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PREFACE

Today, with information technology (IT) driving constant business transformation,
overwhelming organizations with information, enabling 24 /7 global operations, and
undermining traditional business models, the challenge for business leaders is not
simply to manage IT, it is to use IT to deliver business value. Whereas until fairly recently,
decisions about IT could be safely delegated to technology specialists after a business
strategy had been developed, IT is now so closely integrated with business that, as one
CIO explained to us, “We can no longer deliver business solutions in our company
without using technology so IT and business strategy must constantly interact with
each other.”

What's New in This Third Edition?

* Six new chapters focusing on current critical issues in IT management, including
IT shared services; big data and social computing; business intelligence; manag-
ing IT demand; improving the customer experience; and enhancing development
productivity.

* Two significantly revised chapters: on delivering IT functions through different
resourcing options; and innovating with IT.

* Two new mini cases based on real companies and real IT management situations:
Working Smarter at Continental Furniture and Enterprise Architecture at Nationstate
Insurance.

* Arevised structure based on reader feedback with six chapters and two mini cases
from the second edition being moved to the Web site.

All too often, in our efforts to prepare future executives to deal effectively with
the issues of IT strategy and management, we lead them into a foreign country where
they encounter a different language, different culture, and different customs. Acronyms
(e.g., SOA, FTP/IP, SDLC, ITIL, ERP), buzzwords (e.g., asymmetric encryption, proxy
servers, agile, enterprise service bus), and the widely adopted practice of abstraction
(e.g., Is a software monitor a person, place, or thing?) present formidable “barriers to
entry” to the technologically uninitiated, but more important, they obscure the impor-
tance of teaching students how to make business decisions about a key organizational
resource. By taking a critical issues perspective, IT Strategy: Issues and Practices treats IT
as a tool to be leveraged to save and /or make money or transform an organization—not
as a study by itself.

As in the first two editions of this book, this third edition combines the experi-
ences and insights of many senior IT managers from leading-edge organizations with
thorough academic research to bring important issues in IT management to life and
demonstrate how IT strategy is put into action in contemporary businesses. This new
edition has been designed around an enhanced set of critical real-world issues in IT
management today, such as innovating with IT, working with big data and social media,

13



14

Preface

enhancing customer experience, and designing for business intelligence and introduces
students to the challenges of making IT decisions that will have significant impacts on
how businesses function and deliver value to stakeholders.

IT Strategy: Issues and Practices focuses on how IT is changing and will continue to
change organizations as we now know them. However, rather than learning concepts
“free of context,” students are introduced to the complex decisions facing real organi-
zations by means of a number of mini cases. These provide an opportunity to apply
the models/theories/frameworks presented and help students integrate and assimilate
this material. By the end of the book, students will have the confidence and ability to
tackle the tough issues regarding IT management and strategy and a clear understand-
ing of their importance in delivering business value.

Key Features of This Book

A focus on IT management issues as opposed to technology issues

Critical IT issues explored within their organizational contexts

Readily applicable models and frameworks for implementing IT strategies

Mini cases to animate issues and focus classroom discussions on real-world deci-
sions, enabling problem-based learning

Proven strategies and best practices from leading-edge organizations

® Useful and practical advice and guidelines for delivering value with IT

¢ Extensive teaching notes for all mini cases

A DIFFERENT APPROACH TO TEACHING IT STRATEGY

The real world of IT is one of issues—critical issues—such as the following:

* How do we know if we are getting value from our IT investment?

¢ How can we innovate with IT?

¢ What specific IT functions should we seek from external providers?

* How do webuild an IT leadership team that is a trusted partner with the business?

¢ How do we enhance IT capabilities?

* What is IT’s role in creating an intelligent business?

* How can we best take advantage of new technologies, such as big data and social
media, in our business?

* How can we manage IT risk?

However, the majority of management information systems (MIS) textbooks are orga-
nized by system category (e.g., supply chain, customer relationship management, enterprise
resource planning), by system component (e.g., hardware, software, networks), by system

function (e.g., marketing, financial, human resources), by system type (e.g., transactional,
decisional, strategic), or by a combination of these. Unfortunately, such an organization
does not promote an understanding of IT management in practice.

IT Strategy: Issues and Practices tackles the real-world challenges of IT manage-
ment. First, it explores a set of the most important issues facing IT managers today, and
second, it provides a series of mini cases that present these critical IT issues within the
context of real organizations. By focusing the text as well as the mini cases on today’s
critical issues, the book naturally reinforces problem-based learning.
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IT Strategy: Issues and Practices includes thirteen mini cases—each based on a real
company presented anonymously.1 Mini cases are not simply abbreviated versions of
standard, full-length business cases. They differ in two significant ways:

1. A horizontal perspective. Unlike standard cases that develop a single issue within
an organizational setting (i.e., a “vertical” slice of organizational life), mini cases
take a “horizontal” slice through a number of coexistent issues. Rather than looking
for a solution to a specific problem, as in a standard case, students analyzing a mini
case must first identify and prioritize the issues embedded within the case. This mim-
ics real life in organizations where the challenge lies in “knowing where to start” as
opposed to “solving a predefined problem.”

2. Highly relevant information. Mini cases are densely written. Unlike standard
cases, which intermix irrelevant information, in a mini case, each sentence exists for
a reason and reflects relevant information. As a result, students must analyze each
case very carefully so as not to miss critical aspects of the situation.

Teaching with mini cases is, thus, very different than teaching with standard cases.
With mini cases, students must determine what is really going on within the organiza-
tion. What first appears as a straightforward “technology” problem may in fact be a
political problem or one of five other “technology” problems. Detective work is, there-
fore, required. The problem identification and prioritization skills needed are essential
skills for future managers to learn for the simple reason that it is not possible for organi-
zations to tackle all of their problems concurrently. Mini cases help teach these skills to
students and can balance the problem-solving skills learned in other classes. Best of all,
detective work is fun and promotes lively classroom discussion.

To assist instructors, extensive teaching notes are available for all mini cases. Developed
by the authors and based on “tried and true” in-class experience, these notes include case
summaries, identify the key issues within each case, present ancillary information about the
company/industry represented in the case, and offer guidelines for organizing the class-
room discussion. Because of the structure of these mini cases and their embedded issues, it
is common for teaching notes to exceed the length of the actual mini case!

This book is most appropriate for MIS courses where the goal is to understand how
IT delivers organizational value. These courses are frequently labeled “IT Strategy” or
“IT Management” and are offered within undergraduate as well as MBA programs. For
undergraduate juniors and seniors in business and commerce programs, this is usually
the “capstone” MIS course. For MBA students, this course may be the compulsory core
course in MIS, or it may be an elective course.

Each chapter and mini case in this book has been thoroughly tested in a variety
of undergraduate, graduate, and executive programs at Queen’s School of Business.?

1 We are unable to identify these leading-edge companies by agreements established as part of our overall
research program (described later).

2 Queen’s School of Business is one of the world’s premier business schools, with a faculty team renowned
for its business experience and academic credentials. The School has earned international recognition for
its innovative approaches to team-based and experiential learning. In addition to its highly acclaimed MBA
programs, Queen’s School of Business is also home to Canada’s most prestigious undergraduate business
program and several outstanding graduate programs. As well, the School is one of the world’s largest and
most respected providers of executive education.
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These materials have proven highly successful within all programs because we adapt
how the material is presented according to the level of the students. Whereas under-
graduate students “learn” about critical business issues from the book and mini cases
for the first time, graduate students are able to “relate” to these same critical issues
based on their previous business experience. As a result, graduate students are able to
introduce personal experiences into the discussion of these critical IT issues.

ORGANIZATION OF THIS BOOK

One of the advantages of an issues-focused structure is that chapters can be approached
in any order because they do not build on one another. Chapter order is immaterial; that
is, one does not need to read the first three chapters to understand the fourth. This pro-
vides an instructor with maximum flexibility to organize a course as he or she sees fit.
Thus, within different courses/programs, the order of topics can be changed to focus on
different IT concepts.

Furthermore, because each mini case includes multiple issues, they, too, can be
used to serve different purposes. For example, the mini case “Building Shared Services
at RR Communications” can be used to focus on issues of governance, organizational
structure, and/or change management just as easily as shared services. The result is a
rich set of instructional materials that lends itself well to a variety of pedagogical appli-
cations, particularly problem-based learning, and that clearly illustrates the reality of IT
strategy in action.

The book is organized into four sections, each emphasizing a key component of
developing and delivering effective IT strategy:

* Section I: Delivering Value with IT is designed to examine the complex ways that
IT and business value are related. Over the past twenty years, researchers and prac-
titioners have come to understand that “business value” can mean many different
things when applied to IT. Chapter 1 (The IT Value Proposition) explores these con-
cepts in depth. Unlike the simplistic value propositions often used when imple-
menting IT in organizations, this chapter presents “value” as a multilayered busi-
ness construct that must be effectively managed at several levels if technology is
to achieve the benefits expected. Chapter 2 (Delivering Business Value through IT
Strategy) examines the dynamic interrelationship between business and IT strat-
egy and looks at the processes and critical success factors used by organizations to
ensure that both are well aligned. Chapter 3 (Making IT Count) discusses new ways
of measuring IT’s effectiveness that promote closer business-IT alignment and help
drive greater business value. Chapter 4 (Effective Business—IT Relationships) exam-
ines the nature of the business—IT relationship and the characteristics of an effec-
tive relationship that delivers real value to the enterprise. Chapter 5 (Business—IT
Communication) explores the business and interpersonal competencies that IT staff
will need in order to do their jobs effectively over the next five to seven years and
what companies should be doing to develop them. Finally, Chapter 6 (Effective IT
Leadership) tackles the increasing need for improved leadership skills in all IT staff
and examines the expectations of the business for strategic and innovative guid-
ance from IT.



Preface

In the mini cases associated with this section, the concepts of delivering

value with IT are explored in a number of different ways. We see business and
IT executives at Hefty Hardware grappling with conflicting priorities and per-
spectives and how best to work together to achieve the company’s strategy. In
“Investing in TUFS,” CIO Martin Drysdale watches as all of the work his IT depart-
ment has put into a major new system fails to deliver value. And the “IT Planning
at ModMeters” mini case follows CIO Brian Smith’s efforts to create a strategic
IT plan that will align with business strategy, keep IT running, and not increase
IT’s budget.
Section II: IT Governance explores key concepts in how the IT organization is
structured and managed to effectively deliver IT products and services to the orga-
nization. Chapter 7 (Effective IT Shared Services) discusses how IT shared services
should be selected, organized, managed, and governed to achieve improved organi-
zational performance. Chapter 8 (Successful IT Sourcing: Maturity Model, Sourcing
Options, and Decision Criteria) examines how organizations are choosing to source
and deliver different types of IT functions and presents a framework to guide sourc-
ing decisions. Chapter 9 (Budgeting: Planning’s Evil Twin) describes the “evil twin”
of IT strategy, discussing how budgeting mechanisms can significantly undermine
effective business strategies and suggesting practices for addressing this problem
while maintaining traditional fiscal accountability. Chapter 10 (Risk Management
in IT) describes how many IT organizations have been given the responsibility of
not only managing risk in their own activities (i.e., project development, operations,
and delivering business strategy) but also of managing IT-based risk in all company
activities (e.g., mobile computing, file sharing, and online access to information and
software) and the need for a holistic framework to understand and deal with risk
effectively. Chapter 11 (Information Management: Stages and Issues) describes how
new organizational needs for more useful and integrated information are driving
the development of business-oriented functions within IT that focus specifically on
information and knowledge, as opposed to applications and data.

The mini cases in this section examine the difficulties of managing com-
plex IT issues when they intersect substantially with important business issues.
In “Building Shared Services at RR Communications,” we see an IT organiza-
tion in transition from a traditional divisional structure and governance model
to a more centralized enterprise model, and the long-term challenges experi-
enced by CIO Vince Patton in changing both business and IT practices, includ-
ing information management and delivery, to support this new approach. In
“Enterprise Architecture at Nationstate Insurance,” CIO Jane Denton endeavors
to make IT more flexible and agile, while incorporating new and emerging tech-
nologies into its strategy. In “IT Investment at North American Financial,” we
show the opportunities and challenges involved in prioritizing and resourcing
enterprisewide IT projects and monitoring that anticipated benefits are being
achieved.

Section III: IT-Enabled Innovation discusses some of the ways technology is
being used to transform organizations. Chapter 12 (Technology-Driven Innovation)
examines the nature and importance of innovation with IT and describes a typi-
cal innovation life cycle. Chapter 13 (When Big Data and Social Computing Meet)
discusses how IT leaders are incorporating big data and social media concepts
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and technologies to successfully deliver business value in new ways. Chapter 14
(Effective Customer Experience) explores the IT function’s role in creating and
improving an organization’s customer experiences and the role of technology in
helping companies to understand and learn from their customers’ experiences.
Chapter 15 (Business Intelligence: An Overview) looks at the nature of business
intelligence and its relationship to data, information, and knowledge and how
IT can be used to build a more intelligent organization. Chapter 16 (Technology-
Enabled Collaboration) identifies the principal forms of collaboration used in orga-
nizations, the primary business drivers involved in them, how their business value
is measured, and the roles of IT and the business in enabling collaboration.

The mini cases in this section focus on the key challenges companies face in

innovating with IT. “Innovation at International Foods” contrasts the need for pro-
cess and control in corporate IT with the strong push to innovate with technology
and the difficulties that ensue from the clash of style and culture. “Consumerization
of Technology at IFG” looks at issues such as “bring your own device” (BYOD) to
the workplace. In “CRM at Minitrex,” we see some of the internal technological and
political conflicts that result from a strategic decision to become more customercen-
tric. Finally, “Customer Service at Datatronics” explores the importance of present-
ing unified, customer-facing IT to customers.
Section IV: IT Portfolio Development and Management looks at how the IT func-
tion must transform itself to be able to deliver business value effectively in the
future. Chapter 17 (Managing the Application Portfolio) describes the ongoing
management process of categorizing, assessing, and rationalizing the IT applica-
tion portfolio. Chapter 18 (IT Demand Management: Supply Management is Not
Enough) looks at the often neglected issue of demand management (as opposed
to supply management), explores the root causes of the demand for IT services,
and identifies a number of tools and enablers to facilitate more effective demand
management. Chapter 19 (Technology Roadmap: Benefits, Elements, and Practical
Steps) examines the challenges IT managers face in implementing new infrastruc-
ture, technology standards, and types of technology in their real-world business and
technical environments, which is composed of a huge variety of hardware, software,
applications, and other technologies, some of which date back more than thirty
years. Chapter 20 (Emerging Development Practices) explores how system develop-
ment practices are changing and how managers can create an environment to pro-
mote improved development productivity. And Chapter 21 (Information Delivery:
Past, Present, and Future) examines the fresh challenges IT faces in managing the
exponential growth of data and digital assets; privacy and accountability concerns;
and new demands for access to information on an anywhere, anytime basis.

The mini cases associated with this section describe many of these themes
embedded within real organizational contexts. “Project Management at MM” mini
case shows how a top-priority, strategic project can take a wrong turn when proj-
ect management skills are ineffective. “Working Smarter at Continental Furniture”
mini case follows an initiative to improve the company’s analytics so it can reduce
its environmental impact. And in the mini case “Managing Technology at Genex
Fuels,” we see CIO Nick Devlin trying to implement enterprisewide technology for
competitive advantage in an organization that has been limping along with obscure
and outdated systems.
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SUPPLEMENTARY MATERIALS

Online Instructor Resource Center
The following supplements are available online to adopting instructors:

¢ PowerPoint Lecture Notes

e Image Library (text art)

* Extensive Teaching Notes for all Mini cases

* Additional chapters including Developing IT Professionalism; IT Sourcing; Master
Data Management; Developing IT Capabilities; The Identity Management Challenge;
Social Computing; Managing Perceptions of IT; IT in the New World of Corporate
Governance Reforms; Enhancing Customer Experiences with Technology; Creating
Digital Dashboards; and Managing Electronic Communications.

e Additional mini cases, including IT Leadership at MaxTrade; Creating a Process-Driven
Organization at Ag-Credit; Information Management at Homestyle Hotels; Knowledge
Management at Acme Consulting; Desktop Provisioning at CanCredit; and Leveraging
IT Vendors at SleepSmart.

For detailed descriptions of all of the supplements just listed, please visit
www.pearsongloableditions.com /McKeen.

CourseSmart eTextbooks Online

CourseSmart* is an exciting new choice for students looking to save money. As an alter-
native to purchasing the print textbook, students can purchase an electronic version of
the same content and save up to 50 percent off the suggested list price of the print text.
With a CourseSmart etextbook, students can search the text, make notes online, print
out reading assignments that incorporate lecture notes, and bookmark important pas-
sages for later review. www.coursesmart.co.uk.

* This product may not be available in all markets. For more details, please visit www.coursesmart.co.uk or
contact your local Pearson representative.

THE GENESIS OF THIS BOOK

Since 1990 we have been meeting quarterly with a group of senior IT managers from a
number of leading-edge organizations (e.g., Eli Lilly, BMO, Honda, HP, CIBC, IBM, Sears,
Bell Canada, MacDonalds, and Sun Life) to identify and discuss critical IT manage-
ment issues. This focus group represents a wide variety of industry sectors (e.g., retail,
manufacturing, pharmaceutical, banking, telecommunications, insurance, media, food
processing, government, and automotive). Originally, it was established to meet the com-
panies’ needs for well-balanced, thoughtful, yet practical information on emerging IT
management topics, about which little or no research was available. However, we soon
recognized the value of this premise for our own research in the rapidly evolving field
of IT management. As a result, it quickly became a full-scale research program in which
we were able to use the focus group as an “early warning system” to document new IT
management issues, develop case studies around them, and explore more collaborative
approaches to identifying trends, challenges, and effective practices in each topic area.?

3 This now includes best practice case studies, field research in organizations, multidisciplinary qualitative
and quantitative research projects, and participation in numerous CIO research consortia.
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Preface

As we shared our materials with our business students, we realized that this issues-based
approach resonated strongly with them, and we began to incorporate more of our research
into the classroom. This book is the result of our many years’ work with senior IT manag-
ers, in organizations, and with students in the classroom.

Each issue in this book has been selected collaboratively by the focus group after
debate and discussion. As facilitators, our job has been to keep the group’s focus on IT
management issues, not technology per se. In preparation for each meeting, focus group
members researched the topic within their own organization, often involving a number
of members of their senior IT management team as well as subject matter experts in
the process. To guide them, we provided a series of questions about the issue, although
members are always free to explore it as they see fit. This approach provided both struc-
ture for the ensuing discussion and flexibility for those members whose organizations
are approaching the issue in a different fashion.

The focus group then met in a full-day session, where the members discussed all
aspects of the issue. Many also shared corporate documents with the group. We facilitated
the discussion, in particular pushing the group to achieve a common understanding of
the dimensions of the issue and seeking examples, best practices, and guidelines for deal-
ing with the challenges involved. Following each session, we wrote a report based on the
discussion, incorporating relevant academic and practitioner materials where these were
available. (Because some topics are “bleeding edge,” there is often little traditional IT
research available on them.)

Each report has three parts:

1. A description of the issue and the challenges it presents for both business and IT
managers

2. Models and concepts derived from the literature to position the issue within a con-
textual framework

3. Near-term strategies (i.e., those that can be implemented immediately) that have
proven successful within organizations for dealing with the specific issue

Each chapter in this book focuses on one of these critical IT issues. We have learned
over the years that the issues themselves vary little across industries and organizations,
even in enterprises with unique IT strategies. However, each organization tackles the
same issue somewhat differently. It is this diversity that provides the richness of insight
in these chapters. Our collaborative research approach is based on our belief that when
dealing with complex and leading-edge issues, “everyone has part of the solution.”
Every focus group, therefore, provides us an opportunity to explore a topic from a
variety of perspectives and to integrate different experiences (both successful and oth-
erwise) so that collectively, a thorough understanding of each issue can be developed
and strategies for how it can be managed most successfully can be identified.
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The IT Value Proposition’

trying to figure out exactly how and where IT can be of value in their organizations.

And IT managers have been trying to learn how to deliver this value. When IT was
used mainly as a productivity improvement tool in small areas of a business, this was
a relatively straightforward process. Value was measured by reduced head counts—
usually in clerical areas—and/or the ability to process more transactions per person.
However, as systems grew in scope and complexity, unfortunately so did the risks. Very
few companies escaped this period without making at least a few disastrous invest-
ments in systems that didn’t work or didn’t deliver the bottom-line benefits executives
thought they would. Naturally, fingers were pointed at IT.

With the advent of the strategic use of IT in business, it became even more difficult
to isolate and deliver on the IT value proposition. It was often hard to tell if an invest-
ment had paid off. Who could say how many competitors had been deterred or how
many customers had been attracted by a particular IT initiative? Many companies can
tell horror stories of how they have been left with a substantial investment in new forms
of technology with little to show for it. Although over the years there have been many
improvements in where and how IT investments are made and good controls have been
established to limit time and cost overruns, we are still not able to accurately articulate
and deliver on a value proposition for IT when it comes to anything other than simple
productivity improvements or cost savings.

Problems in delivering IT value can lie with how a value proposition is conceived
or in what is done to actually implement an idea—that is, selecting the right project and
doing the project right (Cooper et al. 2000; McKeen and Smith 2003; Peslak 2012). In
addition, although most firms attempt to calculate the expected payback of an IT invest-
ment before making it, few actually follow up to ensure that value has been achieved or
to question what needs to be done to make sure that value will be delivered.

It's déja vu all over again. For at least twenty years, business leaders have been

! This chapter is based on the authors’ previously published article, Smith, H. A., and J. D. McKeen.
“Developing and Delivering on the IT Value Proposition.” Communications of the Association for Information
Systems 11 (April 2003): 438-50. Reproduced by permission of the Association for Information Systems.
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This chapter first looks at the nature of IT value and “peels the onion” into its
different layers. Then it examines the three components of delivering IT value: value
identification, conversion, and value realization. Finally, it identifies five general
principles for ensuring IT value will be achieved.

PEELING THE ONION: UNDERSTANDING IT VALUE

Thirty years ago the IT value proposition was seen as a simple equation: Deliver the
right technology to the organization, and financial benefits will follow (Cronk and
Fitzgerald 1999; Marchand et al. 2000). In the early days of IT, when computers were
most often used as direct substitutes for people, this equation was understandable,
even if it rarely worked this simply. It was easy to compute a bottom-line benefit where
“technology” dollars replaced “salary” dollars.

Problems with this simplistic view quickly arose when technology came to be
used as a productivity support tool and as a strategic tool. Under these conditions,
managers had to decide if an IT investment was worth making if it saved people time,
helped them make better decisions, or improved service. Thus, other factors, such as
how well technology was used by people or how IT and business processes worked
together, became important considerations in how much value was realized from an IT
investment. These issues have long confounded our understanding of the IT value prop-
osition, leading to a plethora of opinions (many negative) about how and where technol-
ogy has actually contributed to business value. Stephen Roach (1989) made headlines
with his macroeconomic analysis showing that IT had had absolutely no impact on pro-
ductivity in the services sector. More recently, research shows that companies still have a
mixed record in linking IT to organizational performance, user satisfaction, productivity,
customer experience, and agility (Peslak 2012).

These perceptions, plus ever-increasing IT expenditures, have meant business
managers are taking a closer look at how and where IT delivers value to an organization
(Ginzberg 2001; Luftman and Zadeh 2011). As they do this, they are beginning to change
their understanding of the IT value proposition. Although, unfortunately, “silver bullet
thinking” (i.e., plug in technology and deliver bottom-line impact) still predomi-
nates, IT value is increasingly seen as a multilayered concept, far more complex than
it first appeared. This suggests that before an IT value proposition can be identified
and delivered, it is essential that managers first “peel the onion” and understand more
about the nature of IT value itself (see Figure 1.1).

What Is IT Value?

Value is defined as the worth or desirability of a thing (Cronk and Fitzgerald 1999). It is
a subjective assessment. Although many believe this is not so, the value of IT depends
very much on how a business and its individual managers choose to view it. Different
companies and even different executives will define it quite differently. Strategic posi-
tioning, increased productivity, improved decision making, cost savings, or improved
service are all ways value could be defined. Today most businesses define value broadly
and loosely, not simply as a financial concept (Chakravarty et al. 2013). Ideally, it is tied
to the organization’s business model because adding value with IT should enable a firm
to do its business better. In the focus group (see the Preface), one company sees value
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Section e Delivering Value with IT

What Value will be
Delivered?

Where will Value be
Delivered?

Who will
Deliver Value?

When will Value
be Delivered?

How will Value
be Delivered?

FIGURE 1.1 IT Value Is a Many-Layered Concept

resulting from all parts of the organization having the same processes; another defines
value by return on investment (ROI); still another measures it by a composite of key
performance indicators. In short, there is no single agreed-on measure of IT value. As a
result, misunderstandings about the definition of value either between IT and the busi-
ness or among business managers themselves can lead to feelings that value has not
been delivered. Therefore, a prerequisite of any IT value proposition is that everyone
involved in an IT initiative agree on what value they are trying to deliver and how they
will recognize it.

Where Is IT Value?

Value may also vary according to where one looks for it (Davern and Kauffman 2000;
Oliveira and Martins 2011). For example, value to an enterprise may not be perceived as
value in a work group or by an individual. In fact, delivering value at one level in an orga-
nization may actually conflict with optimizing value at another level. Decisions about
IT value are often made to optimize firm or business process value, even if they cause
difficulties for business units or individuals. As one manager explained, “At the senior
levels, our bottom-line drivers of value are cost savings, cash flow, customer satisfaction,
and revenue. These are not always visible at the lower levels of the organization.” Failure
to consider value implications at all levels can lead to a value proposition that is coun-
terproductive and may not deliver the value that is anticipated. Many executives take a
hard line with these value conflicts. However, it is far more desirable to aim for a value
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that is not a win-lose proposition but is a win-win at all levels. This can leverage overall
value many times over (Chan 2000; Grant and Royle 2011).

Who Delivers IT Value?

Increasingly, managers are realizing that it is the interaction of people, information, and
technology that delivers value, not IT alone.? Studies have confirmed that strong IT
practices alone do not deliver superior performance. It is only the combination of these
IT practices with an organization’s skills at managing information and people’s behav-
iors and beliefs that leads to real value (Birdsall 2011; Ginzberg 2001; Marchand et al.
2000). In the past, IT has borne most of the responsibility for delivering IT value. Today,
however, business managers exhibit a growing willingness to share responsibility with
IT to ensure value is realized from the organization’s investments in technology. Most
companies now expect to have an executive sponsor for any IT initiative and some busi-
ness participation in the development team. However, many IT projects still do not
have the degree of support or commitment from the business that IT managers feel is
necessary to deliver fully on a value proposition (Peslak 2012).

When Is IT Value Realized?

Value also has a time dimension. It has long been known that the benefits of technol-
ogy take time to be realized (Chan 2000; Segars and Chatterjee 2010). People must be
trained, organizations and processes must adapt to new ways of working, information
must be compiled, and customers must realize what new products and services are
being offered. Companies are often unprepared for the time it takes an investment to
pay off. Typically, full payback can take between three and five years and can have at
least two spikes as a business adapts to the deployment of technology. Figure 1.2 shows
this “W” effect, named for the way the chart looks, for a single IT project.

Initially, companies spend a considerable amount in deploying a new technology.
During this twelve-to-sixteen-month period, no benefits occur. Following implementa-
tion, some value is realized as companies achieve initial efficiencies. This period lasts
for about six months. However, as use increases, complexities also grow. Information
overload can occur and costs increase. At this stage, many can lose faith in the initia-
tive. This is a dangerous period. The final set of benefits can occur only by making the
business simpler and applying technology, information, and people more effectively. If
a business can manage to do this, it can achieve sustainable, long-term value from its IT
investment (Segars and Chatterjee 2010). If it can’t, value from technology can be offset
by increased complexity.

Time also changes perceptions of value. Many IT managers can tell stories of
how an initiative is vilified as having little or no value when first implemented, only
to have people say they couldn’t imagine running the business without it a few years
later. Similarly, most managers can identify projects where time has led to a clearer

2 These interactions in a structured form are known as processes. Processes are often the focus of much orga-
nizational effort in the belief that streamlining and reengineering them will deliver value. In fact, research
shows that without attention to information and people, very little value is delivered (Segars and Chatterjee
2010). In addition, attention to processes in organizations often ignores the informal processes that contribute
to value.
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EVA
12-16 Months ~ [16—22 Months| 22-38 Months 3-5 Years
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in Order Hanging Fruit Business Simpler
Complex
Time

FIGURE 1.2 The ‘W’ Effect in Delivering IT Value (Segars & Chatterjee, 2010)

understanding of the potential value of a project. Unfortunately, in cases where antici-
pated value declines or disappears, projects don’t always get killed (Cooper et al. 2000).

Clarifying and agreeing on these different layers of IT value is the first step involved
in developing and delivering on the IT value proposition. All too often, this work is for-
gotten or given short shrift in the organization’s haste to answer this question: How will
IT value be delivered? (See next section.) As a result, misunderstandings arise and tech-
nology projects do not fulfill their expected promises. It will be next to impossible to do a
good job developing and delivering IT value unless and until the concepts involved in IT
value are clearly understood and agreed on by both business and IT managers.

THE THREE COMPONENTS OF THE IT VALUE PROPOSITION

Developing and delivering an IT value proposition involves addressing three compo-
nents. First, potential opportunities for adding value must be identified. Second, these
opportunities must be converted into effective applications of technology. Finally, value

- Best Practices in Understanding IT Value

¢ Link IT value directly to your business model.

* Recognize value is subjective, and manage perceptions accordingly.

¢ Aim for a value “win-win” across processes, work units, and individuals.
* Seek business commitment to all IT projects.

* Manage value over time.



Chapter 1 o The IT Value Proposition

Identification + Conversion + Realization
[

FIGURE 1.3 The Three Components of the IT Value Proposition

must be realized by the organization. Together, these components comprise the funda-
mentals of any value proposition (see Figure 1.3).

Identification of Potential Value

Identifying opportunities for making IT investments has typically been a fairly
informal activity in most organizations. Very few companies have a well-organized
means of doing research into new technologies or strategizing about where these tech-
nologies can be used (McKeen and Smith 2010). More companies have mechanisms
for identifying opportunities within business units. Sometimes a senior IT manager
will be designated as a “relationship manager” for a particular unit with responsi-
bility for working with business management to identify opportunities where IT
could add value (Agarwal and Sambamurthy 2002; Peslak 2012). Many other com-
panies, however, still leave it up to business managers to identify where they want
to use IT. There is growing evidence that relegating the IT organization to a passive
role in developing systems according to business instructions is unlikely to lead to
high IT value. Research shows that involving IT in business planning can have a direct
and positive influence on the development of successful business strategies using IT
(Ginzberg 2001; Marchand et al. 2000). This suggests that organizations should estab-
lish joint business—IT mechanisms to identify and evaluate both business and technical
opportunities where IT can add value.

Once opportunities have been identified, companies must then make decisions
about where they want to focus their dollars to achieve optimal value. Selecting the
right projects for an organization always involves balancing three fundamental factors:
cash, timing, and risk (Luehrman 1997). In principle, every company wants to under-
take only high-return projects. In reality, project selection is based on many different
factors. For example, pet or political projects or those mandated by the government or
competitors are often part of a company’s IT portfolio (Carte et al. 2001). Disagreement
at senior levels about which projects to undertake can arise because of a lack of a coher-
ent and consistent mechanism for assessing project value. All organizations need some
formal mechanism for prioritizing projects. Without one, it is very likely that project
selection will become highly politicized and, hence, ineffective at delivering value.
There are a variety of means to do this, ranging from using strictly bottom-line metrics,
to comparing balanced scorecards, to adopting a formal value-assessment methodology.
However, although these methods help to weed out higher cost-lower return projects,
they do not constitute a foolproof means of selecting the right projects for an organiza-
tion. Using strict financial selection criteria, for example, can exclude potentially high-
value strategic projects that have less well-defined returns, longer payback periods,
and more risk (Cooper et al. 2000; DeSouza 2011). Similarly, it can be difficult getting
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important infrastructure initiatives funded even though these may be fundamental to
improving organizational capabilities (Byrd 2001).

Therefore, organizations are increasingly taking a portfolio approach to project
selection. This approach allocates resources and funding to different types of projects,
enabling each type of opportunity to be evaluated according to different criteria (McKeen
and Smith 2003; Smith and McKeen 2010). One company has identified three different
classes of IT—infrastructure, common systems, and business unit applications—and
funds them in different proportions. In other companies, funding for strategic initia-
tives is allocated in stages so their potential value can be reassessed as more information
about them becomes known. Almost all companies have found it necessary to justify
infrastructure initiatives differently than more business-oriented projects. In fact, some
remove these types of projects from the selection process altogether and fund them with
a “tax” on all other development (McKeen and Smith 2003). Other companies allocate a
fixed percentage of their IT budgets to a technology renewal fund.

Organizations have come a long way in formalizing where and how they choose to
invest their IT dollars. Nevertheless, there is still considerable room for judgment based
on solid business and technical knowledge. It is, therefore, essential that all executives
involved have the ability to think strategically and systematically as well as financially
about project identification and selection.

Effective Conversion

“Conversion” from idea/opportunity to reality has been what IT organizations have
been all about since their inception. A huge amount of effort has gone into this central
component of the IT value proposition. As a result, many IT organizations have become
very good at developing and delivering projects on time and on budget. Excellent
project management, effective execution, and reliable operations are a critical part of
IT value. However, they are not, in and of themselves, sufficient to convert a good idea
into value or to deliver value to an organization.

Today managers and researchers are both recognizing that more is involved in
effective conversion than good IT practices. Organizations can set themselves up for
failure by not providing adequate and qualified resources. Many companies start more
projects than they can effectively deliver with the resources they have available. Not
having enough time or resources to do the job means that people are spread too thin
and end up taking shortcuts that are potentially damaging to value (Cooper et al. 2000).
Resource limitations on the business side of a project team can be as damaging to con-
version as a lack of technical resources. “[Value is about] far more than just sophisticated
managerial visions.... Training and other efforts...to obtain value from IT investments

- Best Practices in Identifying Potential Value

¢ Joint business—IT structures to recognize and evaluate opportunities
¢ A means of comparing value across projects

* A portfolio approach to project selection

¢ A funding mechanism for infrastructure





