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The IT Governance Institute (ITGI) (www.itgi.org) was established in 1998 to advance
international thinking and standards in directing and controlling an enterprise’s information
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1. Executive Summary

Successful acquisition and deployment of information technology often
require significant allocation of resources and should therefore be subject to
the same initial scrutiny and ‘before, during and after’ monitoring as any other
type of investment. No investment, IT included, should be undertaken without
full knowledge of the expected cost and anticipated return, as related to risk.
High-risk projects have a higher likelihood of failure, so to compensate for
those that do fail, high-risk projects should carry a higher return expectation.

To maximise the return on IT investments, techniques such as preparation of
formalised, consistent business cases; use of hurdle rates; attention to portfolio
management; and application of metrics such as internal rate of return, net
present value and payback period can be helpful.

Ensuring that value is obtained from investment in information technology is
an essential component of IT governance. It involves selecting investments
wisely and managing them throughout their life cycle—from inception to final
retirement. As with any facet of governance, without leadership, commitment
and support from the top, it is less likely to realise success.

The behaviour of the equity markets and corporate IT spending have been
closely linked in the last five years. Exuberant expectations of the potential
benefits of IT-related spending went hand in hand with the late 1990s stock
market boom, and retrenchment of IT spending was a central element of many
companies’ response to the stock market slide of 2000-2003. Throughout that
boom-bust period, the appraisal process for IT-related projects—both
at the approval stage (ex-ante) and following deployment
(ex-post)—was, in many companies around the world, lacking in discipline.

But now standing at an important juncture, many companies, as a result of the
slashing of IT budgets in recent years, realise that they may have invested too
little or might not have fully deployed a risk-based IT investment strategy.
Corporate financial strength has improved and many companies now have the
resources to invest more. At the same time, a greater emphasis on all aspects
of corporate and IT governance means that stricter discipline is being applied
to IT investment appraisal and to ensuring that the optimum investments are
chosen and actual value is delivered.

Increasingly, today’s corporations and public sector bodies are becoming
dependent upon IT, not just to support the traditional activities of the business
but also to enable it to extend into new areas. Within many sectors, that
dependence is becoming virtually total. At the same time, expenditure on IT
and its supporting activities has grown to the extent that, within many
businesses, the level of IT-related costs is second only to that of staff costs.

Ensuring that
value is
obtained from
investment in
information
technology is
an essential
component of
IT governance.
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It is not easy
to determine
with any
confidence
the extent to
which IT
expenditure
delivers real
value.

It should be relatively straightforward for businesses to quantify and monitor
how much they are spending on IT. However, it is far less easy to determine
with any confidence the extent to which this expenditure delivers real value
and contributes to corporate success or sustainable stakeholder value. This
paper has been prepared to develop some hypotheses on value delivery from
investment in IT and to promote further discussion and debate on how value
might better be determined and measured. It does not provide all the answers,
but it is intended to provide a good starting point for those charged with
delivering, assessing and providing governance over value from IT-related
business investments. It should be read in conjunction with the companion
paper Measuring and Demonstrating the Value of IT, which contains further
guidance on, in particular, the use of balanced scorecard techniques to help
measure value obtained from IT.
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2. Why Is Value Relevant to IT Governance?

The IT Governance Institute regards value delivery as one of the five domains
of IT governance alongside strategic alignment, performance management,
resource management and risk management (figure 1). Indeed, it could be
argued that unless success is achieved in the other four domains, achieving
value delivery will remain elusive.

The essential components of IT governance might therefore be expressed

as follows:

1. IT governance overall is about delivering value and managing risk.

2. Value delivery, which embodies the concept of risk-related returns, is
perhaps the most important.

3. Value delivery is not possible without strategic alignment and resource
management.

4.1t is impossible to provide transparency of success or failure without
performance measurement.

Figure 1—Five Domains of IT Governance

Resource
Management

ITGI defines value delivery as follows: ‘Value delivery is about executing the
value proposition throughout the delivery cycle, ensuring that IT delivers the
promised benefits against the strategy, concentrating on optimising costs and
proving the intrinsic value of IT".!

A key responsibility for all directors and senior managers of any enterprise is
to ensure that stakeholder value is obtained from the investments and the
allocation of resources that are the subject of many of their key decisions. The

" IT Governance Institute, Board Briefing on IT Governance, 2" Edition, 2003, USA,
WWW.itgi.org
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same principles apply for any type of investment, whether it is in, for example,
real estate, merger and acquisition activity, equity investment or any other
activity that involves the deployment of sharcholder funds. Successful
acquisition and deployment of information technology often require
significant allocation of resources and therefore must be subject to the same
type of initial scrutiny and monitoring as any other type of investment.
However, there is much anecdotal evidence to suggest that
IT-related investments often are reviewed and approved with significantly less
vigour than other types of investment. There are many reasons for this,
including what is regarded as the often esoteric nature of IT in all its forms and
the consequent lack of confidence that non-IT specialists have in
understanding both its opportunities and its risks.

A study carried out within global financial services group ING® indicates that
IT-related business investments have the potential to deliver far greater returns
than almost any other conventional investment. This research, carried out in
the summer of 2004, indicated that, in comparison to more traditional
investments such as commercial real estate, publicly traded equities and
sovereign bonds, the return on a well-balanced portfolio of IT-related business
investments can be expected to be significantly higher.

However, although the potential for large returns is self-evident, history does
remind us that the actual achievement of that potential can be elusive and
disappointing, highlighting the continued vigilance needed to ensure that all of
the five domains of IT governance are given equal priority and attention. This
is in contrast to the opinions of those IT professionals participating in a recent
IT Governance Institute study,’® 71 percent of whom reported that they consider
their organisation’s ability to obtain real value from its investment in IT either
‘excellent’ or ‘good’. An earlier survey by ITGI (March 2004),* covering a
broader base of both business and IT management, indicated that the inability
to fully determine the value achieved from IT is one of the respondents’ key
issues and uncertainties (figures 2 and 3). The table in figure 2 ranks the
issues as identified by the respondents, showing clearly their concerns not only
about proving the value obtained from IT but also the lack of understanding of
how well IT is performing. The table in figure 3 indicates the confidence that
the respondents have in their ability to overcome these issues if a robust and
comprehensive IT governance structure were properly implemented.

2 ING, originally through its IT performance measurement and investment management
department, and now in its new incarnation as SeaQuation, an ING spin-off, has invested
significant research and development into IT’s contribution to value creation from a
risk-weighted perspective. Therefore, this publication contains a number of references to the
work of SeaQuation.

In 2004, the IT Governance Institute, in conjunction with Lighthouse Global, surveyed 200
IT professionals from 14 countries in the Americas, Asia/Pacific and Europe. The respon-
dents included CIOs, IT directors and IT managers from companies with a turnover in
excess of US $50 million.

IT Governance Institute, /7 Governance Global Status Report, 2004, www.itgi.org
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Figure 2—Problems Encountered With IT in Last 12 Months

Inadequate view on how well IT is performing 1% |

Operational failures of IT 40% |

IT staffing problems 38% |

Amount of problems and incidents 38%

High cost of IT with low return on investment 35% |

Lack of knowledge of critical systems 35% |

Manageability of data 34% |

Disconnect between IT strategy and business strategy 28%

Unmanaged dependencies on entities beyond direct control 27% |

Amount of errors introduced by critical systems 24% |

Figure 3—Issues Those Who Implement IT Governance Hope to Resolve

Alignment of IT with enterprise strategy 60% |
Management of risk in relation to IT operations | 56% |
Delivery of business value through IT | 52% |
Management of performance of IT infrastructure | 51% |
Management of IT resources against objectives | 50% |
Management of risk relative to IT investment | 47% |
Other [ 18%]

These issues are also highlighted in a META survey from July 2004° where the

conclusions included:

* Although 85 percent of organisations do demand business cases for change
projects, only 40 percent of those projects that are approved have valid and
realistic benefits statements.

* Fewer than 10 percent of organisations ensure that benefits are realised
postproject.

* Fewer than 5 percent of organisations hold project stakeholders responsible
for benefit attainment.

Whatever the true level of confidence in these issues currently, it is hoped that
the thoughts developed within this publication will help those charged with
governance responsibilities over IT investments to better understand how
value may be achieved and monitored, thus maximising value creation and
avoiding value destruction.

> META Group, 2004
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Success in understanding cost and measuring value can be achieved only with
business and IT working together in partnership. Martin Curley, director of
innovation at Intel, in his book Managing Information Technology for Business
Value® states:
A strategic alignment between IT and the business is a crucial factor in
business value generation. Good strategic alignment implies a virtuous
circle, that is, a positive bi-directional relationship between IT and business
strategy. Within this context IT and business alignment should be measured
not only by the extent to which IT supports the business, but also by the extent
to which business strategy capitalizes on IT capabilities.

In his book, Curley defines four strategies that can contribute to achieving and

measuring business value from IT. These are:

* Manage for IT business value to maximise benefits such as corporate
profitability and growth with existing and future IT investments.

» Manage the IT budget to enable continuous cost reduction and the flexibility
to shift budgeted funds from low-yield investments to investments that will
deliver competitive advantage.

» Manage the IT capability to enable sustainable competitive advantage to be
delivered from IT.

* Manage IT like a business so that winning business practices enable IT
organisations to succeed in their missions.

All of these strategies make sound sense. The right IT investments have to be
chosen and managed throughout their life cycle if they are to create value. The
IT capability must be understood, must be appropriate to the demands of the
business, and must be leveraged to deliver that value.

This concludes this excerpt. If you wish to read the entire volume, please return to the IT
Governance Institute web site, www.itgi.org, and click the links provided for the book. The sale of
hard copy and e-books is handled through the ISACA Bookstore, www.isaca.org/bookstore.
ISACA members may download the book for free; nonmembers may purchase an e-book or hard
copy book for a minimal price. Thank you for your interest in IT Governance Institute’s research.
We hope you have enjoyed this excerpt, and we encourage you to review the excerpts of the other
publications in this five-volume series as they are released. And, if you have not already, we invite
you to view ITGI’s many (complete) research publications available for free download from the
site. A list, with links, is available on the About ITGI—Recent Publications page.





