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ARE YOU GETTING
VALUE FROM YOUR IT?

Assigning value to IT
investments doesn’t have
to be guesswork.
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TECHNOLOGY IS A VERY EXPENSIVE PROPOSITION FOR MOST COM-
panies. Although IT spending growth was down in 2002. reflecting overcapacity
and the economic environment, estimates for U.S. IT spending growth in 2003
average 4% to 6%; estimates for worldwide spending growth are a bit higher at 5%
to 7%. For most mid-size to large companies, I'T spending consumes a consider-
able portion of both the balance sheet and the annual operating budget.
Companies heavily dependent on technology for transaction processing, product
development, marketing, and delivery routinely spend hundreds of millions of dol-
lars each year to support their business activities.

Is it worth it? When all the capital and all the operating expenses are added
up, how do the CEO, CFO, and the shareholders know whether the company
got its money’s worth? There are ways to measure the value I'T adds to an orga-
nization. And there are new metrics not only for measuring the contribution of
IT staff, but also for valuing I'T’s links to business outcomes and to the intangi-
ble value of innovation.

Understanding the Value of IT

To figure out whether your company is getting its money’s worth out of its invest-
ment in technology, it is important to first identify where and how IT can add
value. While the value definitions will differ somewhat from company to compa-
ny depending on strategic focus, there are four major areas where IT can and
should add value:

1. Expense Containment. This is the historical purview of technology, going
back to the original focus of most data processing applications: replace high-cost
manpower with lower cost and more efficient technology. Today, expense con-
tainment often means attaining the scalability and flexibility to move quickly to
adopt new technologies without disrupting existing infrastructure.

2. Process Improvement. The value of IT comes not from replicating work
processes but from improving them through the application of technology to com-
plex problems. Given IT’s capacity to provide better and faster access to informa-
tion and to create business intelligence that fosters good decision making, most
organizations look to technology as a means to achieve competitive advantage. I'T
adds additional value by lowering defect rates, improving information relevancy,
and speeding the time to market in new and creative ways.



Figure 1: IT Value Components
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3. Customer Advantage. The traditional application of
technology as it relates to the customer has been to reduce
transaction errors and thus contain customer complaints—
not a particularly strategic approach to customer service.
More recently, I'T has been used to achieve customer pro-
ductivity by moving more and more of the routine process-
ing and customer inquiry functions directly to the customer.
Depending on the application and the delivery, customers
say that these systems either add to or detract from cus-
tomer service. Another aspect of applying technology to the
customer component of business strategy is IT’s value in
enabling the company to understand and predict customer
needs and wants and move to “just-in-time” marketing.

4. Talent Leverage. A significant value component of
technology is the role IT plays in improving the workers’
environment and fostering innovation. With new hardware,
software, and networking tools, and a virtual environment
conducive to innovation, good companies are well posi-
tioned to maximize the talent in their organizations.

IT Value: Moving from Efficiency
to Effectiveness

While all organizations have opportunities to derive these
four types of value from their IT investment, some compa-
nies will put more emphasis on value as defined by IT effi-
ciency while others will focus more on the value to be
derived from IT effectiveness. In this context, efficiency is
defined as “doing things right,” while effectiveness is defined
as “doing the right things.” Each of the four IT value com-
ponents includes aspects of efficiency and effectiveness as
shown in Figure 1.

To be considered “valuable” by management, business
partners, customers, and shareholders, I'T systems must be
able to perform basic tasks efficiently, without error, and in

a timely and reliable manner. Thus, the base level of IT
value is in being a credible performer of those efficiency
tasks shown in the exhibit.

As IT moves up the value continuum and begins to
contribute to the organization’s strategic goals, it adds
value in the form of tools and innovation that effectively
move the company forward. Applications such as cus-
tomer relationship management (CRM) can be either a
success or a failure, depending on the value the IT staff
brings to the application through its understanding of
business strategy and its alignment of technology
resources with those business goals.

Measuring the Value of IT

Given the size of most IT budgets and the debate that
swirls around defining the value of technology, it is not sur-
prising that measuring IT is also a complex and controver-
sial topic. On the one hand, accounting standards and
financial valuation techniques abound to capture and cate-
gorize capital and operating expenditures related to IT
hardware, software, and facilities.

However, the value of 1T extends beyond capital spend-
ing and the annual budget. Thus, the challenge is how to
capture and measure the remaining aspects of IT value.

One approach is to further divide the components of
each I'T value dimension into its subcomponents. For each
of the four major components—expense containment,
process improvement, customer advantage, and talent
leverage—resources are devoted to the activities and out-
puts that produce value. The three major resource sub-
components (shown in Figure 1) are:

1. Capital and annual operating expense

2. People

3. Innovation

Figure 2: IT Value Subcomponents
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