 200 employees (National Small Business
Amendment Bill Gazette, 2003). SMEs in emerging
economies lack information management and often lack
systems and procedures (Van der Walt, 2004). ERP
success rates are low (Nafeeseh and Al-Mudimigh, 2011)
and many SMEs fail within the first three to five years as
a result of these weaknesses (Huang & Palvia, 2002).
ERP systems are seen to be the solution to these problems
and are able to provide SMEs with the opportunity to
align and integrate all business processes and units into
one information system (Moon, 2007).
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However, ERP implementation projects suffer from being
unable to identify and estimate costs due to a lack of
proper representation of cost factors (Daneva, 2004;
Seddon, 2003). Cost is a crucial aspect of an ERP
implementation to every organisation irrespective of size,
the overall cost is often underestimated due to costs that
are hidden (Tarn et al., 2002; Yusuf et al., 2004). In the
majority of ERP projects, direct IT and indirect costs rise
above anticipated figures (Love et al., 2005). In addition,
due to the rise of ERP expenses, the need to justify their
investment through a business case as the initial step of
implementation has become apparent (Al-Twairesh & Al-
Mudimigh, 2011). A Business case “provides the context
for an investment decision, a description of viable
options, analysis thereof, and a recommended decision.
The recommendation describes the proposed investment
and all of its characteristics, such as benefits, costs, risks,
time frame, change requirements, impact on stakeholders,
and so forth” (Treasury Board of Canada Secretariat
Business Case Guide, 2008, p.7). The purpose of a
business case is to examine the business needs (resources
and capital investment necessary) and to make a case for
capital funding (Robertson, 2004). This is where all the
project facts are tied together to build a meaningful story.
While business cases are designed to secure funding
approval, they can also be used for effective project
management to facilitate the identification of priorities
for the distribution of resources and funds to form a
benefits’ realisation plan; and finally secure the
commitment of management (Ward et al., 2008; Sammon
and Adam, 2007). While, the process of building a
business case for IT investments has become a common
practice in organisations, not many companies are able to
build a robust and convincing business case (Eckartz et
al., 2009; Ward et al., 2008).
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Despite the importance of business cases in IT
investments, there are few research studies that focus on
the ERP business case (Al-Twairesh & Al-Mudimigh,
2011) and studies that focus on business cases in SMEs
are even scarcer. SMEs are more important to developing
nations, such as Zimbabwe where levels of poverty and
unemployment are high (Chidoko et al., 2011). They have
the potential to generate employment and upgrade human
capital (Berry et al., 2002; Zoephel 2011). In South
Africa SMEs account for approximately 61 percent of the
total employment sector (Berry et al., 2002), while in
Ghana, they account for over 80 percent (Abor &
Quartey, 2010). Yet despite this important role in
sustaining the economies of developing countries, SMEs
which implement ERP systems face a number of
challenges which hinder them from operating at full
capacity. Dixit and Prakash (2011, p.82) argue that “some
SMEs who have implemented ERP earlier have failed.
This has led SMEs to believe that ERP implementations
are a waste of time and effort and can even lead to the
demise of company”. Thus it is important for researchers
to understand how ERP project investments are
approached and justified by organisations (Sammon &
Adam, 2007). The high rate of failure of ERP adoptions
by SMEs and the subsequent effect to national
development in third world countries calls for immediate
attention. Hence, there is a need to research the business
case development practice for SMEs adopting ERP
systems. In response to the identified need, this study
investigated the SME ERP business case development
practice and the ERP cost elements considerations for
SMEs adopting ERP systems. Further, the study sought to
understand the barriers that hinder the development of
business cases and propose measures which enhance the
abilities of SMEs to achieve sustainable results in third
world countries. The study answered the following
research questions:
1. How is the ERP business case developed in SMEs?
2. What influences current business case development
practices in SMEs?
3. How can SMEs adopting ERP systems develop
realistic business cases?
4. What are the cost element considerations for SMEs
adopting ERP systems?

OVERVIEW OF POTENTIAL ERP COST
ELEMENTS

This section reviews the cost elements associated with the
adoption of ERP systems identified in the literature.
Considering that ERPs are expensive (Yang et al., 2010)
and SMEs suffer from financial constraints, the
operational and financial risks become critical. The
identified potential cost elements are listed in Table 1.
Direct costs for implementing an ERP system identified
in the literature include: IT infrastructure, hardware costs
and software costs. Hardware costs can further be broken
down into the cost of servers, clients, storage and
networking. Software costs consist of Operating Systems
(0S), ERP licence and Database Management Systems
(DBMS). The other direct cost element identified in the
literature is that of implementation. These include the
initial cost of the system, customisation costs; costs of
migrating data from the old system to the new ERP
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system; costs of integrating the different modules; annual
maintenance costs; update costs, and vendor project
management. Indirect costs of implementation comprise
costs of training, reorganisation costs, consultation fees,
on-going support and hidden implementation costs (Yang
et al., 2010), costs of hiring (IT and business expertise);
training (IT and business), project management (planning
and executing) and business management. Costs for
services include services such as Virtual Private Network
(VPN), Internet hosting as well as planning and execution
of the BPR process (Haddara, 2011). The process of
estimating both direct and indirect costs for an ERP
adoption is challenging for SMEs (Haddara, 2011).

Table 1: Potential ERP Cost Elements

Hardware Reference Other Cost | Reference
Costs element
Servers Elragal and Training (IT Elragal and
Haddara, and Business) Haddara, 2010;
2010; Haddara, 2011;
Haddara, 2011 Davenport, 2000;
Mckie, 1998
Clients Elragal and Project Elragal and
Haddara, Management Haddara, 2010;
2010; Love et al; 2005
Haddara, 2011
Storage Elragal and External Elragal and
Haddara, Consulting Haddara, 2010;
2010; Love et al; 2005,
Haddara, 2011 Davenport, 2000
Networking Love et al; Business Elragal and
2005 Management Haddara, 2010
Software Reference Change Elragal and
Costs Management Haddara, 2010;
(Planning and | Love et al; 2005
executing)
Database Elragal and Cost of Elragal and
Management | Haddara, migrating data | Haddara, 2010;
System 2010; and Haddara, 2011;
Haddara, 2011 | integrating Love et al; 2005,
modules. Davenport, 2000
Operating Elragal and Customization | Elragal and
System Haddara, Haddara, 2010;
2010; Haddara, 2011
Haddara, 2011
ERP License | Elragal and Vendor Elragal and
Haddara, Project Haddara, 2010;
2010; Management Haddara, 2011
Haddara, 2011
Maintenance | Elragal and Virtual Private | Elragal and
fees Haddara, Network Haddara, 2010;
2010; (VPN)
Haddara,
2011; Love et
al; 2005
Upgrading Elragal and Business Elragal and
Haddara, process re- Haddara, 2010;
2010; engineering Haddara, 2011;
Haddara, 2011 Love et al; 2005
Hosting Haddara, 2011
RESEARCH METHOD

The research purpose was to explore and describe ERP
business case practice and cost elements for SMEs
adopting ERP systems. The approach to theory adopted
by the researcher was inductive. Inductive research
develops theory from the observation of empirical study
(Welman et al., 2005). The cross sectional study applied
an interpretive philosophy and a multiple case study
approach. The study was approved by the University of
Cape Town Ethics Committee.
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Table 2: Summary of case descriptions

Case description Employees | ERP system Respondents

C1 specialises in 25 Alpha re- Chief

importing, implemented Financial

warehousing and Officer(Cla);

distributing Accountant(C

confectionaries and 1b)

biscuits.

C2 specialises in 27 From Beta to Commercial

importing Alpha and Financial

communication Manager

equipment from

America and

distributing it.

C3 supplies 150 From Bespoke | Finance

laboratory to Omega Manager

equipment and (C3a);

consumables Systems
Developer
(C3b)

C4 procures 80 From Bespoke | Operations

pharmaceutical to Omega Manager

stock, warehouses

it, packs it and

dispatches it to

customers.

CS5 specialises in 94 From Omega Managing

manufacturing, to Alpha Director

supplying and

servicing of mining

equipment and gear

boxes.

Coisa 65 From Bespoke | Managing

manufacturer and to Omega Director

distributer of

footwear and shoe-

care products. It

imports and exports.

C7is engaged in the | 75 From Manual Finance

manufacturing of to Beta Director

roofing materials

and steel equipment.

C8 distributes, 88 From Bespoke | Finance

installs, services and to Beta Director

repairs air

conditioning and

refrigeration

equipment.

SMEs which had used an ERP system for at least 2 years
were purposively selected and to create diversity within
the sample, companies were located in 3 different cities,
four from Harare, two from Johannesburg and two from
Cape Town. The ERPs implemented were anonymised as
Alpha, Beta and Omega. The number of ERP re-
implementations (3 out of 8) is alarming. The senior
manager responsible for operations and finance was
interviewed from these cases. The descriptions of cases
investigated and the respondents are listed in Table 2.
Both structured and unstructured questions were used
during in-depth semi-structured interviews. This allowed
the researcher to use both closed- and open-ended
questions. Thus interviewees were given an opportunity
to explain situations in their own words. However, some
participants required further prompting, which was done
by the researcher whenever it was necessary. Semi-
structured interviews allow key questions to be asked and
at the same time give the interviewer an opportunity to

pursue interesting subjects with the respondents
(Walsham, 2002). Each participant signed the
participation consent form before the interview

commenced. The participation consent form outlined that
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participation in the study was voluntary and no person
would be forced to divulge information unwillingly.
Participants were allowed to withdraw from the study
whenever they wished to do so. Myers (2009) argues that
a document review can give an overall view of a
situation. In this study, we intended reviewing Business
Case documents yet only one e-mail document was
obtained from C3A. While the research strategy for this
study was a multi-case approach and not grounded
theory, the researcher did use certain elements of the
“grounded theory method”, such as open coding and
selective coding to conduct data analysis (Strauss and
Cobin, 1998).

ERP SYSTEM BUSINESS CASE DEVELOPMENT
PRACTICE IN SMES

The SMEs investigated had a big gap in education and
skills’ levels between SMEs managers and subordinates.
The managers were educated and skilled people while the
subordinates were less educated. As stated by the
respondents: “In terms of our staff, they are not very well
educated people” (C4). “the people we have are not very
well educated” (C2). Also, there were high levels of
power distance between senior managers of the SMEs
and the subordinates. As stated by the participants:
“There is no other person who knows in detail what is
happening here except me” (C2). The subordinates were
not empowered enough to be involved in day to day
operations so that they know in detail what was going on
in their organisations. In addition, due to a small
knowledge base and lack of education skills, the
subordinates were unable to make informed decisions. As
stated by one participant: when you implement a new
system and there is a problem in the process you would
want someone to be able to make an informed decision on
the next step and obviously report back on that problem.
But because of limited knowledge (of the subordinates),
that sort of decision making is not there” (C4). The power
gap which existed between managers and subordinates
was compounded by the inequalities in the education
levels and skills base. As a result of the above mentioned
reasons, the administration and management of the SMEs
was centralised to the managers of the SMEs. Due to the
inequalities in education levels and the gap that existed
between the managers and the subordinates, the
researcher could not secure a second interviewee in six of
the cases investigated. Since only senior managers knew
what was happening in the companies, interviewing a
second respondent proved to be useless. The attempted
two interviews were shallow as the respondents kept on
referring the questions to the senior manager.

Although the majority of the ERP implementations were
described as successful, the SMEs did not develop a
formal business case prior to ERP implementation. For
example, as expressed by some participants: “We did not
do any business case analysis” (C8). “There was no
written business case document” (C3A). None of the
SMEs could present a business case document which
explicitly listed the benefits which they expected to get
from an ERP system; the potential risks they expected to
face and the costs they anticipated incurring during the
implementation process. Two out of eight of the cases
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investigated did a business case analysis. However, C3A
claimed that the business case analysis was not
comprehensive. The company did only a basic analysis of
the anticipated costs, benefits and risks. As expressed by
the participant for C3: “It was a pretty simple basic
document laying out benefits, the usual advantages,
disadvantages and the costs (...) I documented really why
we had to move from the old system (...) I did in an email
format and it was very basic stuff” (C3A). However, C3A
was hesitant to share the email with the researcher. C1A
acknowledged that they did a business case analysis but it
was not documented.

Despite the failure of all the SMEs to present a business
case document to the researcher, the majority of them
were able to state their main objective for implementing
an ERP system. All had a general expectation of what the
ERP system was going to offer despite failing to
document such expectations. They were fully aware of
their problems and why an ERP system was a potential
solution to their challenges. As reported by some of the
participants: “We wanted a live system, we wanted live
information” (C2). “The main thing was to be able to
integrate with distributors” (C1). “so we were running a
package which down the line did not integrate, it did not
have the modules we needed and essentially it was not
running. It was as poor as Pastel if I may say that. It was
very basic (...) it was a matter of where do we move to as
opposed to could we move? We had to move, we had no
choice!” (C3A). Failure to produce a comprehensive
business case document as evidence that a business case
analysis was done prior to ERP adoption was common
across all the SMEs investigated. Although the majority
of the SMEs could state a few targeted benefits they were
expecting to get from an ERP, there is enough evidence
from the study that the majority of the SMEs never
considered the worst case when they adopted an ERP
system. They could not state upfront the many risks they
expected to realise prior to implement an ERP system.
Instead, the majority managed to state the risks they
realised rather than those they anticipated. The lack of a
business case resulted in inadequate planning and an
underestimation of costs and risks.

It was noted in this study that the failure to develop a
comprehensive business case was a prevailing
phenomenon. One of the reasons which emerged to
explain this was a lack of resources, such as manpower
and time among the SMEs. It is generally known that
SMEs suffer from lack of resources (Levy and Powell,
2000). In all the investigated cases, the senior manager
responsible for operations and finance was always busy.
As a result, it was difficult to divert attention from core
business activities to develop a business case. They were
always deeply engrossed in day to day activities hence
time to do a business case analysis was not always
available. Some participants who were questioned as to
why they did not do a business case analysis prior to ERP
implementation had this to say: “We are always busy and
time to document such things (referring to a business case
document) is not always available” (C8). “Senior
management are very involved in the business (...)
sometimes it’s not easy to divert attention” (C7). Also, as
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mentioned earlier, and important to reaffirm here, the
senior managers were the only people who were fully
aware of what was happening in each company hence
assigning additional manpower to focus on devising a
business case was not possible. This was compounded by
high power distance between subordinates and managers
and a big gap in education levels and knowledge base
between managers and subordinates within SMEs.

How Can Smes Adopting ERP Systems Develop
Realistic Business Cases?

From a theoretical perspective this study elucidated some
of the causes of ERP project failure although this wasn't
the initial goal. In practice, SMEs can follow the
following steps so that they come up with realistic
business cases:

1. Forecast a best-case scenario. SMEs adopting ERP
systems can develop a realistic business case by devoting
time and human resources to first creating a realistic best-
case projection and documenting it. This can be achieved
through considering the potential benefits.

2. Forecast a worst-case scenario. SMEs need to create a
realistic worst-case projection. The worst case projection
might comprise potential ERP risks. The information
which SMEs get from ERP vendors may not always be
explicit in bringing out the most serious risks associated
with ERP system adoption. As a result, there is a need to
consider the risks in detail.

3. Forecast expenses and revenues. SMEs need to start
the adoption of ERP systems by forecasting business
revenue and expenses. This will help identify hidden
benefits and risks. The identified cost elements
considerations described in the next section can be used
to project budgets.

COST ELEMENT CONSIDERATIONS

This section focuses on the cost elements for SMEs
implementing an ERP system. The emphasis is not on
specific cost figures of the hardware and software which
SMEs bought but is on identifying and describing
specific elements against which SMEs incurred costs
when they implement an ERP system. The costs varied
from country to country and from company to company
depending on factors, such as company size. The aim was
to create a model which SME organisations can use to
estimate their costs. The model can also be used by ERP
vendors and consultants when they give advice to SME
organisations. Table 3 gives a summary of the cost
elements described in this study.

Table 3: ERP Cost elements (cost estimation model)

Cost category Theme Theme
Hardware Costs 1.1 | Servers 1.3 | Clients
1.2 | Networking 1.4 | Storage
Software Costs 2.1 | Database 2.3 | ERP Licences
Management
System
2.2 | Operating 2.4 | Application
Systems licenses
Implementation 3.1 | Training 33 Customisation
Services Costs 3.2 | Consulting
Broader 4.1 | Initial 4.2 | Management
Organisational Productivity Time
Costs losses
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Hardware Costs

The purchase of hardware is one of the major cost
elements incurred by SMEs. One participant said: “We
had other additional hardware expenses of another half a
million rand” (C4). The purchase of hardware formed
part of the infrastructure development process. The
participants were asked about the specific hardware they
purchased during the ERP implementation. Four themes
emerged, which are: servers, storage client computers and
networking equipment.

Servers and Storage Devices

The participants indicated that they purchased servers
which would be dedicated to running the ERP system. As
described by the participants: “We have a dedicated
server for the system” (C8). “We had to purchase a new
server in 2006. Even now we had to buy another one end
of last year” (C2). “We bought additional hardware that
we saw in conjunction working with OMEGA like the
scanners, new server and all that” (C4). The findings
indicated that some SMEs bought servers with less
capacity than were required to run an ERP system. This
resulted in having inadequate infrastructure. As a result of
the need for an increase in processing power, SMEs
ended up upgrading their servers. This may also be
attributed to cost overruns experienced by some SMEs.
Additional hardware such as scanners were also bought.
The need to purchase servers was reported as a cost
driver in previous studies (Davenport, 2000; Love et al.,
2005). Different organisations invested money in
purchasing storage facilities. This is evident in the
following statements made by the participants: “We
purchased back sofiware and other storage facilities”
(C7). “We have spent a lot on infrastructure. We have put
a much better infrastructure in and around our backups
and our server” (C3). The quotes indicate that in line
with literature the need for storage devices and software
is one of the direct costs realised by SMEs (Love et al.,
2005).

Networking and Clients

After implementing an ERP system, SMEs changed
and/or upgraded their network systems. As described by
one participant: “We changed our networking, (...) we
spend a lot of money in IT and networking and we also
changed other areas” (C3A). The need to have a new
network or to upgrade an existing network is consistent
with the literature (Love et al., 2005). The analysis
revealed that SMEs purchased desktop computers and
laptops for operational use, as illustrated by the following
comments: “We have just upgraded our computers.
Everything is running smoothly” (C1B). “We bought 70
laptops and that was 6 or 7 Grand (thousand Rands) each
and it was quite a lot of money ... the moment we bought
Omega we moved away from reps being desk bound and
we moved them to laptops with 3G cards pretty much
immediately, that was a very big investment” (C3A).
From this statement it is noted that some organisations
purchased laptops to be used on a wireless connection.
The laptops were to be used on Internet based systems.
Due to the need for an increase in processing power,
some SMEs upgraded their computers.
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Software Costs

Four themes emerged from analysis of the results. SMEs
incurred costs when they purchased Database
Management Systems (DBMS); Operating Systems (OS)
and when they acquired the required ERP licences. All
these are direct costs. Few studies have reported these
costs.

Database Management and
Operating Systems (OS)

The ERP systems were associated with different Database
Management Systems (DBMS), these include Oracle and
Microsoft SQL. SMEs purchased the DBMS so that they
would be able to manage their databases and for reporting
purposes. As stated by the participants: “I can access
data in Microsoft SOL and I can write any report [ want”
(C2). “We did not go the CSM route for our database; we
went on to Microsoft SOL” (C3). Operating Systems (OS)
was also one major theme that emerged. Certain SME
organisations changed their operating systems
completely; others upgraded their OS to the latest version
at that time. Some ERP systems had minimum OS
requirements. According to some of the participants:
“The ERP system uses Microsoft Windows” (C2). “At
that time Microsoft Windows 98 was the minimum
requirement. We still had some computers with Microsoft
Windows 95 so we had to upgrade the software and
hardware” (CS). “We moved from a Linux set up (...) we
started running Microsoft Windows” (C3A). “I entered
in to a fixed price contract. Our competitors are on the
same system as ours but it cost us R350 000 and it cost
them 1.2 million Rand for the same software and
implementation” (C2).

System (DBMS)

ERP and Application software Licences

The SMEs invested in the required software licences. The
licences were for the ERP systems and application
software (e.g. Microsoft Office); and Microsoft Exchange
software. This was evident in the following statements
made by the participants: “We have Microsoft Office on
all our machines. We have licences for all our machines
(...) we have 28 concurrent licences for Omega users (_..)
we have 60 licences for our sales team (...) we rolled out
Microsoft Exchange about a year ago (...) it integrates
with Omega” (C3). “We are on Tapex now; it’s a good
system but very expensive, the licences are expensive”
(C2). The cost of an ERP implementation is determined
by the type of an ERP system deployed and the number
of modules to be implemented (Equey et al., 2008). An
increase in the number of modules implemented results in
increased total cost.

Implementation Services

Three themes emerged in this category, which are
training, consulting and customisation. One participant
commented that: “The biggest expenses are the labour;
installing the system; customising and training the
people. Those are the biggest expenses” (C3A). These
themes were common across the cases investigated. One
participant described how they incurred implementation
service costs: “We had half a million and when we
finished because of implementation costs it was close to a
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million when we stopped. It almost doubled our budget”
(C5).

Training

Training is one theme which emerged from the study.
SMEs incurred the cost of having their employees trained
so that they are able to use the system. One participant
emphasised that training is very important during ERP
implementation. The participant said: “The other thing is
training. Training is very important” (C3).  One
participant from a company which incurred the cost said:
“We paid the consultants who were training our people”
(C7). In the majority of the cases, the training cost was
part of the initial installation agreement.

Customisation

Due to differing organisational requirements, SMEs had
to customise the ERP system to suit their specific needs.
The process is on-going because needs change. SMEs
have to be aware that sometimes customisation can go
beyond the scope of what had been agreed initially. A
participant shared how they incurred additional
customisation costs: “Once you start billing a report, the
scope of work said you get 10 reports of this, 5 reports of
that, when you circulate to managers, they say, it’s nice
but can you change this, can you add this, can you add
that and that cost you extra. That exercises never stop, its
on-going” (C2). The findings of this study indicated that
customisation and additional functionality requirements
were some of the major cost drivers. The ERP vendors
and consultants did not inform SMEs upfront that the
system needs to be customised and is also a continuous
process. As described by one participant: “They (ERP
vendors and consultants) do not tell you that you must
customise every single form for your company” (C5). The
cost rise in customisation was as a result of lack of
vendor transparency. Also, as indicated by C2 above,
reporting became a continuous exercise among SMEs and
this was not expected. As a result, the cost of the project
escalated more than anticipated. Researchers have
identified customisation as a cost driver during ERP
implementation (Haddara, 2011; Wu et al., 2008).

Consulting

The cost of consulting includes: the initial installation of
the system; continuous system maintenance; and
correction of errors. The participants described how they
incurred these costs: “We probably spent about R400 000
on consulting, for getting the software in (...) we now use
our consultant she is here on average 2 days a month, full
day at a time (...) I think one of the main things is you
will never really know until you have used it (referring to
an ERP system) is how much constant maintenance it will
cost you” (C3A). “I had IT here almost 3 times a week to
fix something, they fix something today it works then we
get an error and tomorrow it’s not working again” (C2).
“Our initial cost for implementing Omega was a million
Rand or just short of a million Rand” (C4). Consulting
includes the costs of data migration; costs of integrating
different modules and/or systems; labour costs; cost of
ERP ownership; annual maintenance costs, and any other
forms of external consulting. Consulting is one of the
major expenses realised by SMEs implementing an ERP
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system. The quote from C2 indicated that, after ERP
implementation, SMEs had consultants coming for
trouble shooting and supporting the system. C5 made the
same assertions “the only thing that costed us more was
the implementation, the consultants’ fees. They were
more than double than we originally planned” (C5).

Broader Organisational costs

Management and staff resources costs and cost of
software  ownership (i.e. systems support and
troubleshooting costs) are some of the indirect costs
realised by organisations implementing an ERP system
(Love et al., 2005). Other indirect costs identified in
literature are productivity losses and management time
(Love et al., 2004). These indirect costs were confirmed
in this study. As described by the participants: “Other
than time, effort and business disruptions it did not cost
us extra money” (C1A). The statement indicated that they
lost on time, business disruptions and management efforts
during an ERP re-implementation. Lack of consultant
skills was a major cost driver among SMEs. Consultants
did not have enough skills hence SMEs ended up
spending more than they estimated resulting in budget
overrun. The cost of an ERP project is determined by the
level of management involvement, experience of
consultant's and employee's involvement (Equey et al.,
2008). Equey et al. (2008, p. 5) stated that “The
involvement of employees in the ERP project increases
the cost, but this involvement may probably be considered
as a way to facilitate the adoption of a new system”.

CONCLUSION

The aim of the study was to understand how SMEs
develop their ERP business cases. The findings show that
although SMEs know what they want to achieve when
they implement ERP systems, there is lack of
documented ERP business cases. Rather, ERP projects
are driven by a few targeted benefits known to SMEs and
potential risks are not identified. This is despite the fact
that IT business cases are common practice in larger
organisations (Eckartz et al., 2009). From a theoretical
perspective this paper contributes to identifying the
causal factors of the lack of business cases. The SMEs
identified factors such as inadequate preparation and lack
of manpower and time as the main causes of their failure
to come up with business cases before investing in ERP
systems. In addition, the manager interviewed was the
only person who was fully aware of what was going on in
terms of the day to day running of the business. This was
exacerbated by high power distance and differing
education levels between managers and subordinates and
was compounded by insufficient internal expertise. As a
result, delegating tasks to other employees was not
possible. This paper argues for the need to develop
business cases and suggested a minimum list of steps that
would assist SMEs. However, broader empowerment and
skills development is clearly needed. The majority of
SMEs did not forecast their expenses and revenues. As a
result, the majority could not explicitly point out whether
they had spent more than what was expected and on
which areas. However, some admitted to having spent
more on hardware acquisition and implementation
services costs. The identified cost elements are described
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in this paper and summarised in Table 1 and 3. These can
act as cost estimation models when adopting an ERP
system. The main limitation of this study stems from the
inability to get frank feedback from respondents other
than the CFO, future action research studies are
recommended to investigate SME ERP implementations
more fully.
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