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Identifying Critical Success Factors for ERP in SMEs
through a Case Study
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Abstract—ERP systems have been around since 1990s. Many
organisations across the world have deployed ERP systems
since then. An ERP system is a very complex system and its
deployment involves the entire organisation. But not all ERP
projects that are started end successfully. In this article, we
analyse a failed ERP project in a small organisation in the
capital region of India. We use critical success factors (CFSs)
that have been identified in literature for analysis. The CSFs
that contributed to the failure turned out to be- poor project
management, lack of management support, ineffective external
consultant, ineffective vendor’s team and wrong package
selection.

Index Terms—Business integration, CSF, ERP, SMEs

I. INTRODUCTION

In today’s dynamic and turbulent business environment,
there is a strong need for organisations to become globally
competitive. The survival guide to competitiveness is to be
closer to the customer and deliver value-added product and
services in the shortest possible time. This, in turn, demands
integration of the business processes of an enterprise, which
is the stronghold of ERP. Enterprise Resource Planning
(ERP), is a software driven business management system that
integrates all facets of the business. Organisations of all sizes,
small, medium and large are making an effort to integrate
their businesses by deploying ERP systems. We will focus on
small and medium enterprises (SMEs). Studying SMEs is
important because in many countries SMEs are major
contributors to the economy. Many countries have a separate
ministry for SMEs. We have a ministry for Micro, Small and
Medium Enterprises that has reported 13 million to be the
number of SMEs in India. However, there is no universal
definition of SMEs and different countries have different
definitions of SMEs (refer to Table i). There are close to 200
ERP vendors, majority of which work with SMEs. ERP
deployments are not always successful [1]. Researchers have
studied ERP projects and have identified factors that
contribute to the success of an ERP project referred to as
critical success factors (CSF) [2]. The objective is to study an
ERP project of a small company in the national capital region
of India. Let us call this company RetailS. Their ERP project
completely failed and it had to be abandoned. RetailS started

the project in Oct 2009 and finally abandoned it in early 2010.

The company followed all the steps but the project didn’t
succeed.
In order to study and analyse the project, we had an
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extensive interaction with the CMD, one of the managing
director, the consultant, the implementation partner and his
team. Notes were taken during interactions. There were very
few documents to be examined as most of the processes were
described to us. The documents that were examined consisted
of Sales Order, Purchase Order, Price List etc. We also
looked at their records that mainly consisted of spreadsheets.
We first did a literature review of the CSFs. We have listed
critical success factors that have been identified in literature
for SMEs for various developing countries in Section II.

We provide details of the company in Section III and its
reasons for wanting an ERP system. We describe the
implementation effort and its outcome that turned out to be a
failure in Section IV. We then evaluate the reasons for the
failure with the known causes from literature in Section V.
Section VI concludes the paper.

TABLE I: DEFINITION OF SMES IN SOME COUNTRIES (MANU. STANDS FOR
MANUFACTURING).

Type Country Investment
between(USD)

Manu. India 50,000 and 2 M
Manu. Malayasia 80,000 and 7M
Manu. Iran 20 M and 200 M
Service India 20,000 and 1 M
Manu. China 6.3 M and 63 M
Manu. Singapore 6.3 Mand 12M
Service Iran 1M and 20M

II. CRITICAL SUCCESS FACTORS

Many ERP projects fail and there are close to 40 reasons
listed in the literature for failure of an ERP project [3] for
SMEs. Various critical success factors (CSFs) have been
identified in the literature. The maximum number of CSFs
identified for SMEs are 94 that have been put in 15 categories
[4] that we will use. We enumerate critical success factors
(CSF) that have been identified for SMEs by researchers for
different developing countries in Table II. The CSFs have
also been ranked but we have not included the ranks in the
tables. We don’t consider ranks to be important because it has
been shown that CSFs are not independent [5]. For instance,
Top management support has an impact on project
communication that has an impact on cooperation at different
levels. Effective education and training influence
cooperation from the end users. If the management is
supportive, the project communication improves. On the
other hand, if the management is not supportive, the project
communication deteriorates that impacts cooperation in a
negative way. Refer to [6]-[10] for CSF for Indian SMEs,
[11]-[12] for China, [13]-[15] for Malaysia, [16] for Egypt
and [17] for Iran.
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Equipped with CSFs, let us now learn about RetailS and its
reasons of implementing ERP system in the organisation.

TABLE II: CRITICAL SUCCESS FACTORS FOR SMES FOR DIFFERENT
COUNTRIES AND REFERENCES (MGMT. STANDS FOR MANAGEMENT, COMM.
FOR COMMUNICATION, ORG. FOR ORGANISATION)

. Support of Top
Project Mgmt. Mgmt
Vendor Support Implementation Strategy

Education and Training
Organizational Characteristics
Change Management

ERP system

Project Monitoring

Software Development

Package Selection

Data management
Competence of Project Team
User Involvement
Environment

III. DETAILS OF THE COMPANY AND REASONS FOR
IMPLEMENTING ERP

RetailS was formed in 1995. The company primarily
retails metallic packaging material. It also deals in some food
products. The turnover of company is about 10 million USD
and the company has less than 30 employees. RetailS has a
CMD, 2 managing directors, a sales department, a purchase
department and a finance & accounting department.

The management consists of the CMD and the two
managing directors. All three of them can make day-to-day
decisions but the policy decisions cannot be taken without the
consent of the CMD. Purchase and sales department have
approximately 10 persons each. Finance department consists
of 2 full time employees and one part time consultant who
visits as and when required. The turnover of the company is
30,000 USD per person per month. This figure indicates the
efficiency of the company. None of the material that RetailS
deals in is manufactured by the company. The products that
RetaiS deals in are very complex and the parameters
associated with a a product are just too many.

A salesman takes orders from a customer and then gets the
material from a supplier directly shipped to the buyer. This
seemingly simple process involves many steps and multiple
outcomes for each step. The simplified process is shown in
Figure 1. The sales man takes orders from a customer and
then gets the material from a supplier directly shipped to the
buyer. Let us look at this process stepwise.

1) The salesman of RetailS may approach a potential buyer
and ask him his requirements. There are four
possibilities:

* The effort to contact may fail due to change in contact

details.

* The potential buyer may not have any requirements.

* The potential buyer may ask the sales man to contact

later.

e If there is a requirement, he may give him his

approximate requirements in terms of products, price,
quantity and timeline.

In case of 1a, the salesman would record his effort in his
log book and make another attempt to get the changed contact
information. In case of 1b, the salesman would record his
effort in his log book. The recording serves two purpose, one-
no other sales person should contact them; two- tells the

management about the activities of the sales staff. In case of
1c, the salesman would like to record the call and a reminder
to himself to contact again. A mechanism is required to
remind the sales person to contact the party again. In case of
1d, he would like to record the details of the potential buyer
along with requirements and move on to step number two.

2) All five components- items, quantity, price, delivery
date- of the order, payment terms need to be dealt with.

3) The sales person after obtaining all required information,
records them, creates a quote and (e) mails to the
potential buyer. At present, RetailS has paper files for
each customer containing all communications.

4) The sales person is expected to make follow up calls to
the potential customer and convert him into a customer.
When the sales person contacts a potential customer
again, any of the 4 key components of the order may get
modified including items, price, quantity or delivery date.
The sales man may have to do another iteration of steps 3
and 4 before actually receiving a order.

5) The material is shipped directly to the customer through
a shipping agency. The shipping agency is also contacted
and space on the shipping vessel is reserved by the
salesman. The terms and conditions are also negotiated
by the salesman.

6) All material is insured before transporting.

7) As soon as a potential order is in view, the purchase team
has to become active. The interaction of the purchase
team with with potential vendors is similar to the
interaction of sales team with potential customers. We
would not detail the purchase process further.

When we started talking to the CMD of RetailS, he voiced
many of his concerns and his reasons for wanting to deploy
an ERP system. We mention his concerns next.

* Prices and their validity: Since the management team
consists of only three people and they are multi-tasking, it
is not unusual for them to forget to update the price list.
Reduce Errors: There are multiple parameters
associated with a product that RetailS deals in. A mistake
or omission of one of the parameters may result in delay,
cancellation or rejection of the entire order.

Follow up: RetailS needs to frequently follow up with
their customers, vendors and shipping agents. A customer
is contacted multiple times during the process of a sale
that also requires staff to contact the vendors multiple
times as well. An issue that management faces here is that
the remaining sales team may not know about the call and
others may also call the same potential buyer resulting in
possible annoyance.

Trade Secret: RetailS has to protect price information
from their existing competition and from the potential
competition that may even shoot up from within RetailS.
The information should be available in a very selective
manner to the employees.

Reports: The management wants the organisational
reports in real time in desired format.

RetailS started looking for an integrated solution and
referred to it as ERP. We describe their efforts in the next
section.
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Fig. 1. Sales process of RETAILS in event-driven process chain (EPC) format

IV. ERP IMPLEMENTATION AT RETAILS

A high level team consisting of CMD, one managing
director and an external consultant was formed. The activities
that were undertaken are as follows.

Budget and Time Line: The data collected from various

sources indicates that an ERP implementation costs around 1%

of the turnover of the company. For RetailS, this figure turns
out to be INR. 50,000,00. As mentioned earlier, RetailS is a
very efficient company and this figure is way too high for an
ERP implementation. Also, RetailS is happy with a
proprictary software that they use for their financial
accounting and didn’t want to include financial accounting in
the ERP system. They wanted to move in a phased manner.

RetailS expected the entire project to take about 6 months
including requirements gathering and documentation,
customisation by the vendor of his product, deployment and
testing and data migration.

Vendor Selection: The consultant started looking for a
vendor and an ERP solution. After spending about a month
using all possible channels, two companies were considered,
both were located in NCR region. RetailS team decided to
work with- let us call this company- KN and its CMD- Mr.
Tiwari (not his real name). His team members were just about
average or below average. Mr. Tiwari showed his product
that they delivered to another client. His claim was that he
can quickly adapt the existing system to suit requirements of
RetailS. After 2 meetings, the terms and conditions of the
contract were finalised and a time line for various phases that
were in accordance to the schedule RetailS had in mind.
Everything got formalised and a contract between RetailS
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and KN was signed. The signing amount was paid to KN
right away. The team consisted of the following:

*+ CMD, RetailS: Champion and Business Process
Owner

e Consultant: Interface between KN and RetailS
e Mr. Tiwari: Champion from KN

e Mr. Abhishek + 2 others:
Developers + Tester

Project Manager +

The work started by KN’s team collecting requirements.
During the meetings, the team seem to be taking notes but
eventually it was discovered that the information didn’t get
collated properly. After couple of meetings, it became clear
that the team is not equipped with the skill set required. After
a period of almost 10 months and enormous amount of effort,
the team had made no progress. The product showed initially
didn’t fit the requirements at all. During these 10 months,
availability of KN’s team and CMD, RetailS were not as
much as was required by the project. The consultant
over-trusted KN and didn’t carefully match the initial product
that KN claimed to almost for RetailS. The consultant also
didn’t visit the company’s office and no cross-check with
KN’s clients was done. After 10 months, the consulted
briefed CMD, RetailS who then called Mr. Tiwari and his
team for a discussion. After the discussion, Mr. Tiwari
brought in another person, names Nimesh (not his real name)
into the project and removed everyone else from the project.
Nimesh quickly picked up the threads and started developing
a product from the scratch.

CMD, RetailS got busy with another business line that he
was exploring. The work on the project completely stopped
as he was just not available and he didn’t depute anyone else
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on the project. There was a total gap for almost 6 months. In

the mean time, the consultant moved from Delhi and got busy.

After spending almost 15 months on the project, nothing got
deployed. After the consultant settled down, Nimesh was
contacted to continue the project. By now, Nimesh had
moved on and he was no more interested in the project.

V. EVALUATION OF THE PROJECT

The ERP solution for RetailS never got deployed. The
evaluation is done with the objective of learning from the
mistakes and be able to enhance the chances of success next
time around. The Table II. Lists identified factors critical to
an ERP implementation success spread over all phases of the
project including go-live and maintenance. The factors that
apply to usage can be left out as RetailS never got to that
phases. The factors- FEducation and Training, Data
Management, Change Management and User Involvement
are not relevant. The Environment and Organization
Characteristics were supportive of the project. The
remaining 8 factors were out of control and the deciding
factors as we discuss next.

A. ERP Project Management and Project Monitoring

Project management includes among many other things a
focus of project progress and constant tracking of schedules
and budgets against targets [8]. In case of RetailS, the project
schedule kept slipping and the team from RetailS was not
able to control or bring the project back on schedule. The
consultant was also not able to pick early signs of the
problems as there was no formal monitoring of the project.

B. Top Management Support

The support from the management is required at multiple
levels. The project must be aligned with the business strategy
of the organisation. A change in the mindset is required that
involves lot of learning by the management as well [9],
[18]-[19]. In case of RetailS, the management was reluctant
to learn the language of ERP. CMD didn’t want to validate
the processes that were documented. The management
wanted the vendor’s team and the consultant to listen to them.
In case of SMEs, key decisions are made by top management.
For an ERP project, prompt decisions are required [20]. But
due to multitasking by the management, their availability was
also a major issue.

C. Competence of the Project Team

The vendor's team must be knowledgeable and cooperative
[9]. This requirement is more pronounced in case of SMEs
[20]-[21]. The men power that is available to SMEs to handle
their IT is often inadequately trained and their knowledge is
very superficial. In case of KN, the vendor's team was not
knowledgeable and the team members kept changing. There
availability was also an issue. Subsequently, the cooperation
between RetailS and the vendor decreased below acceptable
limits.

D. ERP System, Proper Package Selection and Software
Development
An ERP system is considered proper if it fits

organisational data and processes requiring very little or no
customisation [22]. Wrong package selection has been
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identified as a high risk is case of SMEs [21]. As explained
earlier, in case of RetailS, the vendor claimed a close fit of his
ERP system with RetailS. Neither the consultant nor the
RetailS team went into the details to verify vendors claim.
The ERP solution was just not appropriate and required major
changes. A study in China has established that a SME may be
able to find about 60% of fit and not more than that. What
RetailS experienced is not surprising. The consultant not
being aware of the misfit is the surprising part.

E. Implementation Strategy

The use of consultant is part of the implementation strategy
[4]. Consultant’s role in an ERP project in a small
organisation is very important due to insufficient internal
expertise [23]. The consultant is required to have technical
expertise as well as knowledge of the business. The
consultant plays an important role in ERP package selection,
implementation partner selection and managing the project.
In [24], a scenario has been identified where small enterprises
go for supplier/consultant driven ERP implementation. The
management treats ERP implementation as an IT exercise
and this has been cited as a reason for failure. In case of
RetailS, IT department and expertise did not exist and the
organisation had no choice but opt for supplier/consultant
driven implementation. The responsibility of entire project
was on the consultant. The consultant had the technical
knowledge but lacked experience in handling ERP projects.
The consultant was not able to control the project as expected.
The slippage in the schedule, misfit with the package selected
and too much customisation were the problems that the
consultant failed to see in time to be able to bring back the
project on track.

VL

A small organisation does not have resources to adequately
address all the CSFs [25]. A methodology for implementing
ERP for SMEs has been developed [12], [26]-[27]. RetailS
could have followed a similar methodology to enhance
chances of success of its ERP project. A very sketchy
account of the issues for ERP in developing countries include
low penetration of IT, culture of treating computers as
pervasive way of doing business, and perception that ERP is
only for large organisations [28]. The impact of these issues
can be seen on the organisations that implement ERP system
(clients) and the ones that provide software and
implementation services (vendor and consultants) [29].

The CSFs [23] have been shown to interact [17], [30] each
other. But project Management, Project Team Competence
and Top Management Support have been identified as the
root causes of the failure. These conclusions are based on a
case study. RetailS case also supports these conclusions.
Project management was very poor in case of RetailS that
negatively influenced package selection that in turn adversely
impacted all other CSFs. More work is required to establish
relationships between various CSFs and we leave that to be
done in future.

CONCLUSION
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