
In the world of IT-enabled business transformation the role of SaaS ERP solutions keeps growing. To make sure that SaaS 
ERP solutions contribute to the success of these projects, it is important that the development of the Target Operating 
Model goes hand in hand with the development of the Target Application Model. This article shares KPMG’s view on the 
models and provides some practical insights that organizations can use to build these important models.
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Successful IT-enabled 
business transformation 
requires explicit attention 
to TOM and TAM

When starting the journey of IT-enabled 
business transformation, organizations need to 
think about their “TOM” and “TAM”. These 
seem buzzwords propagated by advisors. 
However, there is a whole world underneath 
these terms, and in order to be successful and 
create a solid foundation for a successful 
transformation, explicit attention needs to be 
paid to both models. This condensed article 
provides more insight in the various layers of 
the TOM and the TAM and also explains the 
relation between these models.
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Organization & Governance 

Capabilities & Processes  

Technology

Performance Management  

Culture, People & Skills
 

Sourcing  

• Performance evaluation is team-based or 
organization-wide instead of individual. 

• The measurement framework and metrics 
enable continuous feedback and value 
initiative, transparency, and honest and 
direct feedback.

 • Funding of change is based on capacity (of 
teams) that is pre-set.

• Multi-disciplinary teams requiring intrinsic 
motivation and initiative with the ability to 
work across the boundaries of traditional 
departments.

• Introduction of profiles that value both 
specialization and looking across disciplines 
(i.e. “T-shaped”).

• A culture of cooperation that stimulates 
experimentation and learning by doing, and 
leadership that facilitates and values 
empowerment. 

• Continuous agile coaching on multiple levels 
(board to management to operations).

• The demand/supply model is replaced by integrated business IT 
value streams.

• The (temporary) rise of hybrid/bi-modal IT as a result of differing 
needs of business functions.

• Scaling of agile teams to project, program, portfolio or enterprise 
level using new types of organizational models or scaling 
frameworks such as SAFe and LeSS (Huge). 

• Empowerment of a limited number of mandated POs. 

• Customer orientation through customer journey and value 
mapping drive product definitions and client validation. 

• Lean at the core of Agile; start with optimization and look 
integrally into chains. 

• Processes have less rigid handovers across domains and 
functions and are characterized by flow and cadence.

• Agile tools and working methods drive processes (e.g. 
visualization, kanban, stand-ups, definition of done, 
backlogs on various levels and scaling practices). 

• Simplification and rationalization of the application landscape as a 
sound basis for agility. 

• A modular architecture that (where needed) supports micro-services.
• Automation and tooling to provide continuous delivery (e.g. build, test, 

integrated, deployment).  
• Cloud and on-demand self-provisioning of environments as enablers for 

high flexibility and scalability. 

• Rise of multi-sourcing models with increasingly fluid relations and which allow for flexibility 
in adding and removing suppliers from the ecosystem.

• Establishing effective metrics to drive performance and collaboration in renewed contracts.
• Assessment of supplier relations and capabilities on agility: how can they help, stimulate, or 

where are constraints that can be dealt with? 

 

 

Operating 
Model 

 

Figure 1. Target Operating Model (source: KPMG).
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70%  of major changes fail to achieve targeted benefits

56%  of programs are behind schedule

44%  of companies fail at large scale change initiative

37%  are over budget due to project management failure

35%  ROI is achieved; compared to 143% with change management

21%  of initiatives saw a decrease in productivity

Table 1. Key outcomes failed ERP projects (source: KPMG survey 2018).

INTRODUCTION

An important deliverable in the early stages of the 
IT-enabled business transformation project is not just 
the definition of the Target Operating Model (hereafter: 
TOM), it also concerns the Target Application model 
(hereafter: TAM). This has become even more important 
with the introduction of SaaS ERP solutions as the rich 
set of standard functionalities these solutions offer, 
they have become more and more in the driver seat 
when realizing such a transformation project. However, 
experience has shown that organizations are struggling 
with understanding the content of both the TOM and 
the TAM and when which element needs to be covered 
during the project. In order to gain a good understand-
ing, it is important to take one step back and learn from 
experiences in the past. 

Recent KPMG study showed that organizations are 
still facing challenges when making ERP programs 
successful. This results in programs which are often 
delivered behind schedule, lacking sufficient focus on 
the change management component and, most impor-
tantly, not delivering the expected results. This is of 
course very unfortunate, however, as ERP will stay 
(either “best of breed” or “best of suite”), organizations 
need to learn from this and understand the benefits of 
these programs.

ERP implementations 
remain challenging for 

many organizations
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Describes how services are delivered, including Centers of 
Expertise, Shared Service Centers, Business Partnering, Self 
Service and outsourcing to providers.
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Describes how the people are organized from both a geographic 
(global, regional, local) and business unit perspective. Outlines 
skills and competencies, key roles and support activities for each 
functional and process area.

Functional process layer
Outlines how specific process steps link to functions or departments 
that perform each step and accompanying policies/procedures to be 
followed when performing the process steps.

Technology layer
The applications that are used to enable the processes, policy 
compliance, internal controls and generation of report.

Performance insights & data layer
Includes basic operational reporting and management reporting 
needs, plus differentiated key performance indicators and analytics 
to drive business insights.

Governance layer
Identifies the specific controls that are in place to mitigate the 
risks associated with both financial and operational errors as well 
as processing, strategic, operational and compliance risk.

Figure 2. Layers Target Operating Model (source: KPMG’s Powered Enterprise).

With the introduction of SaaS ERP solutions, a new 
set of game rules was introduced for the implementa-
tion of ERP solution. Where in the past, ERP solutions 
were more or less following the requested business 
rules (often resulting in significant number of cus-
tomizations), SaaS ERP solutions have become more 
prominent, meaning that the standard functionality 
as offered within these solutions will determine the 
new way of working to a great extent. Although this 
may sound scary, the SaaS ERP solutions have defi-
nitely grown in maturity; we are of the opinion that 
organizations should be able to better comply with 
these solutions (and become less dependent on cus-
tomizations).

TARGET OPERATING MODEL (TOM) 
EXPLAINED IN MORE DETAIL

When implementing ERP solutions, organizations 
build up their TOM and TAM. This seems obvious 
when running a new ERP project, however, to make 
sure that all aspects are being covered, it is important 
to understand the exact components and the relation-
ship between the TOM and the TAM. Let’s first take 
a closer look at the TOM and see what Wikipedia say 
about this model:

Definition TOM:   
“Target operating model is a description of the desired state of 
the operating model of an organization. When working on the 
operating model, it is normal to define the “as is” model and the 
“to be” model. The target operating model is the “to be” model. 
It is possible to produce a target operating model for a business 
or a function within a business or a government department 
or a charity.”

In short, the TOM will form the foundation based on 
which further detailed designs can be elaborated for 
processes, workflow, organizational structure, roles 
& responsibilities including the supporting control 
and governance layer. In Figure 1 the model has been 
reflected, which KPMG uses as reference for explaining 
this concept.

During the implementation of (SaaS) ERP solutions, the 
TOM is also a useful umbrella for designing and imple-
menting. However, experience has shown that some 
layers require more attention than others. Therefore, 
we have further finetuned this to make sure that these 
layers get the attention they need (see Figure 2).

It is important to mention that not all content of each 
of these layers needs to be developed at the start of the 
project but will grow during the various stages of the 
project. When looking at the project stages of IT-enabled 
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Level

1 Process category

Description Visualization

This level defines the major processes within 
a business that cut across functional 
boundaries at the macro or value chain level.

2 Process group

3 Process Breaks down the process groups into 
processes. Depicts the flow of the process 
with individual operational steps that 
represents a collection of activities.

Each value chain can be broken down into a 
series of major sub-processes, each of these 
is a process group.

Define the operational view of each process, 
described as unit of work performed by one 
job function and at one time.

4 Activities

5 Tasks Depict the procedure level of the process 
where a step-by-step guide is defined at a 
task level for each activity.
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Figure 3. Process levels TOM (source: KPMG).

business transformation in which SaaS ERP is a critical 
component, we also recommend applying a different 
approach. During “old fashioned” ERP projects, an impor-
tant project phase was the design phase (in most cases 
designed according the raised business requirements). 
Within SaaS ERP projects this phase should be replaced 
by what we call a Validation phase; the underlying 
assumption for this is that organizations will validate 
their requirements against the available (standard) func-
tionalities of the ERP solution and in case of deviations 
will modify components within their TOM to adapt to 
the ERP solution. This is an important mind-shift and 
although SaaS ERP has been around for some time, we 
still see organizations struggling with this.

Example: When starting such a project, there is definitely 
a need to develop a high level “To Be” process diagram 
allowing the major stakeholders to gain a good under-
standing of the direction of the organization. However, in 
most cases it is not possible to define a process model to 
the lowest level (read: work instruction for the end users). 
Our recommendation is that such process diagrams are 

developed up to level 3 (see Figure 3). When the actual 
system implementation has started, this level can be 
worked out up to level 4 and 5. Our experience is that 
the leading SAAP ERP providers (like SAP, Microsoft and 
Oracle) already provide a wide range of work instructions 
embedded in their solutions.

By having a technology dimension in the TOM, a first 
link to the TAM has already been established. When 
linking this back to SaaS ERP projects, this needs to be 
further intensified. As mentioned earlier in this article, 
the reason is the guiding principle that organizations are 
willing to comply to a large extent to the standard func-
tionalities. SaaS ERP solutions that are providing this are 
opening the door for IT-enabled business transformation. 
Where in the past more a top-down approach was applied 
(first defining the TOM and secondly the TAM), SaaS ERP 
solutions require a more balanced approach where the 
definition of both models goes hand in hand. This is also 
reflected in Figure 4, where experience has shown that to 
support a good design of both the TOM and TAM, it is rec-
ommendable to also bring in good practice from outside. 
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Figure 5. Layers Target Application Model (source: KPMG’s Powered Enterprise).
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Figure 4. Bringing TOM and TAM together (source: KPMG).

TARGET APPLICATION MODEL EXPLAINED 
IN MORE DETAIL

As already stated in the previous paragraph, the TOM 
already contains a technology layer. In our view, how-
ever, this requires more detailing to make sure all aspects 
from a technology point of view are covered. Figure 5 
shows a model we use as reference to make sure that 
all IT-related aspects will get the attention they need. 
The core of the TAM is the application, integration and 
database/infrastructure layer. Important note: in case 
an organization decides for a SaaS ERP solution, this 
last layer, of course, becomes less relevant as this is 
“outsourced” to the SaaS ERP provider. Nevertheless it is 
recommended to pay attention to this layer during the 
project, to make sure the organization has a good view of 
the impact on the transition to the SaaS delivery model.

In addition, we also recommend discussing the IT service 
delivery organization, the related people component and 
the IT governance component. The reason for making 
this explicit, is that experience has shown that organi-
zations often tend to focus on the business component 
of the service delivery and to a lesser extent the IT com-
ponent. For example, when implementing SaaS ERP, 
the organization will need to comply in much stricter 
way to the product release sequence of the application 
provider. This is an important change in comparison 
with the maintenance of on-premise applications, where 
organizations are much more independent when imple-
menting new releases or upgrades (often resulting in 
later or delayed installation of these new releases). The 
consequence of this stricter release management process 
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Table 2. Example guiding principles TOM (source: KPMG).

Table 3. Example guiding principles TAM (source: KPMG).

TOM Layer

Functional 
process

Guiding principle

• The customer is at the center of what we do. We must ensure we stay close to our customers to truly understand how we can 
best meet their needs. 

• Functional marketing processes are standardized across the various finance departments, following better practice process from 
standard functionality as offered by the application

• Local deviations of the standard require approval from the Change Advisory Board.

People • Finance people should act as business partner and focus mostly on value-adding activities next to the transactional activities
• The central finance department will act as a facilitator to support the local finance departments in the various affiliates 

TAM Layer

Application

Guiding principle

(Master) Data management: data are provided by and maintained in the source application, and is governed by a single master/owner, 
although data can be stored in more places due to technical benefits. Data that are exchanged adhere to a canonical data model. 

Application Configuration: standard functionality as offered by the SAAP ERP solution is leading. However, some flexibility is required which 
might justify  a business rule engine for rules that are complex or apt to change.

is that an organization needs to make sure that its test 
management delivery process is capable of handling this 
higher release frequency. 

Like the deliverables of the TOM, the deliverables of the 
TAM will also evolve during the project. Where at the 
start of a project, explicit attention needs to be paid to 
more strategic elements, the TAM will be detailed and 
finetuned during the remainder of the project. Figure 6 
lists various deliverables of the TAM that need to be 
developed during the course of the ERP program.

THE IMPORTANCE OF GUIDING PRINCIPLES

Although the objective of this article is not to explain all 
elements of the TOM and the TAM in detail, we would 
like to highlight one important element and that is the 
concept of “guiding principles”. Guiding principles are 
statements that describe within which framework/
boundaries, the new design of the TOM and TAM should 
adhere to. They serve as benchmarks against which “to-
be” design options can be assessed. There are a number of 
inputs that inform guiding principles and may include 

Figure 6. Examples of TAM deliverables (source: KPMG Powered Enterprise).
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strategy, project goals and critical success factors as well 
as known constraints. We strongly recommend that at 
the start of the project (during the Vision phase) explicit 
attention is paid to these guiding principles for all layers 
of the TOM and the TAM. To make sure that the guiding 
principles are accepted and governed, it is important that 
also all key stakeholders are included in this discussion 
(in Table 2 and Table 3 some examples of guiding princi-
ples for both the TOM and the TAM are listed).

CONCLUDING REMARKS 

In summary, the TOM is a blueprint of an organization’s 
view on how the organization should operate in order to 
realize their future strategic goals, the role of the human 
capital in support these processes, the way it is governed 
and the position of supporting technology. This sup-
porting technology needs to further be detailed within 
the TAM. Considering the fact that a guiding principle 
within SaaS ERP project is the reliance on standard func-
tionality as much as possible, our experience is that the 
definition of TOM and TAM needs to go hand in hand. 
The advantage of defining a TOM and a TAM, is that 
organizations will not only obtain a thorough under-
standing of their future organization from a business 
perspective but can also take into account the advantages 
the supporting technology landscape can bring. In case 
organizations are not able or willing to pay the right 
attention to these models, an imbalance will arise; they 
will not be able to generate the benefits that a true IT-ena-
bled business transformation might bring. 

Although not explicitly stated within the TOM and TAM, 
a critical success factor within IT-enabled business trans-
formation is change management. In comparison with 
the “old school” ERP projects, change management has 
become even more important when implementing SaaS 
ERP implementations. The reason for this is again the 
underlying assumption that organizations are willing to 
comply to a large extend to the standard functionalities 
offered by these solutions. In case this will result in a 
deviation from the As-Is situation, the change needs to be 
realized in the organization and not in the application. 
In order to make sure that this change will be accepted, 
effective change management is key. This is also the 
reason why we strongly recommend making change 
management an integral part of your implementation 
approach. 
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