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PeopleSoft EnterpriseOne:
A Case for the Open Stack

Introduction

This research report addresses the concerns of small and medium businesses” (see Note
1) currently operating versions of the PeopleSoft World enterprise application software as
they grapple with the decision to migrate to a new application environment.

Based on Saugatuck research conducted during the Spring of 2004, 41 percent of current
PeopleSoft World users are planning to migrate — or are already in the process of
migrating — to another enterprise application software package within the next two years.
Our research indicates that most users will remain with PeopleSoft as the provider of
choice, with 61 percent of those migrating planning to migrate to PeopleSoft
EnterpriseOne. This means that 24 percent of all PeopleSoft World users are either
migrating or planning to migrate to PeopleSoft EnterpriseOne in the next two years.

The infrastructure decision, however, is just as critical to success and should not be
overlooked. In this report we present an analysis of implementing PeopleSoft
EnterpriseOne on an “Open Stack™ consisting of Intel processor-based hardware from
Hewlett-Packard and a Microsoft SQL Server database and Windows operating system.

This analysis is summarized as follows:

e PeopleSoft World users are migrating to its sister product EnterpriseOne in
search of better functionality and greater business agility.

e PeopleSoft World users who have not yet decided to migrate indicate that they
would do so if there was a compelling cost and/or performance advantage.

¢ When evaluating alternative technology platforms for PeopleSoft Enterprise One,
the Open Stack presents a compelling cost advantage in comparison to the IBM
AS/400-iSeries platform. The sources of this cost advantage are numerous,
including:

» Lower server, operating system and data base costs,

» Less complex systems environment which reduces management costs,
» Availability of IT professionals in a competitive labor market, and
>

Operational cost avoidance

performance.

resulting from improved application

e The Open Stack is a superior platform for small and medium businesses looking
to migrate from PeopleSoft World to EnterpriseOne.

Survey Research Indicates Migration Momentum

During April 2004, Saugatuck completed telephone surveys with senior IT professionals
at 79 small and medium sized businesses (“SMB”) in the United States. The purpose of
the survey was to understand technology trends and usage among this group so as to
understand what is driving their IT decision-making process, particularly as it pertained
to their enterprise applications.

Across the board, we discovered a group of companies who are experiencing tremendous
challenges and pressures in the current business environment. Against the backdrop of an

" Note 1: In this research, Saugatuck defines small businesses has having 50-100 employees, and medium
businesses as having 100-1000 employees.
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uncertain economic and political environment, the majority (57%) estimated that their
companies will grow at an annual rate exceeding 5 percent over the next two years.

As illustrated in Figure 1, small businesses have been undergoing significant change
during the last eighteen months — especially brought on by regulatory challenges and the
accelerating impact of globalization. In spite of resource constraints, over 75% of the
companies surveyed have reviewed their business operations and technology to improve
efficiency and effectiveness. Two in five have adopted a new business strategy or had to
respond to new regulatory requirements. One in five has been through a merger or
acquisition, hired a new “C-level” executive, or changed their core information systems
at the “request” of a key supplier or customer.

Figure 1. Have any of the below occurred at your company in the last 18 months?

B Reviewed operations for efficiency

80% .

O Adopted new business strategy

B Adapted to new government
regulations

O Added new plant

O Acquired or merged

B New C-level executive

O Modified IT systems for partner
0% 25% 50% 75% 100%

Percent
Source: Saugatuck Technology

Saugatuck’s experience is that each of these business events leads to an “IT buying
opportunity,” as companies move to execute against the results of the operations reviews,
implement new strategies, and adapt systems to new regulations.

With so many companies experiencing at least one if not multiple “IT buying
opportunities,” and with revenue growth prospects for small to medium businesses
projected to be substantially higher than broader GDP forecasts, Saugatuck concludes
that small and mid-sized businesses will be making significant investments in information
technology over the next two years.

This conclusion is supported by the number of survey respondents planning to upgrade
their enterprise applications. Of the 79 respondents, 51 (65%) were users of PeopleSoft
World. Of these users, 40 percent are currently migrating to a new enterprise application,
or expect to do so in the next two years.

The primary reason provided by survey participants and interviewees is that they require
better application functionality to compete effectively in today’s competitive global
business environment. Follow-up interviews also indicated that their IBM platforms were
reaching the end of their leases or that they were receiving end-of-support notices, and
hence are being prompted to examine their application infrastructure more closely.

The remaining 60 percent of PeopleSoft World users who have not yet decided to migrate
cited “a more cost effective alternative” as the main reason they would reconsider their
position, followed closely by “a change in business needs.” Saugatuck research on IT
buying opportunities indicates that business needs are changing rapidly. With server and
storage costs continuing to decline rapidly, we can expect an additional 30 percent of
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these undecided PeopleSoft World users will at least consider the merits of a move to a
new enterprise application within 24 months.

Saugatuck's survey findings further indicated that for 61 percent of respondents,
PeopleSoft EnterpriseOne will be the application of choice. The productivity gains from
moving to a more intuitive web-based GUI interface over previous “green screen”
versions of the PeopleSoft World application, along with the introduction of customer
and supplier portals were identified as the chief advantages afforded by PeopleSoft
EnterpriseOne. As the Director of IT for a mid-sized manufacturer said, “It’s time for us
to get away from green screens and move to browser-driven software.”

In summary, Saugatuck research indicates that PeopleSoft World users are experiencing
significant business pressures. As a result, there is substantial impetus, if not momentum,
for these companies to migrate to PeopleSoft EnterpriseOne — many within the next 24
months. As noted earlier, the primary reasons for migrating are threefold:

e A search for improved application functionality,
e A need to upgrade aging infrastructure, and
e A desire for a more cost effective alternative.

Given such solid business reasons for migrating, SMB executives are now looking for
cost comparisons and analysis to assist their decision-making as regards a platform of
choice. The following sections of this report provide a cost of ownership analysis and
recommendations for executives comparing the Open Stack from HP, Microsoft and Intel
with the IBM "Blue Stack" platform.

Cost of Ownership as Decision Factor

Saugatuck research shows that a key motivating factor driving this migration is cost
effectiveness. And today’s businesses — small and large — are measuring success of
enterprise applications much more rigorously based on cost savings or incremental
revenues as the case may be. Saugatuck has adapted a straightforward Cost of
Ownership model that is often used to compare the cost of acquiring, implementing and
operating various hardware and software platforms and applications. The model has four
core components, each of which will be discussed in more detail in later sections:

e Software costs, including acquisition, vendor implementation and ongoing
operation/maintenance (upgrades, maintenance fees)

e Hardware, including acquisition, vendor implementation and ongoing
operation/maintenance

o Internal Resources, including skilled IT for integration and operation
e External Resources, including skilled IT for integration and operation

For this report, Saugatuck applied this model to “typical” 50-user and 150-user
PeopleSoft implementations in order to compare the two infrastructure platforms  (see
Note 2). The results will be reviewed in the following sections.

" Note 2: For purposes of our analysis, the definition of a "typical" implementation is for a small or medium
sized business. The implementation is a single division in a single currency, and encompasses Financials,
Manufacturing & Distribution. Saugatuck assumed that advanced modules, application customization and
integration with third party applications are not included in the project, and that the duration of the
implementation phases are 4 months and 6 months for the 50-user and 150-user cases, respectively.
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What Drives Cost of Ownership?

To understand cost of ownership as a management tool and decision factor, we need to
understand what drives cost of ownership. Decades of cost of ownership research show
that management complexity is the primary driver of cost of ownership — from both a
technology and ongoing operational perspective. (See Figure 2)

Figure 2. Management Complexity increases Cost of Ownership

Cost of Ownership

As Management Complexity increases,
Cost of Ownership increases

Management Complexity

Source: Saugatuck Technology

Complexity plays a role in all of the four core cost of ownership categories, but most
often is driven by application and systems architecture decisions. A "typical" platform
usually supports multiple applications either directly or indirectly. A "typical" application
is usually tied to multiple other applications and databases. ERP systems by their nature
are linked to multiple platforms, applications and databases, making cost of ownership
analysis more complex than with other applications.

Given these typical complexities of environment, to provide as balanced a comparison as
possible in this report, Saugatuck focused on the four core cost of ownership categories
listed earlier, and then further simplified the model based on "real-world" acquisition and
implementation factors. These include the usual bundling of hardware and operating
systems that make detailed comparison impractical; and the industry-wide sales practice
of multiple layers of discounting and bundling of applications, modules, implementation
and maintenance for software acquisition. Such "real world" analysis, however, also
provides better insights into the whys and wherefores of cost of ownership comparison.

Software Costs

Saugatuck's analysis assumes that, due to widespread and practically uniform industry
sales discounting practices, the basic acquisition costs of the PeopleSoft EnterpriseOne
application are essentially the same for both the Open Stack and the IBM Blue Stack
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platforms.  Therefore, we have excluded application purchase, licensing, and
maintenance costs from this analysis.

However, significant savings can be achieved at the Operating System and Database
levels through the standards-based computing offered by the Open Stack configuration.
Saugatuck estimates that the software costs of the Open Stack solution are between 20%
and 30% less expensive than the IBM Blue Stack over a five-year ownership period. (See
Figure 3 below.)

Figure 3. Software Cost Comparison

50 users

B Open Stack
O1BM Stack

150 users —|

Cost

Source: Saugatuck Technology

The key source of the difference lies in the higher software licensing and maintenance
fees charged by IBM to support the proprietary operating system for the iSeries, and the
DB2 database. Clearly, as the performance and reliability of Microsoft Windows
continues to improve, it becomes harder for companies to justify the price premium they
are paying for the aggressively-touted iSeries reliability.

As noted earlier, another important cost factor is the relative complexity (and therefore
the relative costs) of integration with other applications, systems and platforms. Put
simply, standards-based technologies typically introduce less complexity into the IT
operating environment.

While most of these costs will be reflected in the Internal and External Resources
components of the cost of ownership analysis, the standards-based Open Stack can be
expected to be less expensive to integrate into a typical IT operating environment. Case
Study #1 on the Sares-Regis Group is a good example of this.

As will be explored in more detail in later sections, standards-based systems also benefit
from a wider range of available skill sets, complementary tools, and applications, thus
lowering cost of ownership further due to an abundance of resources and the resulting
ability to simplify or smooth integration. As an example, Microsoft has dozens of ISV
partners whose applications have been developed to interoperate with PeopleSoft
EnterpriseOne.

“New applications are being developed daily for a web client,” notes Nolan Little,
Practice Director at Minneapolis-based systems integrator BORN Information Services,
Inc. “Users already on a standard Windows platform will be able to deploy and scale
these applications more quickly.”
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Case Study #1 — Sares-Regis Group
Company Profile:

Sares-Regis Group, a California real estate management company, manages $2 billion in property on
behalf of its institutional partners and clients through three divisions: commercial, multi-family and
homebuilding. The company’s 400+ employees occupy two headquarters buildings across the street
from each other in Irvine, CA, and work on site at each of over 50 properties under management. As a
customer service-oriented property manager for a diverse range of institutions and individual clients,
Sares-Regis (SRG) has found it increasingly difficult to meet the information management needs of its
diverse group of clients while operating efficiently and effectively.

Business Situation and Objectives:

SRG was operating the PeopleSoft World application on an IBM AS/400 server that was on the verge of
obsolescence. In addition, one division of SRG was operating a residential real estate management
application on a SQL Server data base. Creating management reports for its institutional partners and
clients was challenging in this environment as it required integrated data captured by two different
applications and stored in two different databases.

Eventually, SRG was notified that the AS/400 model they were operating was no longer going to be
supported. The company had to develop an alternative approach to supporting their enterprise
applications. They decided therefore, to make the most of this opportunity and also find a solution to
their complex customer reporting requirements.

Solution:

SRG’s research during the solution acquisition phase convinced them that an Open Stack solution would
best meet their needs. For the cost of a new IBM iSeries server, SRG could purchase 9 HP Proliant
servers. These servers would not only support a new installation of PeopleSoft’s EnterpriseOne
application, but also would house a third-party reporting tool that would address the reporting issue.

Results:

With the new application environment up and running, the 75 users of the PeopleSoft EnterpriseOne
application are enjoying significant productivity gains based on the web-based GUI interface. Plus,
there are now 25 users of the new reporting tool who have the capability to create their own reports on
an as needed basis, rather than waiting for a programmer in IT to develop the report for them.

Most important, SRG is now operating with a single database standard across its two mission critical
applications. Therefore it is much more efficient to pull data from both data bases to create reports, and
the data bases can now update each other when necessary. Project manager Tom Walker notes that
“each client wants reports presented to them in a very specific way, and now we are in a position to
provide much better service to our customers.”

This means that these small-to-medium businesses will have tremendous flexibility to
solve those business issues with third party applications with confidence that integration
with their enterprise application will be smooth, and resulting system performance will be
acceptable.

Hardware Costs

In analyzing hardware costs, direct comparison of acquisition and implementation costs
between the two stacks is at least as difficult as comparing software acquisition and
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implementation costs. Vendor bundling and discount practices make head-to-head
analysis at best frustrating, and at worst immaterial.

As with any cost of ownership analysis, the key is to look at where the greatest
differences lie. With hardware, it is in the ongoing operating costs plus the ability of the
platform to enable and support growth or other changes in business operations.

Figure 4. Hardware Cost Comparison

50 usors _—

B Open Stack
O IBM Stack

150 users |

Cost

Source: Saugatuck Technology

As shown in Figure 4 above, Saugatuck analysis of user hardware costs for this report
indicates that Open Stack users enjoy a 40% to 50% lower cost of ongoing operations
and maintenance. Some users report as much as a 70% decrease in costs over previous
implementations.

In addition, Saugatuck user interviews for this report indicate significant performance
improvement for users switching to the Open Stack platform. Such improvements tend to
reduce average costs per operation, thus reducing overall costs of ownership — sometimes
significantly, as noted in Case Study #2 below.

An overarching theme of the interviews during this research was the desire by IT
executives to simplify the infrastructure environment. As noted earlier, management
complexity is a key driver of costs. By making architectural decisions up front that
reduce complexity, companies are finding ways to both reduce costs and improve the
performance of their PeopleSoft EnterpriseOne applications. “Once you make the
EnterpriseOne decision, you are going to be in a Windows environment because it is a
requirement of the deployment server,” observes Marian Cole, Director of Global IT
Infrastructure at Cabot Corporation. “For us, having the AS/400 just to handle back-end
processing added cost and complexity and just didn’t make sense.”

It must be noted that another significant contributor to the typical hardware cost
difference is HP's pricing model, which enables a single upfront maintenance fee that
covers platform operations up to five years.

This can result in significant savings over time, which can then be reinvested by users
into other operations. Case Study #2 focusing on AMSOIL, Inc. is a good example of
this.
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Case Study #2— AMSOIL Inc.
Company Profile:

AMSOIL Inc. is a manufacturer of a broad line of synthetic lubricants for internal combustion engines.
With approximately 150 employees working in its Superior, Wisconsin, headquarters, and 200
employees at its manufacturing plant or at one of over a dozen distribution centers worldwide, the
company operates 24/7. AMSOIL has been experiencing rapid growth in the last two years as it
expands both its product lines and its global distribution capabilities.

Business Situation and Objectives:

AMSOIL was facing multiple challenges in its efforts to support the approximately 150 worldwide
users of PeopleSoft EnterpriseOne. According to project manager Todd Maki, these included:

o Improving application speed and performance. Customer service personnel in its sales center
were faced with long wait-times when querying a customer record. In some cases, depending
on system activity, look-ups would bring the entire application to a “dead halt.”

e Replacing its obsolete IBM AS/400 with a more up-to-date hardware platform. The software
maker had informed the company that it would no longer support the application on its
existing AS/400.

o Acquiring additional memory and drive space. Not only was the AS/400 no longer going to
be supported, but AMSOIL was about to reach the upper limits of its current storage capacity.

Solution:

AMSOIL compared the cost-benefits of upgrading its existing IBM “Blue Stack” and migrating to the
Open Stack. The analysis showed that “it would be significantly cheaper to go with the HP-Windows
backbone,” said Maki. “It turned out to be $20,000-30,000 cheaper to go with the new hardware with
a SQL backbone, plus we saved an additional $10,000 on the annual software maintenance. We were
able to invest the savings in a badly-needed Storage Area Network, which we implemented at the
same time that we re-platformed.”

Results:

Last year, AMSOIL successfully transitioned to the Open Stack platform. They noted an immediate
boost to application performance. “Telephone queue time is a key metric in our sales center,” says
Maki. “With the new system, queue time dropped from over two minutes down to 20 seconds.”
While the company has had to scale up its sales center staff to handle the increase in sales, the
dramatic performance improvement has meant that revenues have increased much faster than sales
center costs, contributing to improved margins.

The company also solved its storage problems through its SAN implementation, which was partially
funded by the savings realized through the replatforming. Most importantly, however, are the
(unanticipated) benefits realized through platform standardization. “There were ongoing
communications issues between the Windows and AS/400 environment,” noted Maki. ‘“Now
integration is much cleaner, plus we have the option to cluster our servers together to implement a
failover strategy, which we could never do before.”

Internal Resource Costs

Saugatuck's survey data and user interviews indicate that the biggest source of cost
savings between the two stacks lies in the Internal Resources category. The core data
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shows that Open Stack users enjoy between a 35% and 40% lower cost for Internal
Resources. (See Figure 5.)

Figure 5. Internal Resources Cost Comparison
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Source: Saugatuck Technology

Once again, the prime driver is complexity — specifically, the need for, and cost of,
resources required to implement and maintain the Open Stack versus the Blue Stack. The
more complex the solution, the more resources needed to implement and support it.

And the more standardized Open Stack typically requires not only fewer resources, but
resources that are more widely available and therefore less costly. IT people resources
with strong Microsoft skills are more plentiful than those with IBM’s iSeries and
proprietary DB2 database experience. Research for this report indicates that many IT
professionals with IBM AS/400-iSeries experience are reaching (or soon will be
reaching) retirement age. Companies are beginning to take note of the risks — both
operating and financial — involved in continuing to operate on a platform that has a
shrinking pool of professionals available to support it. From this perspective, the
Windows platform is a less risky alternative.

Even companies that have plenty of resources familiar with the Blue Stack are choosing
to standardize on the Open Stack and to invest in retraining, as Case Study #3 on Cabot
Corporation illustrates.

One intriguing cost of ownership point not investigated or analyzed for this report is that
of cost avoidance based on improved user productivity. From the examples of our case
studies, the Open Stack delivers an opportunity for productivity improvements to the end
user — either through the capability to create reports independently using a 3™ party
solution, or from improved application performance that increases the number of
transactions he or she can process in a day, or through the ability to implement new
organizational models, such as shared services. In many cases, productivity gains will be
significant, resulting in revenue increases or reduced overhead costs. Further research
would be required to provide a more detailed cost avoidance comparison.

External Resource Costs

The survey and interview data for this report show that implementation costs dominate
cost of ownership when analyzing the use and costs of external resources.
Implementation costs for both stacks are practically equal, with a very slight advantage to
the Open stack.
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Case Study #3 — Cabot Corporation
Company Profile:

Cabot Corporation, headquartered in Boston, MA, is a 120 year-old publicly held specialty chemical
company. With revenues of $1.5 billion, Cabot provides the materials that make industrial products
harder or drier or more slippery. With operations in 26 countries, employing approximately 4500
employees, Cabot operates several distinct business units based on both business and geography.

Business Situation and Objectives:

Cabot had implemented multiple instances of PeopleSoft World in order to support its various
business units. As time passed, the company found it more difficult to get meaningful information out
of its information systems and concluded that they could not afford — financially or competitively — to
continue operating in such a fragmented model. Cabot therefore decided to migrate to PeopleSoft
EnterpriseOne and consolidate its operations into a single instance of the application. According to
Marian Cole, Director of Global IT Infrastructure, the objectives of this project were as follows:

o  Consolidate application instances and data. Locating all of the company’s enterprise business
data in a single instance would enable the company to implement global process management
provide better visibility into the business units’ cost structures.

e Reduce costs by eliminating duplication and integration points. Each additional application
instance meant that the company had staff performing redundant functions and working to
maintain data integrity between instances.

e FEstablish an “e-ready” architecture. Eliminating the integration issues associated with
multiple instances, and simultaneously migrating to PeopleSoft EnterpriseOne, sets the stage
for eCommerce.

Solution:

Cabot embarked on their enterprise application consolidation project reasoning that they should
leverage their existing skills and experience, and so began by looking at an upgrade to IBM’s iSeries
server. After analyzing the alternatives, however, they determined that with approximately 2500
application users spread out across the globe, the IBM solution was not going to scale to their needs in
a cost-effective manner. Compared to the estimated $2 million price tag of the IBM solution, the
Open Stack solution was going to save them approximately 75%.

Results:

Having now consolidated all its business units but those in Asia, Cabot is now realizing the reward
from implementing standardized, global business processes. This is most evident in the organizational
changes they have made. “With all our business processes and data now in a common application
instance we have pulled many functions out of the plants to a centralized shared service environment,”
says Cole. “This is how the business units have hit the cost reduction targets. Going forward, it puts
us in a better position to manage the cost of these functions across the entire company.”

Another benefit of moving to a common application instance on a uniform platform included the
impact of a Storage Area Network project conducted in parallel with the ERP project. The SAN
implementation was more streamlined and operations are less costly to support than would have been
the case with an IBM or multi-vendor alternative. And unforeseen at the time was the passage of the
Sarbanes-Oxley Act and its impact on IT organizations. Cole notes that achieving compliance with
Sarbox would have been much more difficult in the multi-instance operating environment.
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The core External Resource cost difference between the two stacks is in the costs of
ongoing operations and maintenance, where the Open Stack enjoys approximately a 2%
to 5% advantage. (See Figure 6.)

Figure 6. External Resources Cost Comparison
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Source: Saugatuck Technology

This difference occurs because of the additional complexity associated with integrating
the iSeries server into the company’s existing Windows environment. Similarly, once
into the operations phase, the funding of the typical small projects that require external
consulting support is more economical because of the greater availability of resources
with Microsoft skill sets. As the manager of a PeopleSoft EnterpriseOne upgrade project
for a small (less than 100 employees) toy retailer indicated, “it is much easier to get
consultants for a Windows environment than for the AS/400.”

Of course, the main driver for the need for external consulting resources is the presence
(or absence) of those resources internally. However, Saugatuck sees this as remaining
constant for small-to-medium businesses, regardless of which solution stack they select
for their enterprise applications.

Conclusion

In order to compete better in the global business environment, small-to-medium
businesses using PeopleSoft World to support enterprise application needs are migrating
to PeopleSoft EnterpriseOne. Saugatuck expects this trend to accelerate in the next 12 to
24 months as investment in IT becomes an even more attractive strategy to gain and
maintain competitive advantage.

A key driver of this trend will be the cost and performance advantage afforded to users
who choose to implement PeopleSoft EnterpriseOne on an Open Stack of Hewlett-
Packard hardware, Microsoft Windows operating system and SQL Server database. As
Saugatuck's Cost of Ownership research for this report indicates, it is less costly to
acquire, implement and operate PeopleSoft EnterpriseOne on this Open Stack than on
the "Blue Stack” IBM technology.

The source of the cost advantage can be traced to standardization. Standardizing on a
common server and operating platform reduces integration complexity and increases
reliability and performance. In addition, there is a strong supply of IT professionals with
the required Microsoft skills in today’s labor market, and therefore, the cost of ongoing
operations of the application environment is reduced. This compares favorably with the
availability and cost of similar professionals with experience with the IBM technology
stack. Finally, the Open Stack delivers a performance increase that companies can use to
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improve end user productivity in order to capture additional revenues or reduce
administrative costs.

In short, implementing and operating PeopleSoft EnterpriseOne on the “Open Stack”
from HP, Microsoft and Intel results in improved system performance and lower cost of
ownership when compared to implementing and operating the application on the IBM
iSeries server, and proprietary operating system and DB2 database. Small-to-medium
businesses migrating from PeopleSoft World to PeopleSoft EnterpriseOne should
seriously consider the Open Stack infrastructure solution.
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Saugatuck Technology is a strategic advisor to
senior executives, information technology ven-
dors and investors, providing strategy consulting,
custom research and thought-leadership programs
focused on emerging technologies, key
business/IT challenges, and effective manage-
ment strategies.

STRATEGIC CONSULTING SERVICES
Strategy Assessment

Opportunity Analysis

Go-to-Market Strategies

THOUGHT-LEADERSHIP PROGRAMS
Custom research programs targeting key technol -
ogy investment decisions of ClOs, CFOs, CEOs
and LOB Executives, delivered as Research
Reports, White Papers or Presentations. In-depth
perspectives on emerging technologies, business
trends and common business/ IT challenges.
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Competitive and market intelligence

Investment advisory services (M&A support,
venture fundraising, due-diligence)

Primary and secondary market research
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