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Praise for
From Business Strategy to IT Action

The authors provide us a most insightful approach to industry’s 

toughest problem: on what IT investments should we invest our scarce

resources? More importantly, their framework can be applied to 

any and every discretionary corporate investment. Linking corporate

investments to strategic objectives is critical to remaining or 

becoming a viable and vital business—and this book gives us the 

roadmap for the journey. Particularly helpful are the provocative 

sets of questions and helpful tools to address this complex issue.

—Francisco A. Figueroa, CFO and Vice President,
Sandia National Laboratories

This is a dynamite book of practical advice for companies that 

do not fully understand IT, and should become required reading for 

both business and IT management. It is a “gem” of disciplines 

and practices and of business-based ways to manage IT and to get 

the biggest and most important value from IT investments.

—Cecil O. Smith, Senior Vice President and CIO, Duke Energy

I’ve worked with Bob for several years. This book, which outlines 

his practical yet elegant approach for aligning IT action plans 

with the overarching business strategy, is a must read for anyone 

who wants to get more impact from their IT dollar!

—Brian Gill, Vice President and CIO, Sunlife Canada

I like this book very much. It offers an extraordinary set of insights 

on how to take IT planning, innovation, and performance 

measurement to the bottom line. For more than two decades 

I struggled, as a CIO, to tie IT management decisions to business 

outcomes. Finally, I found in this book a consistent framework 

for guiding IT and business leaders alike, in maximizing the 

business value of their IS capabilities and technology investments.

—Doron J. Cohen, Ph.D. CIO, The BrassTacks
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To bridge the chasm between business and IT, concise and clearly 

defined business and financial decision processes and metrics 

need to be created and articulated. This book provides a precise 

and simple to follow methodology that IT executives can use 

to better align themselves with CFOs and their business partners.

—Mark Popolano, CIO, Vice President, AIG, Inc.

This book tells you all you need to know about strategy and execution 

related to developing IT strategies, making the right investment 

decisions, and implementing the strategies that will lead to creating greater

impact to business performance. A great insight shared by the authors 

for those who are concerned with IT investment and return.

—Swee-Cheang Lim, Director, Institute of Systems Science, Singapore

In 1988, Information Economics proposed a way of thinking and 

a method about the value of IT. In this new book, based on their broad

business-based experience, the authors further develop the 

framework and process. It is the combination that lays the foundation 

for increasing the bottom-line results of IT investments.

—Prof. dr. Pieter Ribbers, Faculty of Economics,
Tilburg University, The Netherlands

Within ING there is continuous pressure to ascertain that all 

discretionary IT-related business investments generate a stable earnings 

stream that is significantly higher than the weighted average 

cost of capital. Following on the valuable insights of Information 

Economics, this book may contribute to the firm’s ability to 

enhance IT’s contribution to its value creation process by 

ameliorating project risk.

—Dr. John FA Spangenberg, Head of IT Performance &
Investment Management, ING Group
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As a purchaser of From Business Strategy to IT Action: Right Decisions for a
Better Bottom Line, you have access to the companion website. The Notes

that are provided on the Website provide additional information and back-

ground on IT value strategies including the Strategy-to-Bottom-Line Value Chain,

New Information Economics, the five practices, and Portfolio Management and

Assessment. To access the website, go to www.wiley.com/go/ITAction.

NOTES
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3 IT, Bottom-Line Impact, and Government

4 Tests for Connected Business and IT

5 Modern Portfolio Management

6 One Company’s View of Portfolio Management

7 Constructing Portfolios
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11 Right and Wrong in Management Culture

12 Value and Values

13 Our Use of Shareholder Value

14 Scoring for Portfolio Assessment

15 The CFO’s Role

16 What about IT’s Performance

17 Other Portfolio Classifications
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preface

Almost 20 years ago, Bob Benson of Washington University and Marilyn Parker

of IBM, with the help of Ed Trainor, broke new ground in understanding

the value relationship between IT and business. As co-principal investigators in

a research project sponsored by the IBM Los Angeles Scientific Center and

Washington University in St. Louis, Bob and Marilyn described a process and

framework for assessing the business value of IT investments in any company.

Their first book, Information Economics: Linking Business Performance and
Information Technology,1 established the view that, to be effective and valuable

to the enterprise, IT has to fundamentally improve how a business2 performs; to

do this, business management must be directly involved in IT decision-making. 

This insight defined performance improvement in strategic and operational

terms, in the areas strategically relevant to the company and not merely as meas-

ured in traditional bottom line or ROI terms. Their book established a prac-

tical methodology for prioritizing IT investments, and it demonstrated that

focusing new investment on achieving explicit business strategies and opera-

tional excellence helped maximize the bottom line impact of new investments

for the business.

Over the past two decades, Information Economics has served as the foun-

dation for consulting by The Beta Group3 and research and teaching by Bob

Benson, Tom Bugnitz, and Bill Walton (Beta Group Principals). Through these

experiences, the authors have extended the original Information Economics

concepts and gained a number of key insights that form the foundation for this

new book.

This new book, From Business Strategy to IT Action, applies the original

Information Economics philosophy to all of the activities in which business and

IT management are engaged together—planning, innovation, prioritization,

alignment, performance measurement, and portfolio and culture management.

The concepts around IT action are a crucial enhancement to the original ideas.

xxi

1 Marilyn M. Parker and Robert J. Benson, with E.H. Trainor, Information Economics: Linking Busi-
ness Performance to Information Technology (Prentice-Hall, 1988).
2 While the terminology here and throughout the book is presented in “business” terms, the con-

cepts and practices apply with equal force to government and nonprofit organizations. While busi-

ness is concerned with competitive strategy and financial outcomes, government is just as concerned

with strategy and performance to organizational mission.
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This addition takes the philosophy of IT/business connection from a passive 

prioritization to an active let’s-get-the-job-done viewpoint. Without action that

produces bottom-line impact, nothing else matters. But even that isn’t sufficient;

the action must produce business results in line with business strategies. That’s

the message of “Right Decisions for a Better Bottom Line.”

However, “action” also requires that we address issues of culture, process

maturity, and disconnects between business and IT. Toward this end, we intro-

duce the Strategy-to-Bottom-Line Value Chain, a framework that integrates the

five NIE practices and three support areas. In this framework, Culture Man-

agement provides tools for understanding and changing a company’s current

culture with respect to business and IT cooperation. Portfolio Management

establishes information and analysis tools for prioritizing, aligning, and assess-

ing the company’s entire IT investment. IT Impact Management establishes the

IT culture and performance models for the IT/Business connection.

We use the expression “Right Decisions/ Right Results” throughout the

book as a shorthand expression to convey all of this. The five NIE practices lead

to the best decisions about the company’s IT investments; the Strategy-to-Bottom-

Line Value Chain leads to the necessary actions. Taken together, the company

achieves the right results: a powerful impact on its bottom-line.

The original Information Economics concepts applied in the first book 

represented only one of the five NIE practices described in this book. By sur-

rounding those concepts with a complete planning and management framework,

we are again establishing a new way for business and IT managers to understand

and use IT to produce better bottom-line results.

CONTINUING DEVELOPMENT

This book is a work in progress. Further research and experience in companies

in the United States and Europe will continue to develop these ideas. We expect

to update chapter information on a regular basis. 

Our websites, www.NewInformationEconomics.com and www.beta-books.
com, contain directions on how to obtain future updates. We can be reached

individually by e-mail at:

Bob Benson bbenson@aismail.wustl.edu
Tom Bugnitz tbugnitz@aismail.wustl.edu
Bill Walton wwalton@lincoln.midcoast.com

BOB BENSON

TOM BUGNITZ

BILL WALTON

March 2004

xxii PREFACE
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Define the Goals

This book is based on a very simple idea: A company should only spend money 

on IT1 that directly supports its business strategy and its operational effective-

ness, and should not spend money on IT that doesn’t. The management team can

control IT budgets and investments,

and at the same time improve IT’s

bottom-line impact, by consistently

and persistently selecting the best IT

investments, and eliminating under-

performing existing IT activities. This

book shows how to do that.2

Right Results: The “right results” we

want are controlled IT costs and at

the same time improved bottom-line

impact.

Right Decisions: The “right decisions”

lead to the management actions needed

to produce the right results. These right

decisions lead to:

� Creating better investment alterna-

tives—or, in IT terms, creating bet-

ter ideas for development projects.

� Choosing the right investments and projects from the alternatives.

� Eliminating nonperforming and poorly performing existing IT resources from

current spending.

� Improving the performance of the remaining existing IT resources.

� Implementing and following through on the right investments and perform-

ance improvements.

Our Right Results goals of controlled IT costs and improved bottom-line

impact work together. As new projects enable the business to improve its products,

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 1

➤

1
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services, and quality, and at the same time reduce operating costs, higher impact

on the company’s bottom line will result. As management focuses on control-

ling ongoing operational costs, overall costs may decline. This combination

allows the company to move from today’s cost and bottom-line position to a

future controlled-cost and improved bottom-line impact position.

To accomplish this, business executives and IT managers balance new IT

investments with the ongoing assessment of the performance of committed 

IT resources. Money saved in one area can be applied to the other. From sen-

ior management’s perspective, this all adds up to the “IT spend.” From IT man-

agement’s perspective, this all represents the resources that must be managed

effectively. Working together, the goals of controlled IT costs and improved 

bottom-line impact can be realized.

This is the goal of this book, as illustrated in Exhibit 1.1. Companies can

work toward goals in the IT Improvement Zone by examining and improving

both new project impact and ongoing costs.

2 DEFINE THE GOALS

TODAY’S REALITY

Companies spend as little as 2 percent and as much as 10 to 15 percent of rev-

enue on IT, including the ongoing cost of keeping the existing IT operational

activities going as well as new investment in development and enhancement

projects. As shorthand, we call the first the “lights-on” budget,3 and the second,

the “projects” budget.

We are interested in the entire IT spend, the sum of lights-on and proj-

ect budgets. Most of the spending is connected to ongoing operational costs,

often 70 or 80 percent of the total. To be serious about controlling cost 

Higher

Cost

Lower

Cost

Higher

Impact

Lower

Impact

Cost

Today’s

Cost and

Impact IT

Improvement

Zone

Achievable

Cost and

Impact

Impact Increase from New

Projects

Cost

Reduction

from

Operational

(“Lights-On” )

Improvement

}

}

Bottom-Line

Impact

EXHIBIT 1.1 Our Goal Is the IT Improvement Zone
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and increasing IT’s impact on the bottom line, we have to address the entire

spend.

However, with IT as in many other parts of the business, simply reducing

IT costs does not by itself improve the bottom line. But with the right manage-

ment frameworks and management practices, companies can successfully control

the growth of IT costs and at the same time improve the business bottom-line

impact of those costs and investments.

Historically, company executives have spent a great deal of time evaluating

and prioritizing new IT projects and investments. Considerable management

energy is spent prioritizing and dealing with the politics of project selection.

However, this effort applies to perhaps 20 or 30 percent of the overall IT spend.

The other 70 or 80 percent, the lights-on budget, is larger but attracts almost

no attention from management. In many ways, the lights-on budget is a black

box with no visibility to management.

An “entitlement” mentality tends to apply to the lights-on budget, where

each business manager expects that the information systems now in place will

continue with current or improved levels of support, and the CIO tends to

expect that the base budget for current applications support, including infra-

structure, will continue at current or increased levels. This entitlement mental-

ity also affects project prioritization (managers fight for “their” projects to be

done by “their” project people) as well as the ongoing costs of supporting each

manager’s applications. It can be very difficult to reduce support for existing

individual applications, making it difficult to control and possibly reduce the

lights-on budget over time.

As a result, rather than pursuing the goals of both reduced cost and im-

proved bottom-line impact, managers focus on one or the other. This leads to

one of several unfortunate scenarios, as shown in Exhibit 1.2.

1. Lower lights-on cost and reduced bottom-line impact, where companies

focus solely on cost reduction, without considering the specific impact the

cost reduction has on IT’s contribution to the bottom line. A typical out-

sourcing arrangement fits this scenario.

2. Higher lights-on cost combined with no improvement in bottom-line impact.
This is the entitlement situation, where managers assume that lights-on

budgets will regularly increase and new projects are chosen that do not pro-

duce enough bottom-line impact to overcome increased costs. Companies

that rely on traditional budget methods and traditional business-case and

prioritization methodologies often end up here.

3. Higher lights-on cost and higher bottom-line impact. This scenario is com-

mon where business conditions are improving or where the business is rap-

idly growing. Business growth obscures the fact that better management

scrutiny of both projects and the lights-on budgets can make the result even

better, and perhaps even move the scenario into the sweet spot of both lower

costs and higher bottom-line impact. In times of rapid growth, higher cost

may be unavoidable, but it does not have to be uncontrolled or unreasonable.

Today’s Reality 3
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THE ENTIRE IT SPEND: REDUCING COST AND 
IMPROVING BOTTOM-LINE IMPACT

We want to be very clear on this: Getting the Right Decisions/Right Results means

dealing with both IT’s cost and IT’s impact on the bottom line. Of course, if we

reduce IT’s cost, then some of that cost reduction will filter down to the bot-

tom line. But that is not what we mean when we talk about IT’s impact on the

bottom line. Bottom-line impact, both short- and long-term, comes from the

cost reductions, quality improvements, and so forth that IT enables in the rest

of the company, and from making sure that these IT business impacts flow to

the bottom line. Over time, we want management teams to be able to dramati-

cally improve both cost and bottom-line impact.

To accomplish this, we propose three possible objectives, shown in Exhibit

1.3, that a company may pursue, depending on its current circumstances:

1. A Reduced Cost Objective4—By applying the frameworks and five man-

agement practices, company management can reduce IT costs and retain the

contribution that IT makes to the bottom line. IT can perform just as well

as before, but at reduced cost.

2. A Stable Cost Objective—Company management can continue to grow IT

use and keep up with the growth of the business, and yet control the overall

IT spend. IT can increase its support of the business and its impact on the

bottom line, but at current cost levels.

4 DEFINE THE GOALS
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EXHIBIT 1.2 Current Patterns for Many Companies
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3. A “Sweet Spot” Objective—This combines cost reductions with better

bottom-line impact. IT can both lower its cost and also improve its per-

formance in terms of bottom-line impact.

A fourth “Higher Growth” Objective (mentioned in the previous section)

may apply to companies experiencing rapid change and/or growth. In this case,

the higher IT costs, though controlled, are justified because they produce even

greater bottom-line impact. Even in these cases, we can reduce the overall cost

increases, thus increasing the bottom-line impact even further.

THE STRATEGY-TO-BOTTOM-LINE VALUE CHAIN

What does it take to control IT costs and produce higher bottom-line impact?

Simply, we need effective planning processes, appropriate resource decisions,

and workable budgets and plans. We need them to work together consistently.

But companies already do this, managers may say. They work to improve

the bottom-line performance of their company.5 From year to year, they set

budgets for ongoing operations and invest in projects or initiatives to change or

add to the business. Managers then expect that new budgets will support better

bottom-line performance than prior-year budgets, and that investments in proj-

ects or initiatives will produce better bottom-line performance (see Exhibit 1.4). 

The practical problem is that most companies carry out planning, prioriti-

zation/resource decisions, budgets, performance measurement, and so forth, in

silos or stovepipes. We mean this in two ways. First, in management process

terms, business planning, IT planning, prioritization, budgets, and performance

The Strategy-to-Bottom-Line Value Chain 5
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EXHIBIT 1.3 Possible Outcomes for Companies
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measurement are poorly connected. For example, a company may have strate-

gies, but its management performance measurement is not consistent with those

strategies. Similarly, business and IT planning may not be coordinated. These

management processes operate, but not consistently or from a common base of

information, and are disconnected. Second, many companies are organized in

silos or stovepipes, and the various management activities—such as planning,

prioritization, budgets, and so forth—do not take an enterprise perspective nor

do they coordinate across the barriers between silos or stovepipes. The business

units are disconnected.

Yet, IT has many aspects that, to control costs and assure IT’s bottom-line

impact, have to operate across silos or stovepipes. IT’s infrastructure is a sim-

ple example, but the idea extends to the coordination/integration of informa-

tion systems across silos and to the exchange and integration of information

across silos. Certainly, planning, prioritization, budgeting, and so forth have to

connect across these silos to be effective.

DISCONNECTS

Although we need effective planning, appropriate resource decisions, workable

budgets, and so on, whether we get them depends on how well the management

processes work across silos, both process silos and organizational silos. Opera-

tional budgets and future projects result in an improved bottom line only when

managers and staff perform budget-setting and project selection well. Budgets

and projects themselves are only as good as the planning that produces them.

Budgets and projects produce results only when managers and organizations

perform effectively, without silos and disconnects getting in the way.

Most companies and organizations have a loose collection of disconnected

management processes around IT. For example, in a large consumer products

company, business planning does not directly connect to IT planning, which

does not connect to company budget processes and management performance

assessments. The consequence is that the company’s IT investments and ongo-

ing expenditures do not clearly support business strategies; the CEO cannot tell

what the company is getting for its investment; and IT managers are frustrated

at their inability to communicate what IT is up to and why, to business managers

6 DEFINE THE GOALS
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and the CEO. These disconnects are the problems we need to solve in order to

put the necessary management practices into action.6

As it has been more than three decades since these problems first became

apparent, there must be more to the problem than management process dis-

connects. We often find:

� Business plans do not drive IT plans.

� IT plans focus on technology rather than directly addressing business strat-

egies.

� Business managers do not see IT as supporting their strategies.

� IT projects do not support business strategies. IT spending on infrastruc-

ture and application maintenance does not support strategy.

� Company budgets do not reflect the results of IT planning.

� IT plans are shelfware that does not guide management decisions, projects,

or budgets.

� IT governance practices do not direct IT from a business perspective.

These symptoms are characteristic of companies with disconnects. What gets

in the way, fundamentally, is different views among business and IT managers

about the role that IT plays in the business, the value that IT can bring, and the

management practices that are needed to effectively bring IT to bear on business

strategies. These different views result from, and in, the failure to plan, align,

prioritize, innovate, and measure performance for IT consistently from a business

strategy perspective. This failure results from management cultures in business

and IT that are incompatible with using a business perspective to manage IT.

Companies need their own version of a Strategy-to-Bottom-Line Value

Chain. Readers may recall Michael Porter’s work on competitive analysis.7 He

proposed that enterprises have a value chain of connected, coordinated activi-

ties that individually and in concert add value to the products and services that

an enterprise produces. We take that basic idea and apply it to the management

processes that connect the company’s planning and strategies to IT planning,

budgets, and actions, and to performance management that tracks the results.

This is a Strategy-to-Bottom-Line Value Chain where, as in Porter’s model, each

individual management process both adds value and, working consistently with

the other processes, works in concert to reduce or control IT costs and simul-

taneously improve IT’s contributions to the company’s bottom line. By exam-

ining each management process and applying the tools and practices contained

in this book to those processes, a company can “connect the dots” in terms of

its processes and optimize its Strategy-to-Bottom-Line Value Chain.

CRITICAL SUCCESS FACTORS 

Effective planning processes, appropriate resource decisions, and workable budg-

ets, projects, and plans are the foundation, working consistently across process

Critical Success Factors 7
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and organizational silos. Based on these, we can produce the right IT actions to

control costs and, in turn, impact the bottom line. We can control costs at the

same time as improving IT’s contributions. The problem is, these three elements

are bound up in the existing management culture and processes. 

We can tell how well a company does in producing our five outcomes (bet-

ter projects, right project choices, reduced nonperforming spending, improved

performance of existing spending, and right management actions) by examin-

ing whether: 

� Business and IT planning processes are fully connected and integrated.

� IT-enabled innovations impact business planning and result in new business

strategies and improved ways to implement current business strategies.

� IT investments are prioritized against business strategy.

� The entire IT spend—including development, operations, maintenance,

and services—is aligned with business strategy.

� IT business and technical performance is tracked.

� Business and IT management teams consistently execute the management

processes that improve IT’s contribution to the business’s bottom-line per-

formance.

� Planning and management processes focus on the entire IT investment,

including both Lights-On and Projects.

� IT and business managers participate effectively in these management

processes.

To the extent that the above statements are not true in a company, its effec-

tive planning processes, appropriate resource decisions, and workable plans sim-

ply will not be effective, appropriate, and workable. The IT actions will not be

connected to business strategy, and costs will not be controlled, nor will the right

results be produced.

These are the Critical Success Factors8 for getting Right Decisions/Right

Results. We want better projects, we want to choose the best projects, we want

to eliminate nonperforming and poorly performing assets and resources, and we

want to improve the performance of existing assets and resources. Overall, we

want to reduce costs and, at the same time, improve IT’s contribution to bottom-

line performance. To do this requires attention to these critical success factors.

COMPLETING THE PICTURE: THE NEW INFORMATION 
ECONOMICS PRACTICES

We have developed five basic management practices that flesh out the Strategy-

to-Bottom-Line Value Chain. More specifically, these practices create “yes”

answers to the eight CSF questions stated above. These five practices, shown in

Exhibit 1.5, are the basis for connecting strategy and results.

8 DEFINE THE GOALS
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We call this set of five practices “New Information Economics” (NIE) to

reflect that they are outgrowths of the original Information Economics work

described in our first two books. Briefly, we have had almost two decades of

experience in applying Information Economics in companies in the United

States, Europe, and the Pacific Rim. This experience and our research has led

to the five practices, which have been applied in business and government envi-

ronments.

The five practices in NIE make up a set of tools for IT and business man-

agers to use, embedded in management processes, to translate a company’s busi-

ness strategies into programs and initiatives that IT can implement. This book

describes each of these practices in detail, and gives the reader complete details

about what is needed to implement these practices, in whole or in part, in the

reader’s company. The five practices are briefly defined as:

NIE Practice 1: Strategic Demand/Supply Planning —Translates business

strategies into terms that give IT clear direction on what the company intends

to do (the company’s “strategic intentions”). Business and IT managers achieve

consensus on where the company is going and what IT can do to help. They do

this by establishing the business drivers as expressed through management’s

strategic intentions, and translating them into the strategic IT requirements

needed to fulfill the strategic intentions. Management’s strategic intentions

establish the drivers for IT; the strategic IT requirements establish the business’s

strategic “demand” for IT, for which IT strategic planning must deliver tech-

nology solutions as the strategic “supply.” The result is a strategic agenda for the

use of IT in the business that can be translated into IT plans and, ultimately,

action.

Completing the Picture: The New Information Economics Practices 9
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NIE Practice 2: Innovation —Changes the business strategies through IT

capabilities. IT usually responds to business needs. Less frequently, business

changes its directions based on the things that IT makes possible. This practice

explicitly drives business management to uncover the business opportunities 

that IT makes possible and also provides a way to feed those opportunities into

business strategic and tactical planning. The result is a more robust and com-

petitive set of business opportunities.

NIE Practice 3: Prioritization —Assesses the business impact of proposed

IT initiatives, prioritizes those projects, and assigns resources to the highest

value projects. The company should spend money only on projects that directly

relate to its strategic intentions. This practice tells managers which IT projects

strongly support strategic intentions, ranking them by future business impact.

As a result, money is spent in the right places, for the right reasons, with busi-

ness and IT managers agreeing on the decisions.

NIE Practice 4: Alignment —Assesses the business impact of existing IT

activities. A dollar spent on maintaining existing systems is a dollar not spent

on new development. This practice lets business and IT managers together

decide which existing IT initiatives should get resources, rather than assuming

that everything currently operating is critical for the business and should be sup-

ported at existing levels. The result is a more reasoned approach to spending

money for existing activities, which often results in money made available for

new development.

NIE Practice 5: Performance Measurement —Measures IT performance 

in ways that relate to the business. It is easy to measure IT’s performance in

operational and tactical terms. It is hard to measure IT’s impact on the busi-

ness. This practice blends the two and allows IT to determine what to meas-

ure, how to manage IT based on those measures, and how to communicate 

its performance to business managers in ways that they can understand. The

result is improved IT performance and improved communication with business

management.

Practice Support: IT Impact, Portfolio, and Culture Management

The five practices are supported through value, portfolio, and culture manage-

ment concepts. IT Impact Management deals with one part of the company’s

management culture and offers a framework and vocabulary to state what is

important to the company. Portfolio Management makes it possible to consider

the entire IT spend, providing an holistic framework for making priority and

investment management decisions. Culture Management enables the company

to deal with its existing culture in the company in order to remove barriers to

management process change.

10 DEFINE THE GOALS
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Business Value Maturity Model�

Company management culture, along with limitations on the company’s ability

to execute NIE practices, are significant constraints on management’s success in

adopting new management processes based on NIE practices. The Business

Value Maturity Model� helps a company to identify and overcome the two fac-

tors of culture and limitations on the company’s ability to execute. We describe

desired business outcomes for each NIE practice area and we use “maturity” as

the measure of whether the company can produce the outcomes based on a

combination of culture barriers and company capability to act on the results.

Strategy-to-Bottom-Line Value Chain

Each NIE practice creates outcomes that help a company better connect its IT

investments to its business strategies. For example, the prioritization practice

connects IT investments to business strategic intentions; the performance meas-
urement practice tracks progress in producing the desired business results. Get-

ting these outcomes from NIE practices is half the battle. The other half is to

follow through with the right actions in the business and IT organizations to

actually produce the desired business results. This requires an unbroken string

of company business and IT management processes that consistently apply the

outcomes of NIE practices. NIE practices may be embedded in the company’s

existing management processes, and practice outcomes should result in chang-

ing how those processes operate. 

Exhibit 1.6 expresses this embedding as a value chain of connected man-

agement processes leading from business strategy to action. The value chain is

expressed as 12 specific deliverables produced from the management processes.

Each process adds value to the overall Strategy-to-Bottom-Line chain by means

of these deliverables, ensuring that the following processes and their deliverables

are consistent and remain focused on business strategy. The connections and

deliverables ensure that the necessary IT and business actions become part of

business and IT organization annual plans, and that those actions will occur.

Moreover, if relevant performance measurement metrics are established, man-

agement can track the actions and their results. The connection to the annual

plan, and to the performance measurement metrics, is critical to assuring that

the right action occurs and the right results are produced.

Twelve elements make up the Strategy-to-Bottom-Line Value Chain.9 They

start with the company’s strategic intentions (Strategic Business Plan) and con-

tinue up to the Operational Plans covering the actions of each business unit,

both business and IT. Exhibit 1.6 symbolizes the goal for Right Decisions/Right

Results in terms of the NIE practices providing the foundation and connections

for producing the elements in the Strategy-to-Bottom-Line Value Chain. The key

point, however, is that most of the underlying management processes or deliv-

erables will already exist in a company. The trick is to coordinate and connect

them using the NIE practices.

Completing the Picture: The New Information Economics Practices 11
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The value chain is a management process view of how things need to work.

There is a lot more to it than just getting the management processes right.

Specifically, a company’s existing management culture determines whether or

not such a value chain can be successful. Whether the company’s leadership

teams can play the roles, and support and carry out the results, is critical. 

This book outlines how all elements of the company’s activities, including

management culture, can consistently apply the concepts and principles of Right

Decisions/Right Results and New Information Economics practices. Our goal 

is to enable a company to achieve an effective Strategy-to-Bottom-Line Value

Chain. We describe the five key New Information Economics practices and the

role they play in management processes. We outline the value chain in the com-

pany’s management processes, and the roles that the company’s senior, business,

and IT leadership teams play in it. We examine management culture and how

management culture supports each practice. We introduce the Business Value

Maturity Model� as a tool for assessing where the company currently stands in

its Strategy-to-Bottom-Line Value Chain. Through Culture and IT Impact Man-

agement, assisted by the Business Value Maturity Model�, we address process

and culture change issues.

Right Decisions/Right Results: Getting to the Right Actions Is the Key

Too often, we find companies that do have good planning practices, do align-

ment and prioritization well, and employ good enterprise architecture practices,

12 DEFINE THE GOALS
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yet fail to get it all together in the form of action. Action, after all, is what pro-

duces results. In our view, action that produces the right results is all that really

matters.

What do we mean by “right action”? An easy way to think of it is: For every

business strategy, whether corporate, line of business, or functional, IT should

have a clear idea of exactly what it is doing to further the strategy. IT should

also have a clear idea that those things it is doing that do not connect to strat-

egy should not be done. This is the basis, ultimately, for controlling cost at the

same time as improving bottom-line impact.

SUMMARY OF THE BOOK

This book is about controlling spending and choosing the right things on which

to spend. This problem applies to every part of the business. In every case, man-

agers need to control spending, choose the right things to invest in, and thereby

control costs and improve impact.

Controlling spending means controlling the total of all spending, the aggre-

gate of all IT spend for a company. This includes everything from operational

costs to project costs. It includes expense and capital, as well as depreciation

and amortization. The goal is to understand what the company spends and then

keep that total spend within parameters established by management.

Choosing the right spend means, within the total of all spending, making

the best choices about the detailed expenditures. While “controlling spending”

means keeping the total within the desired parameters, “choosing the right

spend” focuses on each line item, determining its performance and contribution

to the bottom line.

You are likely to be reading this book because you believe your organiza-

tion must improve how it directs and applies IT. You believe that IT should pro-

duce greater value and have a greater impact on organizational performance.

You want to know that you are spending IT resources on the right problems,

and you need assurance that the IT resources produce value. You want to get

action and produce the right results from IT.

Further, you are interested in understating how your company can get Right

Decisions and Right Results, as shown in Exhibit 1.7. Ideally, you want to

achieve the “sweet spot.” 

This book describes the framework, the NIE principles and management

practices for applying them, and the changes in management culture that result.

The book is the outcome of the authors’ consulting, research, and teaching

engagements over the past 20 years.

Beyond merely describing these elements, this book explains in practical

terms what it takes to implement the principles and practices in the business

environment. Using a Business Value Maturity Model� framework, the book

also addresses ways to assess an organization’s readiness for implementing and

utilizing the tools, and gives practical advice for implementing the cultural and

process changes required. The book also explains the “takeaways” for business

Summary of the Book 13
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EXHIBIT 1.7 Our Goal Is the IT Improvement Zone

If No, What Is 
Yes or Our Plan for 

Management Question No? Correcting This?

Are business and IT planning processes fully connected and 
integrated?

Do IT-enabled innovations impact business planning and offer 
new business strategies?

Are IT investments prioritized against business strategy?

Does the entire IT spend, including development, operations, 
maintenance, and services, align with business strategy?

Is IT business and technical performance tracked?

Do business and IT management teams consistently execute 
the management processes that improve IT’s contribution to 
business bottom-line performance? 

and IT management, detailing the overall benefits that the management team

will realize from adopting these frameworks.

DEFINE THE GOALS: MANAGEMENT AGENDA

The following is a self-examination for the critical success factors for Right Deci-

sions/Right Results.
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The balance of this book provides answers to the question: “What is our

plan for correcting this?”

ADDITIONAL READING

The book’s website contains additional information:

Website Note 8: Gap Analysis: Closing Disconnects between Business and IT

Website Note 9: Building an IT Profit Model

The appendices also contain related information for Chapter 1:

Appendix C: The Development of Strategic Intentions, with Examples

NOTES

1. Our European friends prefer the more inclusive term Information and Commu-

nications Technology (ICT). Our use of “IT” includes communications tech-

nologies.

2. As we noted in the preface, while the terminology used here and throughout 

the book is in business terms, the concepts and practices apply with equal force

to government and nonprofit organizations. While business is concerned with

competitive strategy and bottom line outcomes, government is just as concerned

with strategy and performance to organizational mission.

3. Our thanks to Joe Barkley and Fabrice Forsans for introducing this term to us as

it applies to the ongoing operational component of the IT spend.

4. Our objective is the effective management of overall IT costs. Cost objectives, as

we apply them in the scenarios, take unit cost reductions and demand changes

into account. We do not focus directly on unit costs but rather on macro-level

IT costs. We focus on demand in terms of increasing high-value activities and

reducing low-value activities. 

5. Executives for government and nonprofit agencies also work to improve per-

formance. Rather than “bottom line,” they work to improve agency mission per-

formance. Throughout this book, we typically use “bottom line” terminology.

However, our concepts and practices work equally well for “mission perform-

ance” and “mission impact.”

Define the Goals: Management Agenda 15

If No, What Is 
Yes or Our Plan for 

Management Question No? Correcting This?

Do planning and management processes focus on the entire 
IT spend, both lights-on and projects?

Do both IT and business managers par ticipate effectively in 
these management processes?
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6. For an extended discussion of the origins and challenges of business/IT discon-

nects, see Website Note 8, “Gap Analysis: Closing Disconnects between Business

and IT.”

7. Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and
Competitors (New York: Free Press, 1980) and Competitive Advantage: Creat-
ing and Sustaining Superior Performance (New York: Free Press, 1985).

8. J. Rockart, “Chief Executives Define their Own Data Needs,” Harvard Business
Review, March–April 1979. 

9. See Chapter 6 for a complete description of the 12 Value Chain deliverables.
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Ask the Right Questions

The purpose of this chapter is to explore how management can most effec-

tively address basic questions about IT and business, and thereby set the stage

for effectively controlling the IT spend and maximizing IT’s bottom-line impact.

Managers ask tough questions about IT spending, particularly at budget

time. Here are typical questions we

have heard:

CEO: Can we afford what we’re spend-

ing on IT? Do we even know

how much we’re spending on IT?

How can I tell if IT is helping

with our strategies? Are we get-

ting bottom-line impact from our

IT investments, and how will I

know that? Are we making as

much use of the technology in

our business as we should? How

can I get all of my managers to

agree on our technology strate-

gies and plans?

CFO: Are we controlling our IT ex-

penses? Do our IT managers

understand the financial implica-

tions of their decisions? How do

we justify new IT investments?

How do we balance our resources between requests for new investment and

the needs of existing activities? How do I know IT is contributing to our

business success? Can we justify spending what we are, on IT?

CIO: I’ve got $75 million in IT project proposals and $30 million in IT budget

. . . how do we as a company decide which are the best $30 million of

projects to do? What is the correct balance between infrastructure support

and new projects? How do I get business and IT people on the same page

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 2
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about IT initiatives, priorities, and expectations? How do I get business

managers to agree on IT’s priorities? How does IT communicate its per-

formance and its impact on the business in terms business understands? 

Business Unit Manager: How can I help control my IT costs? How do I figure

out how to use IT to improve my business and competitive edge? My

direct reports all have good technology ideas . . . how do I choose? How

do I get IT working on the things the business needs, as opposed to the

things that individuals need? How do I build a business case for the IT

investments we need?

IT Managers and Professionals: How do we explain to the business what we

are doing and why it costs what it does? How do we cut costs and still

provide good services to the business? How can we work most effectively

with our peers in the business, to assure that we are addressing the right

problems and producing the right solutions? How do we know that the

infrastructures and applications we manage are making a difference for the

company?

These are the questions managers feel they have to answer to get to Right 

Decisions/Right Results. The questions address management process (e.g., “How

can I get IT working on things the business needs”) and outcomes (e.g., “How

do I know we’re getting value from IT?”). However, we propose a simpler set

of questions that address all of these concerns while focusing the company’s

attention on the most effective IT actions.

THE RIGHT QUESTIONS FOCUS 
ON AFFORDABILITY AND IMPACT

Businesses feel three pressures when trying to control IT spend while produc-

ing bottom-line impact. First, the overhang of existing IT activities (legacy sys-

tems, infrastructure, personnel, etc., which we will call the “lights-on” expense)

usually requires annual spending increases. Second, each year business defines

new IT investments (“projects”), increasing the budget requests for future peri-

ods. Finally, business managers continue to put downward pressure on IT costs,

forcing hard examination of lights-on expenses and new investments.

From a practical perspective, we see these pressures play out in the annual

IT budget cycles. First, companies develop future lights-on budgets with pro-

forma increases, with little examination of the underlying bottom-line impact

of the activities and expenses. Second, new IT investment proposals are devel-

oped (often as business wish lists), and combined with the lights-on expenses to

complete the overall IT budget proposal. Finally, business management places

spending constraints on the organization, forcing a close examination of all IT

expenses.

18 ASK THE RIGHT QUESTIONS
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In many companies, the lights-on budget (up to 85% of IT expense in some

companies) is treated as an entitlement, with little examination of the value of

those continuing expenses. Consequently, controlling IT spending means con-

trolling the costs of new investment, squeezing new projects out rather than

reducing existing activities. In effect, the amount of new IT investment is the

difference between overall budget targets and the budgeted lights-on expenses. 

We propose that the role of management in this context is to force the

examination of all IT expenses, using the yardstick of bottom-line impact, and

creating IT spending patterns and budgets that are affordable for the business,

given budget constraints and guidelines, while supporting the new IT activities

that the business needs. To do this, management must address two comple-

mentary sets of questions:

Affordability Questions
� What can we afford to spend on IT?

� Can we reduce unnecessary IT costs?

� Can we redeploy expenses to support needed projects?

These questions address management’s judgment on where, and how, to spend

company resources on its operations, of which IT is but a part.

Impact Questions
� Are we investing IT resources in the right places?

� Do our business strategies drive our IT actions and produce bottom-line

impact?

� Are we getting bottom-line impact from our lights-on resources?

� Are we balancing our strategic and tactical investments?

These questions address the alignment of what IT spends with the company’s

basic strategies and goals. The questions also get at IT’s performance with respect

to doing the “right” projects and the “right” way to allocate IT resources.

We also want to point out a question we are not asking: We are not being

distracted by the “IT Value” question. Considerable energy has been expended

throughout the IT industry to answer the “What is the Value of IT?” question.

We do not believe that at this stage of business and IT development, this is the

right question, because it does not lead to the appropriate management actions.

We are focused on the actions needed to control IT spending and improve IT’s

impact on the bottom line.

To ask and answer these questions effectively, we need to engage senior man-

agers in discussing and resolving the basic Affordability and Impact Questions,

in order to take the actions that effectively control the IT spend and improve

The Right Questions Focus on Affordability and Impact 19
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IT’s bottom-line impact. Senior managers should be responsible for a number

of actions:

� Establishing spending targets and specific justification criteria for IT spending.
IT spending is like any other business expense, and managers need to set

affordable and realistic IT spending targets.

� Understanding investments. Senior managers should understand where and

why money is being spent for new projects and ongoing IT.

� Understanding the business impact. Senior managers should know the con-

nection between IT investments and accomplishing what is important to the

business (reflected in the company’s strategic intentions).

By considering affordability and impact, the management team can most effi-

ciently focus its own activities and drive the actions of the IT management group.

AFFORDABILITY QUESTIONS: THE STARTING POINT 
FOR THE RIGHT ACTIONS

Over the last 15 years, we have conducted many management exercises in pri-

oritization and alignment intended to answer the Impact Questions about IT’s

value: Are we spending our money in the right place, can we support our strat-

egy, and so forth. These exercises generally succeeded in getting management

groups to understand what they were doing with IT, and renew or redirect their

commitment to their IT strategic and tactical plans.

However, in almost all cases, there was a subtext to the management teams’

discussion: that the company had implied limits to what it could spend on IT.

In effect, an “affordability”1 factor enters into management’s concerns. Conse-

quently, for many companies, the “strategic” questions are not the first ones to

ask. The management actions needed are not only to decide on IT investment to

support strategy, but also to decide, in the context of that company and industry,

what is the right level of IT spending, and how should the company allocate those

dollars between ongoing activities and new investment as effectively as possible.

By starting with affordability, we start with reality. We are explicitly stating

that the issue is not one of garnering new budget support for every new idea,

but allocating a scarce resource between new needs and existing activities, so

that the mix produces the best bottom-line impact for the company.

The three Affordability Questions are simple to state but complex to answer.

Each question contributes a critical piece of understanding to managers making

resource decisions.

1. What can we afford to spend on IT? From a CEO’s perspective, IT is but

one of a number of business expenses that must be managed and controlled.

20 ASK THE RIGHT QUESTIONS
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From the business unit or CIO perspective, IT expenses are often entitle-

ments (lights-on budgets) and new spend (project budgets) that need to

grow if services and functions are to continue. We propose that each com-

pany has an implied target for IT spend, which may or may not be articu-

lated throughout the company. The issue for management is to identify and

understand that constraint, and allocate IT resources within that number to

the best and highest-impact activities.

What is the right level for IT expenditures for a given company?

“Lights-on” should be stable at worst, given the constant decline in unit

costs of hardware and the many alternatives available for reducing software

costs. Project money should be dependent on the strength of the individual

project business cases, offset by the risks involved, and represented in total

by the project portfolio. Our starting point is to look for stronger projects

with larger bottom-line impact. Overall, the right level for IT expenditures

is based on executives’ judgments on what the company can afford, depend-

ent on industry conditions and company capabilities, rather than line man-

agement’s beliefs about what they need.

2. Can we reduce unnecessary IT costs? For the most part, this question deals

with lights-on budgets and ongoing IT activities. First, it implies that we

know what the costs for IT are. However, we have learned that in many

companies neither business nor IT managers truly understand the extent or

detail of the costs that make up ongoing activities. While gross bottom-line

budgets are known, such important issues as the cost to run a given appli-

cation (or even what the inventory of applications is), the people dedicated

to particular systems, and the overall infrastructure component costs (and

what is driving those costs) are completely unknown. Second, it also implies

that companies are examining these costs, but we have found there is very

little examination of ongoing costs (beyond anecdotal cases for outsourc-

ing, systems replacement with new purchased software, etc.). The issues for

management are to identify these costs, understand their bottom-line

impact, and eliminate (or redeploy) costs that are not contributing to the

bottom line.

3. Can we redeploy expenses to support needed projects? Given limited resources

(first question) and understanding of overall and especially unnecessary

costs (second question), this question implies that we can redeploy poor-

performing assets and resources to new projects. Assuming flat or slightly

increasing budgets, redeployment allows an overall higher impact from all

IT dollars, while supporting more “strategic” projects that might otherwise

go unfunded. 

By starting with and answering the Affordability Questions, we set the

ground rules for spending and resource allocation, and provide the basis for

using the Impact Questions to drive the right actions from IT.

Affordability Questions: The Starting Point for the Right Actions 21
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IMPACT QUESTIONS: THE ROADMAP 
FOR THE RIGHT ACTIONS 

The Strategy-to-Bottom-Line Value Chain is a series of connected management

processes that produce projects and project budgets and ongoing operations. 

In the processes, management makes decisions about strategies, projects, and

plans; those decisions are then implemented in terms of the projects and oper-

ational budgets. The result is a roadmap for getting the right IT actions. See

Exhibit 2.1.

22 ASK THE RIGHT QUESTIONS

Senior managers know they need effective and timely information technol-

ogy support for their key business strategies. What the Impact Questions do is

allow them to drive IT actions directly from those business strategies, and focus

IT and business line management on using resources to deliver bottom-line

impact.

1. Are we investing IT resources in the right places? Given a company’s strate-

gies and operational issues, are the IT resources devoted to the most impor-

tant things? This can mix resource allocation questions (which investments

should we make?), impact questions (are we spending on and supporting old

IT activities that are no longer important?), and planning questions (are we

generating the best ideas for using IT in the business; are we contributing

solutions to our business strategies?). Business and IT management teams

must answer this question together, with a clear view of the business strategies

Do our business strategies

drive our IT actions and produce

bottom-line impact?

Effective Planning

Appropriate Resource DecisionsBusiness

Strategies

IT

Action

Business

Results

Are we getting

bottom-line impact

from our lights-on 

resources?
Are we balancing

our strategic and

tactical

IT investments?

Are we investing

our IT resources

in the right places?

Workable Budgets and

Operational Plans

EXHIBIT 2.1 The Impact Questions
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being supported and an equally clear view of the opportunities that IT pres-

ents to meet those strategies. (Typically, management disconnects between

IT and business get in the way. If business and IT management are not work-

ing from a common philosophy, and a common set of cultural values in

making these decisions, they simply add to the problem rather than answer

the questions.)

2. Do our business strategies drive our IT actions and produce bottom-line
impact? The question implies that management agrees on a common state-

ment of business strategy and understands the kind of actions IT is taking

to support that strategy. In many companies, merely asking the question

forces a rearticulation of the strategies, in terms that are actionable by line

management. IT is then able to understand more fully what management is

intending and what actions it can take to support those intentions.

We often see companies that do a good job of connecting their IT plan-

ning to business strategy but then fail to implement the best projects. The

culture forces projects with high short-term ROI to the top of the prior-

ity list, or emphasizes short-term operational goals in setting budgets and

choosing projects. This illustrates the importance of having a common basis

for answering the question: “Do our business strategies drive our IT actions?”
The answer is important, but the culture and practice to do something about

the answer are important as well.

3. Are we getting bottom-line impact from our lights-on resources? This ques-

tion implies that we know in detail what our current IT resources are, and

how they are being used. Additionally, the answer depends on the intended

outcomes from the investments in IT assets and resources. For example, if

they are competitive in nature, then the question is about the impact that

the investments have on competitiveness, market share, customer retention,

and so forth. If the outcomes relate to cost or productivity, then the ques-

tion is about the impact that the investments will have on costs and on oper-

ational performance.

Disagreements about IT value can occur when business and IT man-

agement have different views on the actual business outcomes needed. For

example, business management may look for substantial ROI or, alterna-

tively, substantial competitive edge, as the basis for IT’s value. If IT looks

for competitive edge, and business is marching to the ROI drum, a serious

disconnect exists. Disconnects can also occur in culture, which may resist

changing existing business practices or focus on immediate bottom-line per-

formance. Disconnects can also exist in management processes, where noth-

ing in the annual planning or budgeting activities requires connecting the

business strategies to the IT planning practices.

4. Are we balancing our strategic and tactical IT investments? People typically

think of lights-on budgets as tactical, and “new” projects as strategic. How-

ever, in most IT activities there is a mix of tactical and strategic spending in

both lights-on and new project budgets. The question for management is bal-

ancing the amount spent on each so that the strategic needs of the company

Impact Questions: The Roadmap for the Right Actions 23
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are met, as well as the tactical needs (usually meaning productivity and cost

reduction). The answer to this question also demands a clear and common view

of overall company objectives and strategies. IT managers need a common

view with the senior manager team, and typically this is difficult to achieve. 

For example, in a large consumer products company, the IT manage-

ment team works closely with individual vice-presidents who are responsi-

ble for the major functional areas of the business. These functional managers

do not have a clear consensus among themselves or with senior management

on what the enterprise strategies are or, more importantly, the implications

of those strategies for each functional area and their use of IT. Without a

clear and common view of the company’s strategic directions, IT does the

tactical things demanded by the individual vice presidents preventing the

productivity and competitive advances the company needs. (We will pay

close attention to the ideas of balancing investments in our portfolio man-

agement discussions in subsequent chapters. The notion of “balance” covers

not only strategic/tactical but also back-office versus front office, infrastruc-

ture versus applications, and risk management.)

These questions have been around in one form or another since IT entered

mainstream business discussions. In the past, senior management teams looked

to IT management for answers to the IT Impact Questions, but the questions

are not simply about IT; they are connected to business as well. This is the core

problem for the senior leadership team. While it may be convenient to look at

IT as the silver bullet to produce results for the company, it is clear that IT is

merely an enabler. For significant bottom-line results to occur, business man-

agement has to be intimately engaged. IT produces value by enabling business

to make transformational changes—in internal processes, in products, and in

outreach to the customers. In every case, the underlying business process has to

change in order to produce value. Business and IT management have to work

together on a common vision and in tandem to produce the technical solutions

and business process changes. This is how value is produced.

EXAMPLES: ANSWERING THE QUESTIONS

Consider the example of a company that defines its strategic intentions2 as: (1)

growing sales and revenue through market share increase, (2) reducing product

manufacturing cost, and (3) strategic acquisitions in its industry. In analyzing the

company’s IT “lights-on” budget, the result was shown to management with

Exhibit 2.2.

The chart shows that only 42 percent of the ongoing lights-on budget strongly

supports the company’s three strategic intentions, while 39 percent of the

budget has from no support to weak support of the strategic intentions. (This

is in response to the question: “Are we getting sufficient value from our current

IT resources?”)
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This also means that only 42 per-

cent of the actions IT takes, in dollar

terms, strongly support the company’s

three strategic intentions, while 39 per-

cent weakly support those intentions.

What we see here is a company

that is not taking the right actions and,

therefore, not getting the right results

from its IT investments. The manage-

ment team now has decisions to make

and actions to take. These decisions

can take the form of reviewing where

those poorly performing IT activities

are and how they could be improved or abandoned or, alternatively, how the

business units could improve their utilization of the IT resources being provided.

The key is that questions are asked, answers are provided, and action can result.

Of course, if no action actually occurs, then the exercise is not helpful.3

Consider another company that asked the question: “Are we investing our

new IT resources in the right places?” In this case, the question focused on the

new development budgets for projects. Exhibit 2.3 shows six strategic intentions

for the company, and shows their relative importance to one another (expressed

as a “weight”). The exhibit then shows the project investment dollars that strongly

support those strategic intentions.
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Weak Support  

$12M, 39%

Strong Support  

$13M, 42%

Moderate Support

$6M, 19%

EXHIBIT 2.2 Application Portfolio
Support for Strategic
Intentions
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The interpretation is that the most project dollars, in terms of strong sup-

port of business strategic intentions, occurs for the middle two strategic inten-

tions, and that the most important ones are not getting as much support. The

good news is that the projects are supporting the company’s strategic intentions.

The bad news is that the proportion may not be as appropriate as company man-

agement might wish.4

One consequence is that the set of IT actions represented by the projects and

their impact on strategic intentions is not optimally established. Management

may wish to take action on the mix of projects to be undertaken. Another con-

sequence is that management does understand what the IT actions will accom-

plish, in terms of bottom-line impact.

THE CONTEXTS FOR MANAGEMENT QUESTIONS 
ARE PLANNING AND BUDGETING PROCESSES

Management teams generally focus on IT when it comes time to plan and budget

for IT spending. This comes to a head during the annual planning and budget-

ing cycles. As we ask the Affordability and Impact Questions, we must provide

answers by working within the context of planning and budgeting, and link the

process of answering the questions to those processes.

Planning Processes

As management establishes strategic and annual operating plans, IT affordabil-

ity and impact is an important factor. From each business unit’s perspective, it

is a question of what IT will do for that unit with new projects and ongoing

operations. From the enterprise perspective, it is a question of whether the over-

all costs are appropriate and affordable and how well IT supports the business. 

Workable Budgets and Plans

A basic premise of this book is that plans and resources mean little until IT man-

agement takes the right actions, either by implementing new capabilities or 

supporting the directions the business takes. The rubber meets the road when

budgets are available and actions are taken. For development projects, this means

effective prioritization and project selection. For ongoing IT activities, it means

appropriate support levels, infrastructure maintenance, and maintenance and

support of the existing applications.

WHY ASK AFFORDABILITY AND IMPACT QUESTIONS?

The questions we posed above look at the company’s strategies, ask about whether

the strategies are being supported, and result, generally, in redressing gaps in

spending. The questions’ thrust is strategy first, then decisions, and then action.
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IT is approaching 50% of many companies’ capital budgets.5 The propor-

tion of corporate resources devoted to IT is rapidly rising, to 15% or more of rev-

enues in some industries.6 In many industries, IT-enabled services and processes

have the capability to change the competitive landscape: consider the experiences

of Wal-Mart, FedEx, and Charles Schwab. IT can remain a dominating issue for

the senior management team for years, as evidenced by the experiences of many

companies struggling with ERP, consuming enormous amounts of money and

staff energy, and yet promising an impact across the board on business practices.

Even in difficult economic times, IT is on the agenda, if for no other reason than

when the economy is down, there is increased interest in controlling the costs of

IT, which gives rise to assuring the most efficient use of IT resources, cost reduc-

tion, and validation of IT’s value. In today’s competitive and rapid paced econ-

omy, companies simply must get the maximum value from their IT investments. 

There are also other views in the industry that we should consider. Nicholas

Carr introduced a new point into the relationship between IT and the business,

in an article in the Harvard Business Review titled “IT Doesn’t Matter.”7 Carr

suggests that IT is a commodity in most businesses, rather than a unique com-

ponent of the company’s strategic position in the industry. IT remains important,

to be sure, as most businesses completely rely on IT for the conduct of their core

business activities. But every business has access to IT, and the competitive,

“strategic” advantage to be obtained from IT may no longer be a realistic objec-

tive for most management teams. In other words, there is no substantial reason

for major investment in IT except to further enable the basic conduct of the busi-

ness. Carr essentially recommends that management treat IT as a commodity

and manage it accordingly. Among other things, this means “spending less” rather

than spending more as a starting point for the management of IT. It also means

focusing on cost and resulting efficiency of business processes, as well as address-

ing the risks.

This really is not a completely new idea. For example, Paul Strassmann

wrote persuasively about his research that found little correlation between the

level of expenditures competitors make in IT and their relative profitability. His

“shotgun” charts documented, by industry, where each company stood in plot-

ting bottom-line performance against IT investment levels. The charts were

completely random.8

Jack Keen and Bonnie Digrius wrote an excellent book9 that focused on

finding ROI in every IT investment. As Keen and Digrius put it, for an individ-

ual project, everything is in the ROI. As a practical matter, this means finding

the specific way the IT commodity (in project terms) reduces cost, finds some

direct impact on revenue, or finds a connection to management goals.

We do not believe that “IT doesn’t matter.” IT is vital to most companies.

The things IT enables—effectiveness and efficiency, new products, new means

to markets—are certainly critical to the competitive health of companies. What

does matter is that a company’s investments in new IT projects and ongoing IT

operations are consistent with management’s strategies and effective in carrying

them out.

Why Ask Affordability and Impact Questions? 27
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We propose that, to be effective in managing IT, companies need good
answers to the questions about IT’s affordability and impact, especially when IT
is such an important part of senior management’s agenda.

But what if the answers to the IT Impact Questions are “no” or “we don’t
know”?

This often happens in even the most successful companies, when their man-

agement processes do not focus sufficiently on the questions and their answers,

or fail to deal with their implications. This book is about five management prac-

tices that address the IT Impact Questions. These five NIE practice areas cover

planning, innovation, prioritization, alignment, and performance measurement,

and apply concepts of value, portfolio, and culture management.

TAKING ACTION

We have developed a simple business/IT stage model that describes where a

company is in its management and use of IT. Our view is that the “right ques-

tions” depend on whether the company management can do anything with the

answers, and this depends on the stage at which the company finds itself.

Briefly, companies move through five stages with respect to IT. Stage 1, where

the performance of ongoing IT activities such as the infrastructure and running

existing applications, is at an acceptable service and quality level. If current

infrastructure or applications are unreliable or of low quality in terms of accu-

racy, then asking questions about strategic support or affordability are irrelevant.

This is because management will not be capable of responding effectively to the

answers to the questions. The Stage 1 performance issues must be addressed

first. See Chapter 4 for the ideas on how assessment of Operational Processes

and Tasks can be done.

Stage 2 has to do with the performance of systems development. If current

development efforts are substantially behind schedule or over budget, or if the

results of development are ineffective in meeting business requirements, then

asking questions about strategy are largely irrelevant, and questions of afford-

ability are limited to operational tasks. See Chapter 6 for ideas on how to assess

Development Processes and Tasks.

Stage 3 deals with the capability of the IT organization to respond to cur-

rent tactical requirements, making the changes and doing the projects necessary

to respond to those changing tactical requirements. If IT is unable to respond

effectively, then asking questions about strategy is not relevant. Affordability

issues are not helpful either, if the work being paid for cannot respond to tac-

tical requirements.

Stage 4 deals with the ability to articulate and respond to strategic require-

ments. This includes the dimension of process change and change management.

Again, if IT is not performing this well, then issues of strategic alignment are

not as helpful as when they can perform well.
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Stage 5 deals with IT’s leadership in providing new strategies and directions

to the company.

Filtering the “right questions” through the stages laid out helps define the

agenda for addressing Right Decisions/Right Results. The goal is to control IT

spending, and spend on the right things that will produce bottom-line impact. 

The Impact Questions should drive down from the top of the model. We

cannot get to the strategy-level issues (Stages 4 and 5) without dealing with the

first-level questions. If IT is not performing, then asking about strategic invest-

ments is a waste of effort.

The Affordability Questions should drive up from the bottom, starting with

operations, then development, then the tactical and strategic projects under-

taken. This is because, first, that’s where the money is, and second, that’s where

actions can be taken.

CHAPTER SUMMARY

Companies achieve great things when IT actually supports what company man-

agement thinks is important. This is critical, because it is not just IT acting alone,

it is IT enabling what management thinks it wants to accomplish. This is the

heart of what we want to accomplish in finding consistency and connection in

management activities—to connect business strategy to IT action.

Our thrust is to connect IT investments to what is important to man-

agement, in ways that actually connect to the bottom line by consistently and

persistently applying key ideas from planning through to performance manage-

ment. By seeking the answers to the right questions, management is able to con-

trol IT expenses and improve IT’s bottom-line impact. 

Impact
� We translate our business strategies into IT actions that produce the right

results.

� We invest in new IT resources in the right places.

� We get results, and sufficient value, from our current IT assets and re-

sources.

� We balance our strategic and tactical investments.

Affordability
� We spend what we can afford.

� We reduce unnecessary IT costs.

� We redeploy unnecessary expenses to support needed projects.

The Strategy-to-Bottom-Line Value Chain and the NIE practices enable man-

agement to produce these answers to the right questions.
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If No, What Is
Yes or Our Plan for

Questions No? Correcting This?

Are we investing new IT resources in the right places?

Do we know what we can afford?

Can we reduce unnecessary IT costs?

Can we redeploy expenses to suppor t needed projects?

Are we able to reduce the cost of poorly performing 
activities?

Are we able to translate our business strategies into 
IT actions that will produce the right results?

Are we getting results — and sufficient value — from all 
our lights-on resources?

Are we able to effectively control our IT costs?

ASK THE RIGHT QUESTIONS: MANAGEMENT AGENDA

30 ASK THE RIGHT QUESTIONS

ADDITIONAL READING

The book’s website contains additional information related to Chapter 2:

Website Note 1: IT and Economic Cycles

Website Note 2: IT’s Value—A Definition

Website Note 3: IT, Bottom-Line Impact, and Government

Website Note 18: ROI and the IT Value Life Cycle

NOTES

1. We are indebted to Joe Barkley for putting words and meaning to this issue.

2. “Strategic Intentions” is a framework we use to define a company’s objectives

and strategies. The framework is described in detail in Chapter 3. See also Appen-

dix C, “The Development of Strategic Intentions, with Examples.”

3. This example is from the Alignment practice, described in Chapter 8.

4. This example is from the Prioritization practice, described in Chapter 8.

5. Capital spending data from Morgan Stanley Technology Research, March 2002.

6. Percentage revenue data from META Group and Metricnet 2002.

7. Nicholas G. Carr, “IT Doesn’t Matter,” Harvard Business Review, vol. 81, no. 5,

May 2003, pp. 41–49.
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8. See, for example, Paul Strassmann, The Business Value of Computers (New Canaan,

CT: Information Economics Press, 1990), and, by the same author, Information
Productivity (New Canaan, CT: Information Economics Press, 1999).

9. Jack Keen and Bonnie Digrius, Making Technology Investments Profitable: ROI
Road Map to Better Business Cases (Hoboken, NJ: John Wiley and Sons, 2003).
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Connect to the Bottom Line

Managers improve IT’s impact on the company’s bottom line by controlling

IT spending and evaluating all parts of the IT spend according to bottom-

line impact. We define three basic ways that the total IT spend connects to the

bottom line.

First, and most obviously, com-

pany money expended on IT is a cost

to the company, so eliminating project

work or reducing lights-on costs affects

the bottom line. Business-driven pri-

oritization and alignment exercises can

achieve this.

Second, a new IT investment can

directly produce revenues or reduce

expenses, and thereby directly con-

nect IT to the bottom line. The finan-

cial analyses on project business cases

highlight this direct financial return. 

If management increases directly

measurable ROI by choosing the right

projects, the result shows directly on

the bottom line. Doing so requires

selecting only those projects with

achievable cost reductions or revenue

enhancements. Business-driven prior-

itization can achieve this, with appropriate selection of prioritization factors.

Third, and most critically, an IT expenditure can enable or support a busi-

ness activity that itself impacts the bottom line. There also can be a direct cause-

and-effect relationship between an IT expenditure and the success or failure of

management’s efforts to change the business in some way. This is the most pow-

erful bottom-line connection, because to the extent that IT enables the success

of management’s strategies, it becomes a direct contributor to the overall efforts

of the business to impact the bottom line.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 3

➤
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The first and second categories, though real, are very much in the minority

of opportunities in companies today. The biggest challenge, and opportunity, is

controlling IT spend and improving bottom-line impact when projects and

lights-on budgets do not produce their promised cost reduction or yield imme-

diate financial returns. IT is at least one step removed from direct bottom-line

impact. Business units apply IT in their business processes, and it is through

those business processes that the company’s expenses are reduced or revenues

improved. In other words, IT’s bottom-line impact is filtered through the activ-

ities of other functional areas of the business.

For new IT project investments, direct bottom-line impact is normally

addressed in each project’s business case. Jack Keen and Bonnie Digrius’s book

on business cases1 deals effectively with this, laying out a powerful method for

expressing a business case and defining bottom-line impact for an individual

project. The method is based on making the strongest possible business case by

connecting the project to the business through a variety of techniques including

financial measures.

Our focus, however, is on the total IT spend, including all projects and

lights-on expenses. The challenge is to use a common method to connect to the

bottom line for all new projects and all components of the ongoing IT spend,

and to determine how to control spending for the total IT spend. 

We assume that acceptable business cases have been made for new IT proj-

ects. Our objective is to examine the complete new project portfolio after busi-

ness cases for individual projects have been made and select the best ones from

all the opportunities. For the lights-on portion of the IT spend, we assume that

all the activities have relevance to the business, but this is an opportunity to

eliminate or renew the lowest performing activities. We need tools and meth-

ods to work with the complete IT budget. The problem is not to justify an indi-

vidual project; the problem is to choose the best portfolio of projects. Similarly,

the problem is not to justify an individual line item in the lights-on budget; the

problem is to allocate the ongoing lights-on budget to the best line items, and

thereby improve overall bottom-line impact. This is how we control IT spend-

ing and improve bottom-line impact.

Our basic approach for connecting to the bottom line has three elements:

1. By prioritizing all IT investments in terms of bottom-line impact (includ-

ing risk), the company improves overall bottom-line performance by choos-

ing the high-impact investments and eliminating or reworking low-impact

investments.

2. By aligning the lights-on IT spend (e.g., infrastructure, existing applications)

to the business, the company improves overall bottom-line performance by

changing or eliminating the low-impact activities.

3. By understanding the cost of elements of the IT spend and by assessing the

performance of the lights-on IT spend in terms of technology, architecture,

quality, and service level, the company improves overall bottom-line per-

formance by eliminating costly, poorly performing IT activities.

34 CONNECT TO THE BOTTOM LINE
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In simpler times, managers would use financial analysis alone (e.g., ROI) to

determine bottom-line impact for a proposed project. By extension, a portfolio

of projects could be ranked solely by ROI results. But the problems with ROI

and similar financial analysis techniques are well known, particularly in a port-

folio context for ranking projects. Risk is not easily assessed on a consistent basis

within a portfolio by solely using an ROI methodology. ROI is not easily com-

puted on a consistent basis across widely different projects, particularly when

nonfinancial benefits (e.g., improvements in quality or customer satisfaction) are

included. Additionally, ROI is also not applicable to lights-on costs for applica-

tions and infrastructures. But the most critical problem with exclusive reliance

on financial analysis is that ROI measures do not easily connect to manage-

ment’s strategies for the company’s future.

We do not downplay ROI or other financial analysis, but treating “enabling”

projects with financial evaluation methods alone will lead to serious decision

errors. We do, however, put ROI into a larger context of overall IT spend and

overall total impact of the complete portfolios of IT activities. We apply a more

effective way to connect to the bottom line, one that includes financial compu-

tations such as ROI as one factor in evaluating IT investments. This way is based

on a financial philosophy of shareholder value and is founded on the basic idea

of cause and effect.

In this chapter, we lay out the basic principles of connecting to the bottom

line based on cause and effect. (In the next chapter, we introduce the specifics

of portfolio management, which is the framework within which we implement

this basic approach.)

BOTTOM-LINE IMPACT BASED ON CAUSE AND EFFECT

The key to assessing bottom-line impact is determining cause and effect. Because

IT is one step removed from the bottom line, we look for the chain of connec-

tion between the IT expenditure (whether project or lights-on expense) and

direct bottom-line impact. “If we do project A, then we will cause a change in

business process B, which then will translate into reduced expenses C and/or

improved revenue D.” This is the logical flow of cause and effect. Or, for a

“strategic” investment, “if we do project A, then we will cause a change in our

business process B or a new business process C, or create a new product D,

which will cause our customers to buy more from us or allow us to raise the

price, etc., which creates improved revenue E.” This is strategic cause-and effect

thinking.2 See Exhibit 3.1.

The key to cause and effect on the bottom line is management action. The

cause-and-effect logic above exists only in an ideal world. Of course, the real-

world causality is “If we successfully do project A, then we will hopefully cause

a change in business process B, which if successful and if the result effectively
connects with the rest of the things going on with the business, will translate into

reduced expenses C and/or improved revenue D.” The words in italics reflect

risk and the vagaries of whether and how individual business units actually apply

Bottom-Line Impact Based on Cause and Effect 35
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new tools and harvest the resulting benefits. This is the crux of the issue. Whether

IT investments, either projects or ongoing, produce bottom-line impact is com-

pletely dependent on the behavior of the management team and individual busi-

ness units. Simply buying infrastructure, building IT systems, or purchasing

software means nothing by itself unless business units take action and managers

actually change what they do. Action is key.

36 CONNECT TO THE BOTTOM LINE

The key to bottom-line impact is future management action. What counts

is what management will do in the future with a new IT investment, or with

existing IT resources. At a low level, this is the basis of change management: to

successfully cause the needed change in a business process or business behavior,

and to achieve the cost reduction or revenue improvement. The key, however,

is that business cases for projects and justification for ongoing expenses are

completely dependent on estimating the future actions of management. It does

not matter what the business case says, if management doesn’t do anything or,

more realistically, doesn’t do enough to actually accomplish the goals of the

project. It doesn’t matter what the expense justification is for infrastructure or

ongoing applications, if management doesn’t effectively use the IT capability

and apply it effectively in the business. Future management action is a moving

target, greatly affected by changing business conditions and, more fundamen-

tally, changing management teams.

CAUSE AND EFFECT IS BASED 
ON MANAGEMENT’S INTENTIONS

Fundamentally, by focusing on strategic intentions, we are predicting what man-

agement will do in the future in order to use IT in the business in the ways that

create bottom-line impact. Management’s intentions apply to the use of a given

new IT project, and to the use of ongoing IT resources such as applications and

infrastructures.

Strategic

Effectiveness

Operational

Effectiveness

Expense,

Revenue

Performance

Bottom-Line

Impact

EXHIBIT 3.1 Cause-and-Effect to the Bottom Line
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We use the term intentions to reflect what management will do in the future.

(In Chapter 5, we define the specifics of tools using strategic intentions as the

base. Here, we establish what management intentions are based on.)

The Shareholder Value financial philosophy provides a strong platform for

management intentions.3 Briefly, a company performs better if it improves its per-

formance of its strategies (strategic effectiveness) or improves the performance

of its operations (operational effectiveness). By extension, bottom-line impact is

created when the company improves its strategic and operational effectiveness.

Therefore, what management intends to do in terms of improving strategic or oper-
ational effectiveness should impact the bottom line. We call this strategic intentions.

Our approach is to show the cause and effect between the IT spend, both

projects and lights-on expenditures, and the bottom line by measuring IT’s

cause-and-effect connection to management’s strategic intentions.

This addresses the key problem of predicting management’s intentions for

the future. By obtaining agreement on what those intentions are, and by using

performance measurement to track this, we can directly establish IT’s cause-and-

effect impact on the bottom line.

MANAGEMENT’S STRATEGIC INTENTIONS

Management’s strategies and plans to improve strategic and operational effec-
tiveness are its strategic intentions.4

Senior management teams make decisions and allocate resources according

to their vision and commitments to a set of strategies, whether explicit or infor-

mal. These strategies are intended to increase the company’s success, ultimately

measured in terms of profitability Companies can have formal and explicit strat-

egy statements, or they can have an informal set of strategies that are implied

by management’s decisions. (We typically find a set of formal strategies that are

explicitly stated and saluted (often in a slick publication) but, in reality, are sub-

ordinate to the unstated strategies that drive actual decisions and actions.)

We like Michael Porter’s general definitions for operational and strategic

effectiveness, and use them to define management’s strategic intentions:

� Operational effectiveness means performing similar activities better than

rivals perform them.

� Strategic effectiveness means performing different activities from rivals’ or

performing similar activities in different ways.5

Operational Effectiveness includes:
▫ Efficiency

▫ Process improvement

▫ Quality improvement

▫ Management information

Management’s Strategic Intentions 37

Strategic Effectiveness includes:
▫ Product/service development 

and positioning

▫ Customer access

▫ Targeting customer segments
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Operational and Strategic Effectiveness

For example, an insurance company has strategic intentions of: (1) increasing

its sales performance through partnering with other financial service firms, (2)

adding to customer loyalty through improved service and improved products,

and (3) reducing administrative overhead through innovative uses of technol-

ogy and consolidation of headquarter locations. The management team will take

actions based on these strategic intentions; if the strategies are successful, they

will result in improved revenues and/or reduced costs, and improved financial

performance.

As Michael Porter’s definition states, operational effectiveness includes effi-

ciency (meaning cost and productivity), quality improvement, and process im-

provement. Strategic effectiveness includes customer and product/service issues.

We go beyond Porter’s definitions of strategic effectiveness to a more gen-

eral definition. Consider an example of strategic intentions as shown in Exhibit

3.2. These are the strategic intentions of a company engaged in the production

and sale of a basic commodity.

38 CONNECT TO THE BOTTOM LINE

Strategic Intention
Name

Strategic Intention Goals Strategic Intention Metrics Weight

Focus on Specific,
Narrow Markets

• Focus on markets in which the
company can profitably compete

• Build strategic partnerships with

key customers

• Market share in specific
markets

• Profitability in specific

markets

30

Improve Efficiency
through Common
Business Practices

• Employ best practices throughout

the company

• Reduce the unique systems and
processes in each operating

location

• Percent of standard systems 

used throughout company

• Percent of standard
processes in use throughout

the company

10

Be the lowest-cost
supplier in focused
markets

• Reduce the administrative,
manufacturing, and operations

costs of the company

• Optimize purchasing power

• Production throughput

• Net delivered cost of product

40

Grow through
Acquisition

• Increase the capability of the
company to rapidly integrate new

applications and operations, with

decreased cost

• Time to integrate a new
acquisition or operation

20

EXHIBIT 3.2 Examples of Strategic Intentions

These strategic intentions conform with Porter’s definition of strategic effec-

tiveness. But the point is that IT will connect to the bottom line to the extent
that IT’s current applications, new projects, and infrastructures support the
achievement of these strategic intentions.

When IT makes the company more successful in achieving its strategic inten-

tions, which improve the company’s operational effectiveness and strategic effec-

tiveness, then IT impacts the bottom line.
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PRINCIPLES OF IT’S BOTTOM-LINE IMPACT

This section builds the base for cause and effect to the bottom line. (Note that

“agency mission performance” can be used as a government and nonprofit orga-

nization’s surrogate for bottom line, or profitability.)

� Bottom-Line Principle 1: IT’s bottom-line impact is based on its direct con-

tribution to improved profitability.

� Bottom-Line Principle 2: IT’s direct contribution to improved profitability

is based on improving the company’s operational and strategic effectiveness.

� Bottom-Line Principle 3: IT improves strategic and operational effective-

ness by carrying out management’s strategic intentions.

◆ 

Bottom-Line Principle 1: IT’s bottom-line impact is based on its direct contri-
bution to profitability.

Of course, improved bottom-line performance—that is, profitability—is the

fundamental goal for companies. Whatever we do with IT, at the heart of it, we

do it to directly or indirectly improve bottom-line performance. This is the result

that is always being sought by the management team. For government or non-

profit entities, the equivalent goal is mission performance; whatever we do with

IT, we do with the expectation of improving the agency’s mission performance.

The problem is: What constitutes direct contribution to profitability? The

easiest answer may be direct cost reduction; when IT reduces costs, then it

directly contributes to profitability. IT could produce revenue directly by offer-

ing services directly to the customer, as well. For example, IT could be the mech-

anism for selling information from a database. But beyond these simple examples,

the idea of direct contribution to profitability becomes murkier. Where IT’s

direct contribution to cost reduction or revenue improvement can be measured,

it should be, reflecting IT’s financial contribution. However, this is the minor-

ity of situations. In most cases, IT’s contribution is reflected in improvements

in some aspect of the business’s organizational performance.

The reason for this is that IT is, fundamentally, an enabler of business activ-

ity. IT may enable managers to manage better, or marketers to target more prof-

itable markets or customers. IT may enable reengineering of business processes

to reduce time cycles, and therefore reduce errors, or improve service quality,

or increase customer satisfaction. But in all these cases, IT’s contribution is to

enable a more efficient or effective business activity, which in turn results in

improved profitability. IT is a partner in the bottom-line result, but it isn’t the

only factor.

Traditional IT financial analysis works to translate IT’s enabling character

into concrete estimates of reduced cost or increased income and thereby produce

a measure of IT’s contribution to profitability, or ROI.6 This is laudable but it
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confuses IT’s basic contribution of enabling and improving business activity with

the financial measure of its contribution.

Bottom-Line Principle 1 states that IT’s bottom-line impact is based on con-

tribution to profitability, with the understanding that directly measuring it may

be difficult.

◆ 

Bottom-Line Principle 2: IT’s direct contribution to improved profitability is
based on improving the company’s operational and strategic effectiveness.

IT can certainly enable improvements in a company’s operations. Improve-

ments can take the form of cost reduction, time reduction, improved flexibility,

increased quality, and so forth. If these business operational improvements

reduce cost or improve revenue, IT will have contributed to profitability. Such

improvements may be measured by estimating the amount of cost reduction or

revenue improvement, and consequently an ROI can be calculated. In other

cases the process improvement can be measured (e.g., in terms of time, quality,

error rate, etc.) but the connection to profitability may be less clear (e.g.,

improves customer satisfaction, or customer loyalty, etc.).

IT also can enable the success of a company’s strategy. For example, for a

medical insurance company, a key strategy is increasing customer loyalty through

improved customer service. If IT provides the environment and information for

improved customer service, or if IT enables the reengineering of business

processes to improve customer service, then IT has bottom-line impact because

it enables the success of the strategy which, in turn, will result in improved prof-

itability.

To reiterate, IT’s bottom-line impact is based on: (1) improving the com-

pany’s operational effectiveness and (2) improving the company’s strategic effec-

tiveness. In the first case, the operational performance improvement in some

cases is measurable, and possibly directly connected to profitability. In the sec-

ond case, the strategic effectiveness is connected to the bottom line through man-

agement’s intentions—through the strategy—to improve company performance.

The underlying idea is, again, cause and effect, based on a bottom-line

impact chain concept. The direct cause of an improvement may be IT enabling

a basic capability, such as management information or reduced time cycle for a

process. The effect of this capability is improving a business process (e.g., in

terms of cost or cycle time reduction) or achieving a strategy (e.g., improved

customer retention). The critical element is the definition of the cause/effect

connection, or bottom-line impact chain, between the things IT enables, as well

as the ultimate connection to the bottom line.

Over the past two decades, there has been a remarkable convergence of

thinking on this point. For example, the original Information Economics focused

on justifying and prioritizing IT investments based on management factors7 such

as strategic match, competitive advantage, competitive response, and manage-

ment information in conjunction with ROI or other financial measures. These
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management factors were adopted precisely because a company’s financial per-

formance is most directly improved through improving these performance drivers.

Shareholder Value and Economic Value Added (EVA), emerging in the late

1980s, expressed this idea directly. Although these are financial disciplines, they

recognize the cause-and-effect linkages of activities such as product devel-

opment, marketing initiatives, and cost reduction programs as the drivers of

financial performance. McTaggart states, “Managing to improve shareholder

bottom-line impact means generating, choosing, and implementing the best

alternatives for any business strategy or operational issue.”8 This is a key point

for us as well: generating (via Strategic Demand/Supply Planning and Innova-

tion), choosing (via Prioritization and Alignment), and implementing (via Cul-

ture Management and Performance Measurement) the alternatives with the best

bottom-line impact.

These alternatives fall into two general categories: strategic effectiveness fac-
tors and operational effectiveness factors. These are the causes, and financial per-

formance is the effect.

In our work with clients, we frequently use a diagram (shown in Exhibit 3.1)

which is adapted from bottom-line impact management and shareholder bot-

tom-line impact literature that illustrates this relationship. What matters are

those things that most directly influence strategic effectiveness and operational

effectiveness. By managing to improve those effectiveness factors (the causes)

through information technology, we will have contributed to the company’s

overall financial performance (the effects). By prioritizing, aligning, planning,

and measuring IT’s performance with strategic and operational effectiveness as

the focus, we can improve and communicate the bottom-line impact of IT to

the enterprise.

We cannot overstate the importance of this point. The identification of the

cause-and-effect factors affecting strategic effectiveness and operational effec-

tiveness is the basis for defining strategic intentions for the NIE prioritization

and alignment practices; this underlies our approach to integrated planning. See

Exhibit 3.3, which emphasizes the cause-and-effect relationships.

Other authors have reached similar conclusions. Kaplan and Norton’s 

work on the Balanced Scorecard is based on cause-and-effect linkages between

customer-, internal process- and people-related measures, and financial per-

formance. Their notion of “leading” and “lagging” indicators is, at heart, an

elaboration of cause-and-effect relationships. Also consider Michael Porter’s

contributions to the understanding of competitive strategy. He defined generic

strategies of cost-leadership, differentiation, and focus. In developing these ideas

in his 1996 Harvard Business Review article, Porter remarked on the difficulty

companies have in defining and executing strategy: “The root of the problem is

the failure to distinguish between operational effectiveness and strategy. The

question of productivity, quality, and speed has spawned . . . management tools

. . . and bit by bit, (they) have taken the place of strategy.”9 His point is that

operational effectiveness—things like productivity, quality, and speed—are

important, but strategy (and, in our words, strategic effectiveness) is equally

important. Porter echoes McTaggart’s point: “The essence of strategy is in the

Principles of IT’s Bottom-Line Impact 41
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activities—choosing to perform activities differently or to perform different

activities than rivals.”10 The key is choosing among alternatives, which is the

heart of integrated planning, and following through on the cause-and-effect

chain to implement IT solutions that support and enable those choices.

This defines the cause and effect between IT enabling improvements in oper-

ational effectiveness or strategic effectiveness, and the company’s bottom line.

◆ 

Bottom-Line Principle 3: IT improves strategic and operational effectiveness by
carrying out management’s strategic intentions.

By focusing on strategic and operational effectiveness, management is encour-

aged to focus on the company’s bottom-line impacts. That is, management has

to define its strategic intentions and what it intends to do to improve the com-

pany’s performance through those strategic intentions. At the same time, man-

agement defines the basis for its operational goals—the improvements in cost,

performance, customer satisfaction, product quality, and all the other dimen-

sions of the company’s activities. Again, management defines its objectives for

such improvement, always with an eye toward improving financial performance

by improving operational effectiveness.

This is bottom-line impact-based management. By extension, the NIE prac-

tices apply these ideas to IT and the contributions IT makes toward strategic

and operational effectiveness.

42 CONNECT TO THE BOTTOM LINE

Strategic

Effectiveness

Revenue,

Expense (and

Mission)

Performance

Operational

Effectiveness

Bottom Line

(and Mission)

Impact

Cause and Effect

Results, or Improvements here ....

Produces Results here

Produces Results here

Results, or Improvements here ....

EXHIBIT 3.3 Improvements in Effectiveness Produce
Revenue/Expense Improvement which 
Produces Bottom-Line Impact
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For example, in prioritization, the management team assesses how each IT

project increases strategic effectiveness or operational effectiveness. (See, for

example, Exhibit 3.4. In this exhibit, the six strategic intentions cover the com-

pany’s intentions about both strategy and operational improvement.) In Align-

ment, the management team considers how the IT lights-on spend connects to

strategic and operational effectiveness. (Chapter 8 describes both the Prioriti-

zation and Alignment practices.) In Strategic Demand/Supply Planning and in

Innovation, the objective is to define exactly what IT can do to promote impro-

vised effectiveness. (Chapter 9 describes the Strategic Demand/Supply Planning

and Innovation practices.)

Summary and Additional Implications 43
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Strategic Intention

EXHIBIT 3.4 Dollars in New Development, 
in Support of Strategic Intentions

SUMMARY AND ADDITIONAL IMPLICATIONS

We have made four basic points. First, our objective is to control the IT spend

and improve IT’s bottom-line performance. Second, we do this through improv-

ing the company’s operational and strategic effectiveness. Third, these improve-

ments are represented by management’s strategic intentions, and fourth, we

connect IT to the bottom line by directly supporting those strategic intentions.

We can have direct connections through immediate cost reduction or revenue

enhancement, but the real challenge and opportunity is to make the connection

for the entire IT spend.

Implications for Project Business Cases

Improving the company’s operational and strategic effectiveness is the key to

IT’s bottom-line impact. Management’s strategic intentions express how the
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company intends to improve them. Therefore, the business case justification for

each development and enhancement project needs to clearly state exactly how

the project supports management’s strategic intentions and exactly how the

project will therefore improve the company’s operational or strategic effective-

ness. This, of course, is connected to performance measurement, with the met-

rics that track operational and strategic effectiveness and management’s strategic

intentions. This also is connected to planning in terms of how strategic inten-

tions are defined, and to prioritization in terms of making project investment

decisions.

All this illustrates the importance of a common framework like the Strategy-

to-Bottom-Line Value Chain, and the basic alignment and affordability goals

expressed in Chapter 1. 

Connections to Financial Performance

Of course, IT can produce direct impact to the bottom line. ROI computations

(or the many variants of ROI) hope to exactly measure this impact, and where

direct cost reductions or revenues are created, this is appropriate and encouraged

by NIE practices. But the other connections, made by cause and effect, are

equally or more important. The real leverage that management has in improv-

ing financial performance is through its strategic intentions. Right Decisions/

Right Results through NIE practices makes both a reality. The opportunities

to use financial measurements for bottom-line impacts, including using the new

advances in option theory, risk management, and similar developments, can be

included in the NIE practices.

Business Process and Operations: A Big Opportunity 

It should be obvious that when we talk about “controlling IT spend,” we are only

talking about from 2 percent to maybe 10 percent of the total corporate budget.

Most of our interest focuses on the impact IT has on the rest of the company,

in terms of reducing those company costs and improving strategic effectiveness. 

One major IT impact, of course, is on the back-office company activities.

These can be from 10 percent to as much as 50 percent or more of the com-

pany’s total expense budget. In this chapter, we express this impact in terms of

improving operational effectiveness. That presumably results in lower cost and,

consequently, bottom-line impact.

The big opportunity is to apply Right Decisions/Right Results concepts and

the five NIE practices directly to the company’s business processes which have

many of the same characteristics as IT systems and applications. We can con-

struct portfolios of business processes and apply alignment and portfolio assess-

ments such as service and quality to them. We can prioritize changes to them,

and we can put performance measurement metrics on them. In short, we can

apply the same kind of management decisions directly to business processes and

accomplish substantial impact on the company bottom line.

44 CONNECT TO THE BOTTOM LINE
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If No, What Is
Yes or Our Plan for

Management Question No? Correcting This?

Do we know our strategic intentions?

Does IT demonstrably suppor t our strategic intentions?

Are IT investments prioritized against strategic intentions?

Does the entire IT spend, including development, operations, 
maintenance, and services, align with strategic intentions?

Can IT reduce unnecessary expenditures?

Are we evaluating lights-on budgets against strategic 
intentions?

Do both IT and business managers par ticipate effectively 
in these management processes?

This is beyond the immediate scope of this book. But the implications, and

direct applicability, of the Value Chain and NIE practices to business process is

a big opportunity.

The Connection to Performance Measurement

For Right Decisions/Right Results, Performance Measurement is critical in val-

idating and verifying the cause-and-effect relationships that were assumed during

the strategy and planning processes. Historically, IT performance measurement

has focused on the operational aspects of IT, with measures that report per-

formance in IT terms. For NIE, performance measurement focuses on IT’s per-

formance relative to business operational and strategic effectiveness. The role

of performance measurement is to track IT’s contributions in financial terms

and in strategic and operational effectiveness terms. Both are important, and the

latter are important in establishing the strategic connection to financial per-

formance.

CONNECT TO THE BOTTOM LINE : MANAGEMENT AGENDA 

Questions for management about IT’s connection to, and impact on, the bot-

tom line:

Connect to the Bottom Line : Management Agenda 45

ADDITIONAL READING

This book’s website contains additional information for Chapter 3:

Website Note 8: Gap Analysis: Closing the Disconnect between Business and IT
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Website Note 9: Building an IT Profit Model

Website Note 13: Our Use of Shareholder Value

There is also related information for Chapter 3 in the appendices:

Appendix C: The Development of Strategic Intentions, with Examples

NOTES

1. Jack M. Keen and Bonnie Digrius, Making Technology Investments Profitable:
ROI Road Map to Better Business Cases (Hoboken, NJ: John Wiley and Sons,

2002).

2. We do not ignore “mandatory” investments, enabling infrastructure invest-

ments, and so forth. We are setting up the cause-and-effect logic, which can be

applied in all these cases.

3. See Website Note 13 on Shareholder Value. Our use of shareholder value focuses

on the cause-and-effect relationship between management actions and ultimate

bottom-line impact. As the note points out, we do not require the financial deci-

sions components of shareholder value.

4. See Gary Hamel and C.K. Prahalad, “Strategic Intent,” Harvard Business Review,
May–June 1989. Our use of “strategic intentions” began as “management fac-

tors” in the original Information Economics work in the mid-1980s, and is par-

allel to the work on strategic intent reported in this article.

5. Michael E. Porter, “What Is Strategy?” Harvard Business Review, November–

December 1996, p. 62.

6. For most of this book, we use the term ROI as a generic label covering finan-

cial computations of expense, revenue, and return.

7. See Appendix C for examples of strategic intentions in business and govern-

ment. See Chapter 4 for further description of strategic intentions/management

factors and an example of their application in prioritization.

8. James M. McTaggart, Peter W. Kontes, and Michael C. Mankins, The Value Im-
perative: Managing for Superior Shareholder Returns (New York: The Free Press,

1994), p. 49.

9. Michael E. Porter, “What Is Strategy?” Harvard Business Review, November–

December 1996, pp. 113–118.

10. Ibid., p. 115.
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Understand Costs and Resources

This chapter describes portfolio management and introduces some of its uses 

in the Strategy-to-Bottom-Line Value Chain and the New Information Eco-

nomics practices. 

The idea of managing IT as a set

of portfolios has been around for three

decades. Most prominently, Warren

McFarlan advanced the idea in a Har-
vard Business Review article in 1981,1

where he focused on investment deci-

sions, risk management, and portfolio

classifications. NIE practices use port-

folios as a tool for obtaining and man-

aging information about applications,

infrastructure, services, and manage-

ment activities.

INTRODUCTION

Portfolios are collections of resources.
Portfolio Management, applied in NIE
practices, is a powerful tool for plan-
ning and decision-making about IT in-
vestments and resources.

In the financial world, a portfolio is a set of financial investments and

resources such as stocks and bonds, held by an individual or organization. The

portfolio also contains information about the investments and resources, such

as number of shares, current value, and when the asset was acquired. In IT, a

portfolio is a set of IT investments and resources, together with information

about them. Each line item in the portfolio is a separate investment or resource,

such as an application, an infrastructure component, an IT service, or a man-

agement activity.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 4

➤

47
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Exhibit 4.1 is an example of a template for portfolio information.2 Each

row is an individual member of the portfolio, such as an application or an IT

service. In addition to basic information about the line item (name of line item,

a size or quantity indicator, and costs/resources consumed), information about

service and quality, the risks, and bottom-line impact is specified in the template.

Exhibit 4.2 is an example of an application portfolio. Each line item is an

application currently in use by the company. The purpose of portfolio manage-

ment is to enable management analysis and decision-making about the individ-

ual elements of the portfolio. For example, in the portfolio listing shown in

48 UNDERSTAND COSTS AND RESOURCES

EXHIBIT 4.1 Basic Portfolio Template

EXHIBIT 4.2 Application Portfolio Example

Basic Information Service and 

Quality

Risk and

Uncertainty
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(A Portfolio line 
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application,
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Exhibit 4.2, a manager can correlate the cost of the application (column 4) with

its Service Level and Quality (columns 7 and 8). In this example, the highest-

cost application (Accounts Payable) is also almost the lowest quality and serv-

ice. The manager could ask why is the company spending so much to use a

resource (the application) that performs so poorly?

This example, however, does not demonstrate the real power of portfolio

analysis. Rather than examine an individual case, a portfolio enables manage-

ment to look at the entire portfolio holistically and identify the set of resources

that are poorest performing, or weakest in quality, and so forth. 

Exhibit 4.3 captures the intent of this analysis. The exhibit lists a portfolio

of applications, ordered in “business impact” sequence. The items at the top are

those that have the highest business impact.

Origins of Portfolio Management 49

EXHIBIT 4.3 Portfolio Management Objectives: 
Improve Performance of the Portfolio

In this example, the purpose of portfolio management is to reduce the num-
ber of low-impact applications. By examining the entire set of lowest-value appli-

cations, management can determine which should be abandoned or replaced.

Further, combining business impact information with cost information could

focus on the major targets of opportunity for improvement, which would be

those low-impact applications that have high cost.

ORIGINS OF PORTFOLIO MANAGEMENT

Portfolio management originated as a general approach to managing a set of
financial resources.

The term “portfolio management” originated in financial asset management.

Fifty years ago, the economist Harry Markowitz introduced the idea (and won

the Nobel Prize in 1990) as a way to manage a set of financial investments. His
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conception included the mathematics to evaluate each individual investment in

a consistent way, evaluating returns and risks.3

Today, most people are familiar with portfolios as an ingredient of personal

financial management. Exhibit 4.4 shows a typical portfolio presentation for an

individual’s investments. The presentation gives the individual an idea of the

present allocation of resources to different types of investments. The underlying

idea is that the individual may wish to manage the investments by setting tar-

get percentages for each type of investment; the target percentage may change

with different investors and different investment objectives.

50 UNDERSTAND COSTS AND RESOURCES

Money Market

Real Estate Precious Metals

Equity

20%10%

40%
30%

15%30%
55%

Technology

Foreign

Retail

EXHIBIT 4.4 Example of Simple Portfolio Management
in Personal Finance 

The idea of portfolio management has since been applied in many business

functions. In a strategic planning context, the Boston Consulting Group applied

the idea of portfolios as a way to manage and assess the lines of business (or

strategic business units) that a corporation may hold. As a result of their work,

the terms “star,” “cash cow,” and “dog” became parts of a common jargon for

defining the potential a line of business may have. Other business functions also

adopted this idea. Many marketing departments, for example, use portfolio

management to manage and assess marketing campaigns and products. Some

product development activities use it to manage and assess their portfolios of

product development projects.

In IT management, managing information technology resources as a set of

portfolios is an idea that has been emerging for 30 years. The idea originated 

in the 1970s, with the work of Warren McFarlan4 and others, who wrote exten-

sively about the idea, applying it to application development portfolios. More
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recently, the federal government has promoted the idea of portfolio manage-

ment as a senior management tool for prioritizing and managing application

development projects.5

IT PORTFOLIO MANAGEMENT IN PRIORITIZATION

In the mid-1980s, we applied portfolios and portfolio management ideas to IE

Prioritization.6 Essentially, Prioritization works on the individual items that

make up a portfolio: Which are the highest priority projects, and which should

we invest in?

One problem we faced was that application development really isn’t a sin-

gle thing, subject to a single set of rules. Some application development proj-

ects represent new strategic development, while other projects only enhance the

capabilities of existing applications. Still other projects exist simply for the main-

tenance and support of existing applications. Strategic and enhancement proj-

ects are typically mid-size to large projects. They usually result from planning

and should be connected to business strategy. Maintenance projects are typically

very small; they are usually not the result of planning but rather responses to

needs that pop up as an application matures, typically not in support of a busi-

ness strategy but rather in support of an application and the business process it

supports. In the context of Prioritization, these differences cause problems if we

attempt to apply the same rules and processes. See Exhibit 4.5.

IT Portfolio Management in Prioritization 51

15%30%

55%

Development

Enhancement

Maintenance

EXHIBIT 4.5 Early Portfolio Management in
Information Economics—Separate Pools
of Application Development

The practical problem for many companies is that the dollars spent on main-

tenance projects are much larger than the development projects costs and often

are not easily prioritized by business impact. Whereas development projects can

be prioritized effectively by looking at the strategic intentions of the company,

maintenance projects are oriented more toward keeping the doors open and the

lights on. Many were necessary simply to keep key applications up and running.

As a result, in Information Economics we developed the concept of “pools”

to give management an understanding of their investment patterns. Pools are
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defined according to the specific requirements of the company, but most typi-

cally have been development, enhancement, and maintenance. (What constitutes

maintenance compared to enhancement is one of those historical discussions

that may never be finally settled. Most companies use some kind of project size,

such as 30 days or less, for maintenance.) These pools, of course, were portfo-

lios, as shown in Exhibit 4.5.

To manage these portfolios, management first decides on the size of each

pool (e.g., in dollars or in development staff count), and then prioritizes proj-

ects within each pool. For each pool, or portfolio, the same Prioritization rules

(e.g., risk assessments, decision factors, and valuation techniques) are applied

to all members of the portfolio. Having multiple portfolios allows different rules

for each portfolio. Within a given portfolio, however, the same rules are applied. 

From this early development of portfolio ideas, Information Economics and

the NIE Prioritization practice have further evolved the application of portfo-

lios and portfolio management to address several difficult problems. For exam-

ple, companies with multiple lines of business (LOB), or strategic business units

(SBU), can have difficulty in prioritizing projects across LOBs or SBUs, partic-

ularly if project implementation occurs by separate IT units within those LOBs

or SBUs. Using separate portfolios for LOBs makes it possible to prioritize and

allocate resources separately. Similarly, companies can find it difficult to prior-

itize IT infrastructure projects together with strategic business projects. Again,

using separate portfolios for applications and infrastructure can make prioritiz-

ing possible. Similarly, mixing back-office applications with front-office strate-

gic applications can be troublesome in planning and in prioritization. Portfolio

management offers a way to prioritize these applications in two separate port-

folios.

In the next sections, we discuss how the solutions to these difficult problems

have evolved into a complete portfolio management approach to IT resources

and investments as implemented in NIE practices.

PORTFOLIOS IN NIE PRACTICES

Portfolios are the foundation for NIE practices. 

We stated in Chapter 1 that our goal is to translate the company’s business

strategies and goals into the right IT actions to produce the right bottom-line

impact. This is done by effective planning, appropriate resource decisions, and

workable budgets and operational plans. The tools of portfolio management,

implemented through the NIE practices, make this possible.

Development/enhancement and lights-on portfolios support NIE Planning,

Innovation, Prioritization, Alignment, and Performance Measurement practices

with consistent and complete information about IT resources. The information

includes specifics such as how many applications there are and where they are

being used, quality and service levels, and information about the business impact.

See Exhibit 4.6.
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Each NIE practice makes extensive use of portfolio information. For exam-

ple, the planning practice uses the assessments of quality and service, and the

bottom-line impact of the lights-on applications portfolio, to develop the IT

strategic plan. Portfolio management also, and perhaps equally as importantly,

connects the NIE practice outcomes to the annual planning and budgeting

processes of the company.

This is a core part of NIE. We believe that the outcomes of NIE practices

must affect the behavior of the IT organization and the company; this can only

be done if budgets and annual plans are directly affected. Portfolios and port-

folio management make this possible.7

Applying Portfolio Information in NIE Practices

By using portfolio information, applying NIE tools such as Prioritization, Align-
ment, and Performance Measurement, management can make effective invest-
ment decisions.

Portfolio information can be used to give management understanding of IT

investments and enable decisions about the investments. In this way, the NIE

practice for the use of portfolios most closely mimics the financial investment

origins of portfolio management.

Putting IT resources into portfolios permits management to analyze the 

line items within the portfolios using the portfolio management tools in Right

Decisions/Right Results. For example, by characterizing line items in the appli-

cation portfolio (in the lights-on budget) by quality and service levels, manage-

ment can determine the highest and lowest quality and service level applications.

This provides the input to management decision-making about renewing or

abandoning applications.

Portfolio information enables management to:

� Prioritize new investments.

� Understand the allocation of resources in both new investments and in

ongoing lights-on expenses.

� Set targets for resources in the lights-on budget, in terms of service and qual-

ity and in terms of cost and cost reduction.

� Evaluate the performance of portfolio elements.

� Cull the lights-on portfolios of low-quality or poorly performing or overly

costly elements.

� Establish strategy for the renewal of lights-on portfolio elements.

By doing these things with portfolios, managers avoid case-by-case assessments

by using the same rules for all elements. By using IT portfolios and NIE prac-

tices (as described in the next chapters), management can determine whether:
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� The IT resources applied are at the right level.

� Any applications, services, or infrastructure elements need renewal or elim-

ination.

� The set of investments in IT match the current needs of the business.

� The set of investments serve its long-term strategic intentions.

� The mix of investments in the portfolios are reasonably balanced with regard

to service and quality.

� Some IT resources are underperforming.

Portfolios and Resource Pools in the Complete IT Spend

We want to be clear in our vocabulary and usage of “portfolios” and “resource

pools.” (This vocabulary and usage is described in detail in the “Four IT Port-

folio Concepts” below.)

In the NIE context, a “portfolio” is a collection of similar items, grouped

together for reporting purposes. The portfolio is a convenient and powerful way

to categorize IT resources so that management can see an holistic picture of all

of the resources focused in a particular area of IT.

The complete IT spend consists of development/enhancement projects and

the ongoing lights-on expenses. We place the development/enhancement proj-

ects in one portfolio, and then may classify individual line items within the over-

all project portfolio for reporting purposes. These categories can use terms like

“strategic” and “business infrastructure.” These portfolios are subsets of the

overall development/enhancement project portfolio. 

We place the ongoing lights-on IT resources in four basic portfolios of appli-

cations, infrastructures, services, and management. Added together, these four

portfolios equal the total lights-on budget. We perform alignment, technical,

service-level, quality, and intensity-of-use assessments on each portfolio. As in

the project portfolio, we may also classify individual line items within those four

portfolios using terms like “strategic” or “business infrastructure.” (Website

Note 17 on this book’s website suggests a number of alternatives for these line-

item portfolio classifications.) These reporting portfolios are subsets of the over-

all four lights-on portfolios. 

When we talk about “resource pools,” we are referring to the set of IT

resources that are dedicated to supporting each of the portfolios. Whereas the

portfolio is a classification and reporting tool, the resource pool is the element

on which analysis is done. For example, how much of the application resource

pool is focused on the least valuable applications? How much money is being

spent on the applications resource pool? Can we move resources into higher-

value activities?
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In summary, the portfolio is a reporting tool for similar line items, while

the resource pool supports the portfolio line items.

FOUR IT PORTFOLIO CONCEPTS

Four concepts describe the application of portfolios to IT: (1) Portfolio manage-
ment applies to the entire set of IT resources; (2) IT resources are divided into
new investment and lights-on portfolios; (3) lights-on expenditures are classified
from an IT perspective, in portfolios related to technology management; and (4)
the New Investment portfolios are classified from a business perspective, similar
to financial investments.

◆ 

Concept 1: Portfolio Management applies to the entire set of IT resources.

100 percent of the IT resources, including operating and capital budgets, are
included in IT portfolios. IT Portfolio Management applies to all IT, not just
application development.

Most current industry practices limit the role of portfolio management to

the new application development and infrastructure development projects for

the company. This, however, is often a small percentage of the total resources

devoted to IT. While this is useful for new projects, it limits the power of port-

folio management to a small portion of the total IT spend.

For the five practices used for Right Decisions/Right Results, IT portfolios

represent all IT activities within the company. Portfolios for applications, infra-

structure, services (such as help-desk), and management provide the framework

for Planning, Innovation, Prioritization, Alignment, and Performance Measure-

ment.

There are, however, some practical problems to consider when using 

portfolio management for the entire IT spend. First, for companies with both

corporate IT and line-of-business IT, does portfolio management cover the

decentralized IT as well? Ideally, yes, but the practical problem of governance,

organizational relationships, and so forth complicate this. Second, what about

decentralized IT spend at the level of workstations, locally-developed applica-

tions, and so forth? Whereas portfolio management offers tools for insights into

the pattern of IT expenditures company-wide by capturing information from

decentralized as well as centralized IT activities, the culture and organizational

relationships may complicate this. Third, does outsourcing become a part of the

portfolios? The answer, ideally, is yes.

In all these cases, portfolio management can be a very powerful tool for

maintaining information about applications and infrastructures throughout the

enterprise, without respect to the varying organizational and governance issues.

Whether this is practical and/or possible is dependent on the specific company

circumstances.
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◆ 

Concept 2: IT resources are divided into new investment and lights-on expendi-
tures.

The new investment category is projects, including both capital and expense
budgets. The funds are to be invested in terms of projects or new hardware/
software acquisitions.

The lights-on expenditures category is the existing set of applications, infra-

structure, services, and management activities. From a budget perspective, these

can be thought of as the “Base” budget. 

This separation permits differing kinds of analysis. For the lights-on cate-

gory, for example, the analysis focuses on the service, quality, and connection

to business strategies. For the lights-on application portfolio, the analysis asks

about the current condition of the application (is it obsolete, does it continue

to support the current business strategies, is the company continuing to get value

from it?). Just like a financial investment portfolio, we’re interested in whether

each resource should be kept, disposed of, or renewed. See Exhibit 4.7.

For the new investment category, the analysis focuses on the connection 

to business strategies and the bottom-line impact of the investment. For exam-

ple, does the proposed new application directly support the business strategy?

Will the business return be sufficient to justify its investment? Like a prospec-

tive financial investment, we’re interested in how each proposed investment
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EXHIBIT 4.7 Total IT Resources Divided into Portfolios
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measures up compared to the alternatives to which the resources could be

devoted. We are asking: Is this the most valuable possible investment?

To summarize: for the new investment portfolios, the important concern is

prioritization and allocating resources to the respective portfolios; for the lights-

on portfolios, the important concern is the alignment of the resources to the

business, and the performance of those resources, in terms of service and qual-

ity, and technology obsolescence.8

◆ 

Concept 3: Lights-on expenditures are classified from an IT perspective, in port-
folios related to technology management.

All IT lights-on resources and expenditures are classified into (1) applications,
(2) infrastructure, (3) services, and (4) management portfolios (resource pools).

Applications are operated and supported for the use of business organiza-

tions; infrastructure is provided to support applications and services, and serv-
ices are extended to business organizations. All of these can be assessed as to

service, quality, technical quality, and so forth. Both ongoing lights-on expenses

and new investments in lights-on categories, such as application, enhancements

and infrastructure upgrades, are classified into the four portfolios’ categories.

By adopting a portfolio view of the management resources and services associ-

ated with IT, we clearly identify what is being managed in IT and, more impor-

tantly, what is being supplied to the business through IT. See Exhibit 4.8.

There can be practical problems in defining exactly what should appear 

in each portfolio. In services, this typically includes help desks, workstation

installation and repair, and consulting. In applications, the full set of developed

and acquired applications is included, although the dividing line between infra-

structure and applications can be blurred. (For example, e-mail may be included

in infrastructure, but functions delivered through e-mail or groupware, such as

time reporting, may be considered an application. In fact, it doesn’t matter too

much whether e-mail is classified as an application or as infrastructure. What

does matter is that e-mail is included in one of the portfolios and, therefore,

subjected to the analysis and management scrutiny that portfolio management

and NIE affords.) Infrastructure is the communications, platforms, and software

needed to support applications and services. Management is the set of activi-

ties—such as planning, budgeting, and HR—for the IT activities. 

We should not lose sight of the objectives. First, we want to account for 100

percent of the IT activity. Second, we want to group similar items into suitable

portfolios in order to permit management analysis of the line items and the port-

folio as a whole. Above all, we want the portfolios to be meaningful to manage-

ment. Overall, the purpose is to afford management a way to easily understand

and analyze the current expenditures and future investments in IT. Categorizing

them into applications, infrastructures, services, and management is a proven

way to accomplish this.
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◆ 

Concept 4: The New Investment portfolios are classified from a business per-
spective, similar to financial investments.

New investments are also classified into strategic, factory, mandated, and
future strategic portfolios.

Portfolios that classify resources and expenditures, and new investments,

into functional categories (applications, infrastructures, services, and manage-

ment), represent an IT management perspective. We also need to take a busi-

ness perspective in portfolio classification, particularly for new investments. See

Exhibit 4.9.

Our purpose here is to classify prospective IT investments in ways that are

meaningful to management, similarly to how financial investments are classified.

The objective is to increase management’s understanding about the nature of 

the investments but, more important, to enable management to “balance” the

investments it makes among the investment categories. Just as in financial invest-

ments, where the objective is to balance risk and returns (e.g., stocks versus

bonds, cash versus real estate, and so forth), here we want to balance not only
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EXHIBIT 4.8 Four Lights-On Portfolios
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the risk and return of the company’s investments in IT, but also what the com-

pany is capable of doing.

Two issues must be considered when balancing IT investments. The first is

the distinction between discretionary and nondiscretionary funds. Often, IT

investment is made necessary because of legal or ownership mandates, irre-

spective of the business value of the investment. Second, differing kinds of IT

investments have different kinds of risks and returns. For example, the risks

associated with existing applications that have ongoing support requirements

are different than the risks carried by a brand new technology or an enterprise-

wide process change. See Exhibit 4.10.

Twenty-five years ago, McFarlan9 proposed a way to view the IT activities

of a company. He proposed two basic considerations: the degree to which IT
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EXHIBIT 4.9 Separating New Application Investment into Four Portfolios 
for Balancing and Decision Making
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activities are currently important to the operations of the company, and the

degree to which the IT activities will be important to future competitiveness.

We adapt their classifications into those shown in Exhibit 4.11, which take into

account different risks/returns and the distinction between discretionary versus

nondiscretionary investments.
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EXHIBIT 4.11 Four Portfolio Category Descriptions for Development Portfolios

NIE
Portfolio
Categories

Description Typical Value/
Justification 

Typical 
Risks

Strategic Investments that directly impact the 
competitive performance of the 
company. This can be as simple as new 
revenue generation, or as complex as  
reengineering basic processes or 
maintaining barriers to competitive entry, 
and so forth. 

Revenue 

Market share 

Innovation 

Flexibility 

High

Factory Investments that keep the company 
running. These typically are thought of 
as “back office” investments. The
company depends on the underlying 
applications to “keep the lights on” as 
well as perform the company’s basic 
functions. 

Reduced costs 

Increased throughput 

Reduced time 

Individual productivity 

Low

Future
Strategic 

Investments that will impact the future 
performance of the company, typically 
new businesses, new products/services, 
and so forth.    

Same as Strategic High

Mandated Legally or board-mandated investments.  None, or same as 
Factory

Low

The desired outcome is to allow management to determine the relative per-

centage of resources to be put into each portfolio category, based on risk/return,

discretionary versus nondiscretionary, and the outcomes of Planning, Innova-

tion, Prioritization, Alignment, and Performance Measurement analysis.

Some companies, however, may be more comfortable with just two basic

classifications: Strategic (all those with competitive implications), and Oper-

ational (all those that keep the doors open in the company). Still others may

prefer a single portfolio classification and, consequently, perform all portfolio

analysis with all current resources or all investments. See Exhibit 4.12.

At the highest level, the management decision is on the balance of invest-

ment among classifications. One company may be comfortable with 50 percent

Strategic, 20 percent Factory, 20 percent New Strategic, and 10 percent Manda-

tory. Another company’s balance may be entirely Factory.
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Portfolio Management Integrates the NIE Practices

A common Portfolio Management template coordinates the information across
NIE practices and provides the linkage to other management processes such as
annual planning and budgeting.

Exhibit 4.13 shows the relationship of individual NIE practices and the port-

folio management template. Briefly, each NIE practice description found else-

where in this book, defines the information needed and the analysis that is done.

Alignment, for example, operates on the connection between applications and

the company’s strategic intentions. It also considers the technology assessment

for the application, whether obsolete, requiring renewal, and so forth. Similarly,

prioritization defines the connection between a project and the company’s

strategic intentions.

PRACTICAL PROBLEMS IN APPLYING 
PORTFOLIO MANAGEMENT

The most critical practical issues have to do with the definition of the contents

of the portfolios. For example, for applications this would seem simple: the
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EXHIBIT 4.12 Example Balance of IT Portfolios
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lights-on applications portfolio consists of all the applications. One key issue,

however, is the level of detail, or granularity. Most companies could, if the level

of detail were at a low level, have 500 applications. This is not workable or

meaningful. Similarly, for applications, should the portfolio contain applications

supported by others than the IT organization (e.g., by the individual business

units) or by individuals (e.g., local applications.) The problem, then, is to decide

what the appropriate level and coverage is for each portfolio.

Practical Problem in Lights-On: Choosing the Portfolios 
and Line Items

For most companies, the lights-on portfolios consist of four basic areas:

Applications The complete set of user applications maintained and operated

by the IT organization. The costs assigned to the portfolio

include the management and staff devoted to applications.

Infrastructure The hardware and software platforms that provide services 

to users. Includes all processors, peripherals, communications,

operating software, as well as facilities. The costs assigned to

Practical Problems in Applying Portfolio Management 63

EXHIBIT 4.13 Portfolios Used in NIE Practices
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the portfolio include the management and staff devoted to

infrastructure.

Services Services and support provided to users, such as help desks and

PC repair. This portfolio excludes services to support the IT

organization itself. These services can be available at the request

of a user, or be a regularly provided and scheduled service avail-

able to all users. The costs assigned to the portfolio include the

management and staff devoted to services.

Management The management and service activities that support the IT orga-

nization in its provision of services, infrastructure, and appli-

cations to users.

The key is to include 100 percent of the lights-on costs. All of the operat-

ing budget, excluding projects, should be accounted for in the portfolios. Exam-

ples of line items that might be included in portfolios are shown in Exhibit 4.14.

The data contents for the portfolios were described in previous sections of this

chapter, with the Portfolio Templates. 
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EXHIBIT 4.14 Examples of Line Items

Portfolio Category of Line Items Example of Line Items 

Centrally managed applications Payroll 

Business unit managed applications Sales information 

Applications 

Individual user managed applications Financial analysis 

Application Development Support Application development 

environment and tools 

Infrastructure-delivered service E-mail 

Data management Warehouse 

Networking Network facilities 

Infrastructure Management Management tools, information 

Infrastructure 

Platform Hardware and software 

Data administration 

Help Desk 

Break/Fix 

Trouble Ticket Management  

Network Monitoring 

Services Services provided to users (does not include 

services internally consumed within the IT 

organization) 

Training 

Budgeting/Finance 

Enterprise Architecture 

Planning 

Procurement 

Management Services or activities consumed within the IT 

organization 

Employee development 
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Practical Problem: Working with Portfolio Information 
to Make the Right Decisions

The five NIE practices apply the portfolio information. However, the practical

problem is what to do with the information. Although this is also tied up in

applying the NIE practices, the problem is common to all of them. The issue is:

Will having the information support management decisions, and will those man-

agement decisions “take hold” with respect to the use of IT in the enterprise?

Our purpose, again, is to control IT spending and improve IT’s bottom-line

impact. Practices such as Prioritization produce rank-ordered project portfolios;

practices such as alignment produce rank-ordered applications, infrastructures,

and services, including assessments of quality and service levels. But managers

may still ask “So what? What does all of this information mean to me?” 

This is a critical connection issue. Will the use of portfolio information, that

supports decisions, actually penetrate to budgets, and to IT management prac-

tices, and to IT user expectations? We pose this connection issue as the basis of

the Strategy-to-Bottom-Line Value Chain. Decisions enabled by portfolio infor-

mation in strategic planning, or in annual project planning, or in budgets, must
connect to the right actions, in order to effectively control IT spending and to

improve IT’s bottom-line impact. These actions include budget decisions, appli-

cation abandonment or renewal decisions, project selection or abandonment/

deferral, and the like. Making this happen is the key challenge, which will be

raised consistently in each of the subsequent chapters.

For example, consider the lights-on applications portfolio for a financial

services company. Through the Alignment Assessment practice (see Chapter 8),

the applications are assessed according to “dependency” (Are the applications

actually used?) and quality (Is the information the applications provides accu-

rate? Is the application available when needed? and so forth). Through the appli-

cation portfolio, personnel costs required for operations and support, and the

computer processing costs are assigned to each application. With this assess-

ment, a management team can consider investment strategies, as shown in Exhibit

4.15. (Details of the scoring are described in Chapter 8.)

As a result of the analysis, the portfolio can be portrayed as shown in

Exhibit 4.16, including the cost of the applications. Portfolio analysis identifies

the applications for which management action is possible. By identifying the

applications (in this example, in the “crisis” category $8 million is the annual

operating cost for support personnel and computer costs; six applications are

included in this category), management can take action to abandon or invest in

improvement. By doing so, the business processes that use the application will

benefit, and the impact on the bottom line will increase.10

But, and this is a large but, if management does not take action, then the

analysis of the lights-on application portfolio is useless. Getting management to

see the opportunities and take the required action is the key problem. (Some of

the issues involved in generating management action will be considered within the

specifics of the NIE practices, in Chapters 8, 9, and 10. Chapter 13, in describ-

ing IT Impact Management, offers methods for responding to the problems.) 
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Practical Problem: Maintenance of the Portfolio Information

Most companies spent considerable time and energy constructing application

and infrastructure portfolios as part of the Y2K effort. Often this was the first

time that company management saw the holistic listing of everything that IT

managed. The outcome was a successful transition to 2000. However, almost

all companies then put aside the portfolio information so arduously completed,

with the result that the portfolios are no longer accurate or useful.

Adopting portfolio and portfolio management as a component of the 

Strategy-to-Bottom-Line Value Chain, and as applied in the NIE practices, is a
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EXHIBIT 4.15 Sample Investment Strategy

Category Investment Strategy

Abandon:
Dependency is low

Applications should be abandoned.

Crisis:
Dependency is high (4,5) 
and Quality is 2 or less

Applications are candidates for investment to improve quality, 
especially with high dependence.

Noncritical, Stabilize:
Dependency is moderate (3)

Dependence is moderate. Spend as little money on 
maintenance and enhancement as possible.

Improve Only as Needed
Dependency is high (4,5)
and Quality is moderate (3)

Although dependence is high, quality is adequate. Spend 
money only in emergency or as resources are left over.

Excellent, Monitor
Both Dependency and

Quality are 4 or 5

Monitor applications for quality issues. Spend money to  
maintain quality levels, but new investment is likely not needed.

EXHIBIT 4.16 Investment Decisions within Portfolio

Total Cost of Applications ($000)  

by Dependency and Quality Scores

4,000

2,500

6,900

3,700

3,450

0

1,000

2,000
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8,000

Abandon Crisis Noncritical,

Stabilize

Improve Only as

Needed

Excellent,

Monitor

Dependency is low

Crisis:

Dependency is high 

(4, 5) and Quality

equals 2 or less

Noncritical, Stabilize:

Dependency is 

moderate (3)

Improve Only as 

Needed

Dependency is high 

(4, 5) and Quality is 

moderate (3)

Excellent, Monitor

Both Dependency

and Quality is

(4 or Greater) 

Abandon:
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Summing Up Portfolios and Portfolio Management in Information Technology 67

EXHIBIT 4.17 Portfolio Analysis for Decision Making

Total Cost of Applications ($000)

Breadth/Dependency Pairs

3,650

1,200

6,000

4,6008,550

2,000

1,300

1,500

0

1

2

3

4

5

0 1 2 3 4 5

Dependency

B
re

a
d

th

The use of portfolios is more than Prioritization.

The use of portfolios is much more. It is the foundation for managing IT in

the company. Including risk and uncertainty in project assessment and includ-

ing service and quality in base resource assessment permits management to

understand and take appropriate action about these portfolio elements.

commitment to continue portfolio maintenance. This is a management com-

mitment and a process development problem. For example, in many ways, the

“asset management” which companies undertake to control the proliferation of

hardware/software in the company is a form of infrastructure portfolio. Com-

panies rapidly learn how difficult it can be to maintain the information, given

the pace of acquisition of new hardware (e.g., PCs) and the retirement of old

hardware.

SUMMING UP PORTFOLIOS AND PORTFOLIO 
MANAGEMENT IN INFORMATION TECHNOLOGY

We made the point earlier that the use of portfolios integrates the five NIE

practices and applies to the entire IT spend rather than just the application

development portfolio. We also noted that current industry practice relegates

portfolio management to prioritization of the application development projects.

See Exhibit 4.17.
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Using IT Portfolio Management to Control IT Costs

A pervasive problem facing most companies is cost containment, particularly in

difficult economic times. By defining exactly how much resource is devoted to

each portfolio category and line item, and by providing information about serv-

ice and quality and strategic alignment, management can identify the least valu-

able (in business impact terms), and the least well performing, element of each

portfolio. This allows cost-containment actions based on bottom-line impact

and performance. Again, the key point is that portfolios represent 100 percent

of IT costs. 

The power of portfolios applied to the lights-on budget is that it enables

management review of 100 percent of the IT spend, rather than the “add-on”

entitlement mentality that pervades most organizations. As we’ve noted, manage-

ment has tended to spend most time on the project/development budget, which

is normally around 20 percent of the whole spend. By understanding where

costs are, and by applying NIE practice tools such as alignment to the port-

folios, management can assess the 80 percent, with the likely outcome of iden-

tifying poorly performing resources, and poorly performing or poorly aligned

activities, with a view to reallocating those resources to higher performing

opportunities or, even more valuably, to additional new projects.

For example, consider the application portfolio for a financial services com-

pany that is assessed (using the Alignment Assessment practice described in Chap-

ter 8). These applications have been assessed for the “breadth” of use (whether

the application is used by just a few individuals, or a business function or depart-

ment, or company-wide) and for dependency (how important is it to the func-

tioning of the individual or department or company). The size of the bubble is

application cost (annual support personnel and computer processing). In this

example, management should consider the cost of the applications that are not

used widely and are not depended upon. In this case, this is the applications rep-

resented by the lower left-hand bubble. The management question is: Why are

we spending money on this? Are there opportunities for cost reduction here?11

CHAPTER SUMMARY

Portfolios allow management to classify costs and resources into useful group-

ings for asking the important Affordability and Impact Questions. Portfolio

Management allows management to understand the full IT spend, make resource

investment tradeoff decisions, and improve the bottom-line impact of its IT

investment decisions.

Portfolio Outcomes in NIE Practices

Portfolios are applied in each of the five NIE practices. By doing so, a number

of outcomes can be expected:
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Overall
� Provide visibility to 100 percent of IT spend

� Establish a framework for planning through budgeting (supporting the

Strategy-to-Bottom-Line Value Chain)

Strategic Demand/Supply Planning and Innovation NIE Practice
� Link as-is and to-be resources to the company strategic intentions

� Establish the foundation for assessing the as-is portfolios and defining the

strategic to-be portfolios

� Establish a consistent vocabulary for IT and the business

� Describe where IT resources are applied and connect them to company

budget and planning processes

� Provide a framework for defining IT requirements, including renewal and

growth

� Establish connections to performance measurement

Prioritization NIE Practice
� Establish strategic-intention basis for resource allocation and prioritization

� Provide perspective for future investment requirements

� Provide basis for assessing project risk and benefits

Alignment NIE Practice
� Establish basis for service, quality, reliability, and risk assessments

� Establish multiyear information for alignment

� Address 100 percent of the IT spend and connect the IT spend to business

strategic intentions

Performance Measurement NIE Practice
� Provide a framework for performance measurement of 100 percent of the

IT spend

� Connect performance measurement to strategic planning

� Connect to the business performance affected by IT portfolios

UNDERSTAND COSTS AND RESOURCES:
MANAGEMENT AGENDA

The following is a self-examination for the critical success factors for Right Deci-

sions/Right Actions, in the use of portfolios. 

Understand Costs and Resources: Management Agenda 69
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If No, What Is
Yes or Our Plan for

Management Question No? Correcting This?

Do we manage our development and enhancement projects 
as a por tfolio of projects?

Do we analyze our lights-on expenditures from a por tfolio 
point of view?

Do we assess lights-on activities by strategic alignment?

Do we assess lights-on activities by quality or services 
levels?

Do we know how much we are spending for IT services? 
For IT management?

Do we have an investment strategy for our lights-on 
expenditures?

Do we have an investment strategy for existing applications?

If we are doing por tfolios now, are we able to maintain 
the information accurately?

70 UNDERSTAND COSTS AND RESOURCES

The balance of this book provides answers to the “What is our plan for cor-

recting this?” statements.

ADDITIONAL READING

The book’s website contains additional information:

Website Note 5: Modern Portfolio Management

Website Note 6: One Company’s View of Portfolio Management

Website Note 7: Constructing Portfolios

Website Note 17: Other Portfolio Classifications

The appendices also contain related information for Chapter 4:

Appendix C: The Development of Strategic Intentions, with Examples

NOTES

1. F. Warren McFarlan, “Portfolio Approach to Information Systems,” Harvard
Business Review, September–October 1981, pp. 142–150.

2. The template shown in Exhibit 4.1 is adapted from Parker and Benson, with

Trainor, Information Economics (Englewood Cliffs, NJ: Prentice-Hall, 1988),

p. 145.
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3. See Website Note 5, “Modern Portfolio Management,” for the history of port-

folio management.

4. See, for example, F. Warren McFarlan, “Portfolio Approach to Information Sys-

tems,” Harvard Business Review, September–October, 1981, pp. 142–150. 

5. “Information Technology Investment Management: An Overview of GAO’s

Assessment Framework” (GAO/AIMD-00-155, May 2000), http://www.gao.
gov/special.pubs/a10123.pdf.

6. See Parker and Benson, with Trainor, Information Economics: Linking Business
Performance to Information Technology ( Englewood Cliffs, NJ: Prentice-Hall,

1988).

7. See Website Note 6 for a perspective on the use of portfolios to manage IT.

8. See Website Note 7, “Constructing Portfolios,” about the issues in establishing

portfolio information. 

9. Warren McFarlan, “IT Changes the Way You Compete,” Harvard Business Re-
view, May–June, 1984, pp. 98–103.

10. The specific analysis shown here is tailored to the specific company. The exam-

ple is included to show the kind of analysis possible, not to limit or define the

only possible analysis.

11. The examples shown here are based on specific company situations. They are

included to illustrate the point made in the text, not to limit the kind of analy-

sis that can be done. Each company situation and, consequently, the applica-

tion of the NIE practice, is different and tailored to the specific needs of the

company.
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Focus on the Right Things

In Chapter 2, we introduced seven basic questions that management teams

should answer. Four questions are about the alignment of IT activities to what

is important to the company. Three

questions are about the affordability

of IT expenses to the company. The

questions:

Impact Questions

1. Are we investing IT resources in

the right places?

2. Do our business strategies drive our

IT actions and produce bottom-

line impact?

3. Are we getting bottom-line impact

from our lights-on resources?

4. Are we balancing our strategic and

tactical investments?

Affordability Questions

1. What can we afford to spend on

IT?

2. Can we reduce unnecessary IT costs?

3. Can we redeploy expenses to support needed projects?

We also introduced basic concepts of portfolio management (Chapter 4) and

shareholder value (Chapter 3) as foundations for answering the seven questions.

Our intent now is to introduce and formalize the detailed description of the

Strategy-to-Bottom-Line Value Chain and the five management practices that

enable the management team to answer the seven basic questions, and thereby

control IT spending and improve IT’s impact on the bottom line.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 5

➤

73
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We do so in four steps:

� Step 1: The goals and principles that best characterize what the Strategy-

to-Bottom-Line Value Chain and the five practices require (Chapter 5).

� Step 2: The Strategy-to-Bottom-Line Value Chain (Chapter 6).

� Step 3: The practical issues that must be solved (Chapter 7).

� Step 4: The five New Information Economics practices (Chapters 8–10).

We conclude with chapters on management culture and the Business Value

Maturity Model�, both intended to help management teams introduce the goals,

principles, and practices described here.

THE GOALS AND PRINCIPLES FOR 
RIGHT DECISIONS/RIGHT RESULTS

We recommend that management teams adopt five Right Decisions/Right Results

goals for taking business strategy and IT action to the bottom line. 

� Translate enterprise mission and strategy into actionable, commonly under-
stood strategic intentions.

� Get the right bottom-line results from all current and future IT spending by

evaluating the impact on strategic intentions.

� Manage the culture and define management roles regarding the use of IT to

achieve business strategic intentions.

� Manage IT as a set of resource and process portfolios.
� Produce the right actions and bottom-line results and use budgets, projects,

and performance measurement to achieve them.

Each goal is described with several basic principles. Together, the goals and

principles underscore the fundamentals and philosophies of Right Decisions/

Right Results. By focusing on these goals and their related principles, manage-

ment teams will control IT spending and improve IT’s bottom-line impact.

GOAL 1: ACTIONABLE, COMMONLY UNDERSTOOD 
STRATEGIC INTENTIONS1

Translate enterprise mission and strategy into actionable, commonly understood
strategic intentions. 

We introduced “strategic intentions” in Chapter 3, where we said,“Manage-

ment’s strategies and plans to improve strategic and operational effectiveness are

its strategic intentions.”2
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We believe company leaders need to translate their mission, goal, and strat-

egy statements into statements of strategic intentions: statements that tell every-

one in the organization how the company will make progress in its business. IT,

as well as other parts of the company, needs high-level direction on how an

enterprise intends to achieve its objectives, as well as clear direction on what
the objectives are. The litmus test is simple: If a manager in an enterprise looks

at the strategic intentions, the manager should be able to describe in specific

terms what will be done differently tomorrow to help achieve the objectives and

how the functional area can contribute to moving the enterprise forward.

Unfortunately, high-level statements of strategy and intention (if made or

documented at all) are open to interpretation and will invariably be understood

differently across the company. Any process that intends to translate strategy

into effective actions must ensure that there is common understanding, across

the organization and at all levels of management, of what the strategic inten-

tions really mean.3 The process must explicitly include methods to refine and

communicate strategic intentions such that a common understanding emerges

at all levels across the company. This is not just a static process but an ongoing

and dynamic process. Jack Welch makes the point that every chance he had, he

would preach the current GE strategy to any employee that would listen. Strate-

gic Intentions are not set in concrete; they change with the business, and their

relative importance one to another changes as markets and society change. But

they need to be known and acted on.4 As opposed to being merely the designers

of strategy, managers take on the role of establishing a sense of purpose within

the company.5

◆ 

The result: An actionable set of strategic intentions, commonly understood across
the enterprise, is the foundation for producing action and the improved bottom-
line impact from IT.

Principle 1.1: Actionable Strategic Intentions

Enterprise planning and management processes should produce explicit and action-
able strategic intentions that will lead to the business and IT initiatives that will
achieve them.

Managers find it difficult to know what to do to support a company’s strat-

egy when the leadership team does not provide effective strategic direction.

“Our strategy is to be the low-cost producer” is less helpful than “our strategy

is to drive cost out of our supply chain,” because (among other things) the first

statement gives no sense of how. Regardless of how the leadership team does its

planning and management, a good starting point is to establish strategic objec-

tives and strategic intentions. The result is a clear strategic direction for the rest

of the company and, in broad terms, how the company intends to get there. By
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extension, managers can then determine the role they may play in supporting

the strategy.

Some companies already have clear expressions of actionable strategic inten-

tions in place, which can be used without change throughout the planning and

management processes that lead to IT action. For other companies, strategic

intentions can be found in, and developed from, company mission, vision, high-

level strategies, and the operationalizing statements used in annual planning. In

these cases, the strategic intentions need to be clearly stated and then validated

against what the management team believes is important. For example, one way

is to compare the strategic intentions to the actual priorities of the management

team as expressed by how its members devote their own time and attention.

Companies that do not have clear strategic intentions need to develop and val-

idate them.

However, even with clearly stated strategic intentions, managers probably

will not pay attention to them when the management culture is otherwise. For

example, a culture that focuses exclusively on achieving operational or tactical

goals rather than strategic intentions probably prevents the company from

achieving its strategies, because managers will devote their full attention to those

tactical goals. Cultures that focus solely on financial performance especially

highlight this problem of culture leading to organization and planning discon-

nects. Companies that lack clear strategies, in addition to establishing them, face

the additional difficulty of dealing with the cultural impediments.

For example, if the business strategic plan states, “Our strategy is to achieve

world-class performance by attaining a strong competitive position in target mar-

kets,” it is quite difficult for the IT organization (or any business unit) to estab-

lish specific initiatives connected to the statement. The reason is that the strategy

does not say anything about how the company plans to attain that strong com-

petitive position. Is it based on lowest cost? Product capabilities? Customer serv-

ices? Customer relationships? Supply chain innovations? The point is that the

strategy statement offers no guidance as to the underlying actions or initiatives

to be taken. Consequently, it has little power to guide either business manage-

ment or IT management in the development of IT strategies or actions.

Now, consider a business strategy that states, “Our strategy is to attain a

strong competitive position by improving customer service by placing up-to-date

customer and product information in the hands of every account executive.”

This statement provides guidance to everyone as to exactly what the company

means and what needs to be done. Although many strategy statements are

somewhere in the middle of the two examples, our experience is that most com-

panies err on the side of generality, thus producing strategy statements that are

not actionable.6

Process and culture go hand in hand. A process that produces and applies

actionable strategic intentions runs up against culture but, at the same time, has

a role in changing that culture. Doing both process and culture change demands

clear management support and a consistent approach reflected in all related

management processes.
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The result of actionable strategic intentions is the clear expression of how

management intends to drive the business forward. This clear expression estab-

lishes the starting point for business unit planning and activities directed towards

the achievement of the intentions. Applied to IT, the clear expression of strategic

intention is used to establish business priorities, to prioritize initiatives and proj-

ects, allocate IT resources, assess the alignment of all IT activities and resources,

establish the bases of performance measurement, and provide the context for

innovation.

This sounds mechanical. “Just change culture and then implement processes,

based on our practices of planning, prioritization, and so forth.” Or alternatively,

“Just implement the processes, and this will change the culture.” But what about

details like politics, company history, industry practices, and so forth? It cannot

be mechanical. We have to deal with politics and existing practices in achieving

necessary changes.

Principle 1.2: Actions Tied to Strategy

All IT actions and spending should be driven by business strategic intentions.

Business and IT planning activities often occur separately, with disconnected

results that do not let managers connect their actions to the other side. In some

companies, strategic planning often is ineffective, producing strategy statements

that do not easily translate into actions that people can take. 

An organization needs integrated business and IT planning, and effective

planning that lets managers know what they should be doing tomorrow. In Chap-

ter 9, we explain and expand on two related concepts. The first is a framework

that can be used to clearly express business strategies, objectives, and initiatives

in ways that let everyone understand exactly what the business intends. The sec-

ond is a straightforward process that provides for integrated planning results

that combine consensus, clarity, and clear direction. An extra bonus is the ease

of connecting performance measurement and management to this framework.

A special challenge is infrastructure, both technical and business. We run

into this problem with administrative systems, with back-office systems, with

utility systems, and with run-the-business systems. Their connection to business

strategic intentions can seem to be less direct than systems that face the cus-

tomer. As we discuss in the next section and then in Chapter 8, this challenge

is addressed through appropriate statements of strategic intentions and through

portfolio presentations of alignment and prioritization.

Principle 1.3: Common Understanding and Commitment

Managers across all functional areas should have a common understanding of,
and commitment to, enterprise strategic intentions. Each organizational unit,
including IT, should understand how current and future activities in all func-
tional areas support the enterprise strategic intentions.

Goal 1: Actionable, Commonly Understood Strategic Intentions 77
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This principle focuses on a company’s ability to operationalize and com-

municate its actionable strategic intentions. It does no good to have strategic

intentions if no one knows what they are and what they mean. The key objec-

tive is establishing a common understanding across functional areas of the strate-

gic intentions and what needs to be done, or is being done, by other parts of

the business, to achieve them. This is a direct assault on the silos of a company,

which can be as simple as silos reflecting business vs. IT organizations, or as

complex as silos in multiple functional areas and business units.

Anything that prevents agreement on strategies across the silos of the com-

pany is a serious disconnect. We expect IT to be well connected to business strate-

gies and plans. We expect IT to connect its technical strategies and plans to the

business strategies and plans. But what, exactly, should IT connect to? The prob-

lem in many companies is there is little awareness of exactly what the company’s

strategies are. It is surprising how often we find that company leadership teams

do not agree on the details of the strategies they are pursuing. It is not that the

company has no mission or high-level strategy statement. It is that the individ-

ual members of the team do not have a common understanding of the strategies

they are using to reach the company mission and high-level strategies.

The cultural implications can be quite large. Many companies exhibit strong

functional organizations, with long-standing traditions of operational independ-

ence, particularly when it comes to management planning and internal strate-

gies. Yet the new reality of information technology is that it is increasingly cross-

functional and cross-organizational. Some things like e-mail and connectivity and

collaboration are obvious. Others are business process-based. Companies that

already have a strong commitment to process management have made inroads

against functional silos. But even in a process-focused company, the issue of

common understanding of strategic intentions and their implementation can be

difficult across functions and among geographies.

The management practices of planning, prioritization, alignment, innova-

tion, and performance management can be equally cross-functional. Doing them,
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Goal Title Statement of Goal Desired Outcomes

Actionable,
commonly
understood
strategic
intentions

Translate enterprise 
mission and strategy 
into actionable,
commonly
understood
strategic
intentions.

The business has a set of stated strategic goals
that clearly identify how the business will achieve its 
competitive and operational objectives.

Management has established explicit and actionable 
strategic intentions that describe the strategies/goals for 
the business and that lead to the business and IT 
initiatives that achieve them.

Business and IT managers have a common 
understanding of, and commitment to, enterprise strategic 
intentions. Each organizational unit, including
understands how current and future activities in all 
functional areas support the enterprise strategic 
intentions.

Outcomes from Goal 1
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as described in the prior section, may encounter cultural barriers, but doing

them may also help in re-directing the culture by engaging managers in new and

different roles with respect to IT.

GOAL 2: THE RIGHT BOTTOM-LINE RESULTS FROM IT

Get the right bottom-line results from all current and future IT activities by eval-
uating their impact on strategic intentions.

Strategic intentions tell us what management intends to do to improve

strategic and operational performance, in order to improve financial perform-

ance. Therefore, we assess the bottom-line impact of plans, initiatives, and cur-

rent resources based on their impact on those strategic intentions. This is

accomplished through formal and consistent practices that identify and assess

the cause-and-effect links between plans, initiatives, and resources, and the

enterprise strategic intentions. The goal is for all plans, initiatives, and resources

to be connected to achieving enterprise strategic intentions.

◆ 

The result: Enterprise IT investments and resources will directly support enter-
prise strategic intentions; the business bottom-line impact of IT will be improved.
The company gets the right results from IT.

Principle 2.1: Business-Focused Outcomes

IT’s business impact should be determined by cause-and-effect linkages with busi-
ness outcomes. Activities and resources should be planned, prioritized, executed,
and measured based on their connection and contribution to bottom-line out-
comes.

As stated earlier, our basic theme is that IT resources should be allocated to

activities that bring success to management’s strategic intentions. This is what

we mean by impact-based resource allocation. The success of management’s

strategic intentions is determined by actual business outcomes, such as bottom-

line performance in the case of for-profit companies or achieving mission goals

in the case of government and nonprofits.

The key is cause-and-effect. The test for connecting IT to business, for

determining contribution to business outcomes, is how well IT impacts those

outcomes. We understand that IT does not stand alone in this. Impact on oper-

ational or strategic effectiveness, and impact on management strategic inten-

tions, are ultimately achieved by the organizations, managers, and people that

apply IT in their areas of responsibilities. IT is an enabler, a partner, a compo-

nent of the activities leading to business outcomes. It is in this context that 

we search for IT’s cause-and-effect connection. How planning, prioritization,

Goal 2: The Right Bottom-Line Results from IT 79
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execution, and measurement is done, is based on determining how IT will enable

the specific activities that lead to improved business performance.

Principle 2.2: Impact-Based Resource Allocation

IT resources for both lights-on expenses and new investments should be allocated
and budgeted based on explicit connection to strategic intentions.

A manager’s job is to assure that scarce resources are directed to the most

important areas of the business. IT, like any business resource, is finite. In 

IT’s case, the finite characteristic could be based on the money available to

spend on IT, management time available to manage IT, or people available with

the necessary IT talents. Companies must allocate finite IT resources to their

most important problems and opportunities. IT is no different from any other

resource.

The way to determine “what is most important” can be tricky. Business

journal articles as early as the 1960s bemoaned the difficulty of effectively apply-

ing data processing to the right business problems.7 During that period, the rec-

ommended approach was careful cost-benefit analysis and financial business

cases, to be done for all proposed data processing projects. Doing ROI, or EVA,

or some other financial analysis has become one popular method for determin-

ing the most important projects. The greater the projected ROI, the more

important the project would be. This makes sense given that a company’s goal

is bottom-line performance.8

The issue that the original Information Economics books9 addressed was the

difficulty of applying ROI to strategic IT projects as well as to projects that pro-

duce so-called intangible benefits. Information Economics described six classes

of benefits, only one of which was economic impact such as ROI. The others

were strategic match, competitive advantage, management information, com-

petitive response, and strategic IT architecture. Information Economics pre-

sented a specific evaluation methodology using the six classes of benefits, and

used the term value rather than benefit to describe them. As will be established

in the following sections, a better interpretation is that the six value-based ben-

efits are part of operational effectiveness and strategic effectiveness, elements of

management and financial principles used in such disciplines as shareholder

value and balanced scorecard.

We operationalize these ideas by defining the concept of strategic intention
to represent management’s goals and strategies to improve the financial per-

formance of the business.10 Impact is defined as the contributions IT has made

towards achieving management’s strategic intentions. This includes strategic

intentions to reduce cost and increase revenue, and consequently ROI, of

course. But strategic intention also includes management’s intentions about the

other Information Economics benefits such as competitive advantage. Taken

together, costs, revenues, competitive advantage, and so forth, are reflected in

management’s strategic intentions to improve operational and strategic effec-

tiveness of the business, and thereby improve its overall financial performance.
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Our basic theme is that IT resources should be allocated to activities that

bring success to management’s strategic intentions. This is what we mean by

impact-based resource allocation. Whereas the original Information Economics
focused on new IT investments, Right Decisions/Right Results applies impact-

based resource allocation to the entire IT spend. Most companies spend only a

small fraction of their overall IT resources on new development. The bulk of a

company’s IT expenditures are in maintenance, operations, and supporting

existing applications and infrastructure.

Further, there is a tendency for managers to think of new IT projects in

strictly capital budgeting terms, focusing on spending new resources rather than

spending ongoing budget resources. For example, maintenance budgets typically

are larger than many new development projects, and often business units have

budgets for small projects as large as maintenance or development budgets.

Managers may not think of these budgets are part of the resource-allocation

opportunities, but they are certainly part of the company’s IT spend.

Impact-based resource allocation applies to the entire IT spend, and to the

annual budget process as well as capital or new resource processes. We expect

to improve the company’s overall performance by improving the allocation of

IT resources, for development as well as lights-on, in operating budgets as well

as capital budgeting. This puts the IT budget under significant business-based

scrutiny, which can affect the management culture as well.

Goal 3: The Right Management Culture and Management Roles 81

Title Statement of 
Goal

Desired Outcomes

Right
Bottom-Line 
Results from 
IT

Assess the 
impact, and get 
the right results, 
from all current 
and future IT 
activities by 
evaluating their 
impact on 
strategic
intentions.

IT resources, both lights-on and future investments, are 
evaluated according to their impact on the achieving the
businessís strategic intentions.

Resources, both lights-on expenses and new investments, 
are allocated and budgeted based on explicit connection 
to strategic intentions.

Activities and resources are planned, prioritized, and 
measured based on their cause-and-effect connection and 
contribution to business operational and strategic 
effectiveness.

Outcomes from Goal 2

GOAL 3: THE RIGHT MANAGEMENT CULTURE 
AND MANAGEMENT ROLES

Manage the culture and define management roles regarding the use of IT to achieve
business strategic intentions.

Business managers generally know what IT is doing for them in their func-

tional area because of their tactical, day-to-day dependence on IT in their opera-

tions, but are largely unaware of what IT accomplishes elsewhere in the enterprise.

To successfully link business strategy with IT action, business managers must
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participate in IT planning and decision making, based on enterprise strategic

intentions and with an enterprise point-of-view. Their role and responsibility in

IT planning and decision making requires understanding the full range of IT

possibilities across the enterprise, the possible IT demands from the business,

and the organizational requirements for successful implementation.

The Right Decisions/Right Results framework and NIE practices define

business management roles in planning initiatives, investments, and the decision-

making associated with them. For IT investments especially, it is business man-

agers, not IT, who are most suited to making connections to enterprise strategic

intentions. We expect business managers who are responsible for enterprise

investments to understand the full range of IT resources, activities, and invest-

ments under consideration, and their business impact. This is one example of the

management culture implications of Right Decisions/Right Results. It can change

the roles that managers play and alter the perspective managers have of IT.11

◆ 

The result: Business managers will understand the full range of IT activities and
the overall impact of IT on enterprise performance; this understanding influences
the management culture and management’s roles with regard to IT.

Principle 3.1: Role-Based Culture Management

Managers’ roles are clearly defined to assure proper participation and avoid dis-
connects created by an organization’s existing culture.

Getting from business strategy to IT action requires a disciplined, formal

approach to business and IT planning. This discipline requires a culture that

accepts the role of IT in the business and requires an enterprise-wide view on

the part of each manager. New Information Economics practices deal with the

cultural requirements of business strategy to IT action by clearly defining the

role of business and IT managers in each of the practices. Both business and IT

management needs to have a common understanding of the strategic intentions

of the company, and each has specific roles in creating the plans for driving IT

actions. IT managers for their part are measured in business terms and are

responsible for producing, with business partners, business results from IT activ-

ities. By clearly defining all of these roles and responsibilities, the cultural obsta-

cles to effective IT actions can be overcome, and in fact over time a culture that

accepts an enterprise-wide view of IT contributions emerges throughout the

company.

An emphasis of this book is on management role development, with man-

agement practice development as a means to that end. This approach addresses

the practical problems associated with executive participation and support. In

the final analysis, it is the people and culture that will dictate success. In this

way, we will help managers understand how to improve IT’s contribution to
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company performance. This understanding focuses on the roles each leadership

group needs to play. For example, the CEO understands the role of his senior

leadership team. The senior leadership team members can see their role in estab-

lishing strategic direction and priorities. The IT leadership team members can

see their specific leadership role and their role in setting the stage for the CEO

and senior leadership team’s involvement.

Goal 4: Portfolios and Portfolio Management 83

Title Statement of Goal Desired Outcomes

Culture and 
Management
Roles

Manage the 
culture and 
management
roles regarding the 
use of IT to achieve 
business strategic 
intentions.

Business and IT managers have a common, consensus 
view as to the role of IT to achieve the business strategic 
intentions.

Business and IT managers have a common 
understanding of and commitment to enterprise strategic 
intentions.

Managers’ roles are clearly defined to assure proper 
participation and avoid disconnects created by an 
organization’s existing culture.

Outcomes from Goal 3

GOAL 4: PORTFOLIOS AND PORTFOLIO MANAGEMENT

Manage IT as a set of resource and process portfolios.

It is not just investments in new IT capabilities that are important to improv-

ing a company’s strategic and operational performance. Most of a company’s

IT expenditures are for the more mundane maintenance, operations, and infra-

structure activities. To be effective at improving operational and strategic effec-

tiveness, a company needs to manage the impact of all of its IT investments, not

just new development. Portfolio Management is the foundation for increased IT

impact through improved operational and strategic effectiveness.

The NIE practices of Planning, Innovation, Prioritization, Alignment, and

Performance Measurement focus on all resources devoted to IT, including devel-

opment, maintenance, operations, and management. By looking at IT as a set

of portfolios, all of the resources can be managed for bottom-line impact.12 The

key is to look at all the resources in a consistent manner, linking them to busi-

ness outcomes, and including cost, service level and quality, and technical obso-

lescence in the assessments.

◆ 

The result: The entire IT spend, the complete set of IT activities and resources,
is considered in assessing business bottom-line impact, service and quality, and
performance.
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Principle 4.1: Impact and Portfolio-Based Resource Management

All IT activities and spending should be organized into resource and process port-
folios for purposes of impact assessment, performance management, quality and
service level assessment, and resource commitment.

Getting a handle on IT for the purpose of impact-based resource allocation

is difficult because of its dispersion throughout the enterprise, a complex mix-

ture of people, space, hardware, and software, and management practices in

managing support, operations, and infrastructure. Development projects, of

course, are not difficult. It is the rest of the IT spend that is hard.

Our goal is to examine 100 percent of the IT spend, wherever it occurs in

the organization. Our objective is to improve the impact all expenditures have

on achieving the company’s strategic intentions, and consequently its financial

performance.

Our approach is to apply portfolio management. Information Economics
examined all IT development projects and ranked them according to their

impact. This required looking at all projects together in a consistent fashion,

determining the highest impact projects and allocating resources to them. This

is a simple form of portfolio management. The key idea is that the entire port-

folio is being managed as an entity rather than as a collection of individual proj-

ect approval decisions.

With Right Decisions/Right Results, we apply portfolio management to the

entire IT spend. This allows impact assessments of each resource portfolio and

also provides the context for a larger set of management questions, such as serv-

ice level and quality assessment, technology obsolescence, and other perform-

ance measurements. The result is a comprehensive IT management discipline

that enables management to achieve the basic goal of maximizing the impact IT

resources have on the strategies and performance of the company.
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Title Statement of Goal Desired Outcomes

Resource
and
Process
Portfolios

Manage IT as a set 
of resource and 
process portfolios.

IT activities are organized into resource and process
portfolios for purposes of impact assessment, 
performance management, quality and service level 
assessment, and resource commitment.

Resources—both ongoing expenses and new 

investments—are allocated and budgeted based on 
explicit connection to strategic intentions.

Outcomes from Goal 4

GOAL 5: ACTIONS AND RESULTS

Produce the right actions and bottom-line results and use budgets, project eval-
uations, and performance measurement to achieve them. 

The consequences of portfolio management must be explicitly connected to

budgets, which results in channeling resources to the activities that most support
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strategic intentions This is also done by tracking the performance of IT projects

against strategies and, in particular, by tracking the performance of managers in

terms of the budgets, portfolios, and projects they manage. This, ultimately, is

how change is produced in the practices and cultures of an organization.

◆ 

The result: All IT resources are actively deployed on projects and in support of
activities that directly support business strategies. IT produces actions and the
right results.

Principle 5.1: Responsive to Change

Planning, prioritizing, and measuring should combine the support of “strategy to
action” with the ability to react to unexpected events and business change.

Neither business nor IT environments remain static, especially in the time-

line of one- to five-year strategic planning processes and resulting plans. New

Information Economics processes drive the organization to actions that are

directly related to the organization’s strategic intentions. We must understand

that those actions may become less relevant as the business environment changes

and the company adjusts its strategic intentions to account for new opportuni-

ties or problems. The tools we use should help the organization respond quickly

to these strategic changes and allow management to understand the downstream

impact of the changes and adjust IT actions accordingly.

Summary of Right Decisions/Right Results —Goals and Principles 85

Title Statement of Goal Desired Outcomes

Actions and 
Results

Produce the right 
actions and 
bottom-line results 
and use budgets, 
project evaluations, 
and performance 
measurement to 
achieve them.

Management applies budgets, project evaluations, and 
performance measurement to determine the success 
and contribution of IT to business success.

Activities and resources are planned, prioritized, and 
measured based on their cause-and-effect connection 
and contribution to business operational and strategic 
effectiveness.

Planning, prioritizing, and measuring combine “strategy
to action” with the ability to react to unexpected events 
and business change.

Outcomes from Goal 5

SUMMARY OF RIGHT DECISIONS/RIGHT RESULTS —
GOALS AND PRINCIPLES

The table below summarizes the Goals and Principles for Right Decisions/Right

Results and the five NIE practices.
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Goals Principles

Translate enterprise mission 
and strategy into actionable, 
commonly understood 
strategic intentions.

Enterprise planning and management processes should produce 
explicit and actionable strategic intentions that will lead to the 
business and IT initiatives that will achieve them.

All IT actions and spending should be driven by business strategic 
intentions.

Managers across all functional areas should have a common 
understanding of, and commitment to, enterprise strategic intentions.
Each organizational unit, including IT, should understand how current 
and future activities in all functional areas support the enterprise 
strategic intentions.

Get the right bottom-line 
results from all current and 
future IT activities by 
evaluating the impact on 
strategic intentions.

IT’s business impact should be determined by cause-and-effect 
linkages with business outcomes. Activities and resources should be 
planned, prioritized, executed, and measured based on their 
connection and contribution to business outcomes.

Resources for both ongoing expenses and new investments should 
be allocated and budgeted based on explicit connection to strategic 
intentions.

Manage the culture and 
management roles regarding 
the use of IT to achieve 
business strategic intentions. 

Managers’ roles are clearly defined to assure proper participation and 
avoid disconnects created by an organization’s existing culture.

Manage IT as a set of 
resource and process 
portfolios.

All IT activities and spending should be organized into resource and 
process portfolios for purposes of impact assessment, performance 
management, quality and service level assessment, and resource 
commitment.

Produce the right actions 
and bottom-line results and 
use budgets, project 
evaluations, and 
performance measurement 
to achieve them.

Planning, prioritizing, and measuring should combine support of 
“strategy to action” with the ability to react to unexpected events and 
business change.

GOALS AND PRINCIPLES APPLIED TO THE STRATEGY-
TO-BOTTOM-LINE VALUE CHAIN AND NIE PRACTICES

The solution being presented here is more than just prioritizing activities by

applying Right Decisions/Right Results frameworks, New Information Eco-

nomics practices, and choosing the most valuable. It is a complete, full-process,

full life-cycle view of the relationship between business units and IT, based on

the principle that all of an enterprise’s activities must be consistent with, and

support, enterprise strategic intentions. This requires a consistent, integrated

approach to planning, prioritizing, allocating resources, and managing per-

formance of business and IT activities across the enterprise. See Exhibit 5.1.

We began by stating the five goals we seek: actionable strategic intentions,

business evaluation of IT’s impact on these intentions, an appropriate manage-

ment culture, portfolios to manage IT resources, and action leading to business

results. These goals, and desired outcomes, lead to the one important result: that

the company gets the most business impact from their IT investments compa-

nies by managing and deploying their scarce IT resources most effectively.
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Summing Up: The Eight NIE Principles

Although processes are important, they are not the complete solution to the

problems that we have described. We will later present the details of five practice

areas to achieve our objective of maximum IT impact on company performance.

Goals and Principles Applied to the Strategy-to-Bottom-Line Value Chain and NIE Principles 87

Right Decisions/ 
Right Results 

Goals

New Information Economics 

Practice Principles

1. Actionable Strategic Intentions

2. Actions Tied to Strategy

Actionable,
Commonly
Understood Strategic 
Intentions 3. Common Understanding of, and 

Commitment to, Strategic 
Intentions

4. Business-Focused OutcomesThe Right Bottom-line
Results from IT 5. Impact-Based Resource 

Allocation

Culture and 
Management Roles 

6. Role-Based Culture 
Management

Portfolios and 
Portfolio Management

7. Impact/Portfolio-Based
Resource Management

Actions and Results 8. Responsive to Change

EXHIBIT 5.1 Tying Goals to Practice Principles

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Business

Strategies

IT

Actions Line

Results

Bottom-

Eight NIE Principles

1-1.  Actionable Strategic Intentions

1-2.  Actions Tied to Strategy

1-3.  Common Understanding and

Commitment

2-1.  Impact-Based Resource

Allocation

2-2.  Impact/Portfolio-Based

Resource Management

3-1.  The Right Action and Results

4-1.  Role-Based Culture

Management

5-1.  Responsive to Change

EXHIBIT 5.2 NIE Principles as Critical Success Factors
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If No, What Is
Yes or Our Plan for

Management Question No? Correcting This?

Do enterprise planning and management processes 
produce explicit and actionable strategic intentions?

Are all IT actions and spending driven by business 
strategic intentions?

Are IT activities and resources planned, prioritized, 
executed, and measured based on their connection and 
contribution to business outcomes?

Are resources — both ongoing expenses and new 
investments — allocated and budgeted based on explicit 
connection to strategic intentions?

Are managers’ roles clearly defined to assure proper 
par ticipation and avoid disconnects created by an 
organization’s existing culture?

Are all IT activities and spending organized into resource 
and process por tfolios for purposes of impact assessment, 
performance management, quality and service level 
assessment, and resource commitment?

Do planning, prioritizing, and measuring combine suppor t 
of “strategy to action” with the ability to react to 
unexpected events and business change?

However, the management culture issues are equally important, not only as

impediments but also as outcomes from applying the processes. We will devote

considerable time to addressing the culture issues and the disconnects, as we

present our five practice areas.

FOCUS ON THE RIGHT THINGS: MANAGEMENT AGENDA

88 FOCUS ON THE RIGHT THINGS

ADDITIONAL READINGS

Additional information relating to Chapter 5 can be found in Appendix C, “The

Development of Strategic Intentions, with Examples.”

NOTES

1. We developed the idea of “management factors” in the original Information
Economics work in 1987, and these evolved into strategic intentions. Our use
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of strategic intention is parallel to the concept of strategic intent, described in

Gary Hamel and C.K. Prahaled, “Strategic Intent,” Harvard Business Review,
May–June 1989, pp. 67–83. 

2. See Chapter 3.

3. See Chapter 3 for other examples of strategic intentions. See also Appendix C,

“The Development of Strategic Intentions, with Examples,” for examples of

strategic intentions from business and government.

4. Tichy Noel and Stratford Sherman, Control Your Destiny or Someone Else Will
(Doubleday, 1993).

5. Sumantra Ghoshal, Christopher A. Bartlett, and Peter Moran, “A New Mani-

festo for Management,” Sloan Management Review, Spring 1999, pp. 9–20.

6. See Appendix C, “The Development of Strategic Intentions, with Examples,”

for examples of strategic intentions from business and government.

7. See, for example, R. Swift, M. Mack, and J.M. Descarpentries, Unlocking the
Computer’s Profit Potential (New York: McKinsey, 1968). See also John Dear-

den, “MIS Is a Mirage,” Harvard Business Review, January–February 1972, pp.

90–99.

8. How to do ROI other than on the basis of expense reduction for projects in

nonprofit and government organizations remains problematic.

9. See Parker and Benson, with Trainor, Information Economics (Englewood Cliffs,

NJ: Prentice-Hall, 1988) and, by the same authors, Information Strategy and
Economics (Englewood Cliffs, NJ: Prentice-Hall, 1989).

10. The ideas and methodologies apply equally to nonprofit and government orga-

nizations.

11. See, for example, David A. Garvin, and Michael A. Roberto, “What You Don’t

Know about Making Decisions,” Harvard Business Review, September 2001, pp.

108–116.

12. IT expenditures might be enterprise-wide, covering multiple IT organizations and

business units. Hence, portfolio management could open important enterprise-

wide coordination and management issues. In practical terms, however, the 

primary application of portfolio management begins within individual IT orga-

nizations and then is extended enterprise-wide.
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Adopt Effective Process 
to Produce Action

This book is about controlling the IT spend and maximizing IT’s bottom-line 

impact. The goal is to move companies past their disconnected and in-

effective management processes and

into an area where IT can consistently

make significant contributions to the

business.

We make three basic points here.

First, a company should formally

adopt a connected set of management

processes to produce the 12 elements

of the Strategy-to-Bottom-Line Value

Chain as displayed in Exhibit 6.3.

Second, we recommend that man-

agement employ five New Informa-

tion Economics (NIE) practices to 

be embedded in this connected set 

of management processes. These five

practices will strengthen the deliver-

ables and, significantly, strengthen the

connections between them. Third, we

encourage the management team to

focus on producing action through the

Value Chain and the NIE practices.

We emphasize our third recom-

mendation because merely having good answers to the questions about IT’s

alignment and affordability, and using good management practices to get the

answers, is no longer sufficient for most companies.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process 
to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 6

➤
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Actions, and the resulting bottom-line impacts, are what matter.
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Action is vital due to the importance of IT to the company’s basic business

strategies. As one commentator put it: “The vast array of web applications for

supply chain integration, customer relationship management, sales force

automation, work group collaboration and the sale of everything from equities

to automobiles should make it perfectly clear that information technology has

evolved beyond the role of mere infrastructure in support of business strategy.

In more and more industries today, IT is the business strategy.”1 Without action,

however, the strategy—and IT—become meaningless.

Too many times, we have seen managers make decisions without the nec-

essary follow-up to ensure actions take place. Even with the best of project pri-

oritization, there is no guarantee that any of the projects will actually get done

successfully or actually affect the bottom line. Decisions are not enough; suc-

cessful action is required. Getting bottom-line results requires action by senior

managers to implement their decisions, and action by IT and business managers

to follow through on the projects and operational decisions.

In this chapter, we describe the Strategy-to-Bottom-Line Value Chain with

its five NIE practices. Applying the Value Chain enables a company to move

from its business strategies to the IT actions that produce the appropriate

business bottom-line results. We previously introduced some of the practical

problems in doing this, such as existing management culture, disconnects in

management practices, and the legacy of IT applications and infrastructures. We

will describe the details of the practices in Chapters 8 through 10, and how they

fit into the existing management practices a company currently employs, such

as capital and operational budgeting, strategic planning, and management com-

pensation.

The five NIE practices have evolved and developed in the two decades since

the original Information Economics book. The core concept, however, has

remained as powerful as when we started in 1985: that IT has to fundamentally

improve how the business2 performs; to do this, business management must be

directly involved in IT decision making. The NIE goals further elaborate this

core concept, defining exactly what the business goals are, assessing and prior-

itizing alternatives, and implementing the right ones and measuring the results.

The five practices implement the ways and means to achieve the goals.

THE STRATEGY-TO-BOTTOM-LINE VALUE CHAIN

We define the Strategy-to-Bottom-Line Value Chain as a series of connected

management processes that culminate in project and operational budgets and the

performance metrics to monitor action and bottom-line impact.

Exhibit 6.1 portrays at a high level the elements of planning and managing

processes needed to produce the right decisions and right results for the bottom

line.

� Effective Planning—Generates IT strategies, programs, and initiatives driven

by business strategies, goals, and operational needs.
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� Appropriate Resource Decisions—Reviews investments and prioritizes stra-

tegic programs and initiatives and projects, resulting in resources allocated

to IT projects.

� Workable Budgets, Projects, and Operational Plans—Operationalizes and

establishes the operating budget for the year and determines the schedules

and goals of IT actions and projects, resulting in IT Actions that will pro-

duce the desired business results.

The Value Chain is made up of:

1. An integrated framework for the entire chain that is based on shared and

consistent management roles, responsibilities, and information. The frame-

work uses tools such as the IT portfolios described in the previous chapter

as a kind of connective tissue.

2. A set of interconnected and interrelated practices that can take advantage

of the overall framework and bring it to life. This requires that these prac-

tices be well-defined with consistent roles and processes.

3. A defined set of deliverables (as shown in Exhibit 6.3) that is internally con-

sistent, carrying through from business strategic intentions to the IT proj-

ects and budgets that produce action.

This generic process model incorporates NIE practices and supporting prac-

tices such as portfolio management to provide a more integrated and effective

strategy-to-bottom-line connection, as shown in Exhibit 6.2. These practices

close the gaps within the strategy-to-results.

The practices, when integrated with existing company management processes

such as budgeting and annual planning, will give the company a sound set of

management processes that satisfy the goal of translating business strategy into

IT actions that produce the right business results. The practices used in a con-

nected set of management processes will enable management to control IT

spending and improve IT’s impact on the bottom line.

Unfortunately, many companies lack the integrated and connected plan-

ning processes that can produce IT plans or budgets that consistently support

business strategies. Our experience has shown that companies, no matter how
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Effective Planning Processes

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Business

Strategies

IT

Actions

Bottom-

Line

Results

Performance Measurement Metrics

EXHIBIT 6.1 Strategy-to-Bottom-Line Value Chain
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sophisticated or formal their planning processes, usually fall short of getting IT

to contribute all that it can to achieving the strategic intentions. This chapter

will offer specific ideas, techniques, and tools that will address that problem.

At a minimum, a company should have management processes that result

in a strategic plan, IT projects, and an operating plan covering the business and

IT. Many companies have processes that also produce the other deliverables as

shown in Exhibit 6.3.

For companies with robust planning processes, the NIE practices are tools

that can be plugged into the existing planning and management processes, and

modified to meet the specific needs and circumstances of the company. Used in

this way, the practices can serve to strengthen existing management and plan-

ning processes, and help the company improve IT’s impact. (We do not propose

that companies replace functioning planning processes with these practices.

However, we do suggest that these five practices will provide new and useful

data and insights that can be fed into existing processes, greatly improving their

results.)

The Deliverables in the Strategy-to-Bottom-Line Value Chain

Twelve deliverables make up the Value Chain. They provide the information

context within which each NIE practice operates and establish the basis for the

process and information connections that lead from business strategy to the bot-

tom-line outcomes. 

Exhibit 6.3 should be looked at as a template defining the 12 deliverables.

A company with well-established management processes may find they obtain

the same information in different formats. However, the key points are:
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Business

Strategies

IT

Actions

Bottom-

Line

Results

Effective Planning Processes

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

1. Strategic Demand/Supply Planning

2. Innovation

3. Prioritization

5. Performance Measurement

4. Alignment

EXHIBIT 6.2 NIE Practices in the Strategy-to-Bottom-Line Value Chain

c06.txt (91-110)  1/7/04  5:06 PM  Page 94



� The connection from the information on one deliverable to the creation of

the next deliverable in the Value Chain. 

� The connection of information from business sources (strategic inten-

tions, business plans) to IT sources (portfolios and, within those portfolios,

information from enterprise architecture and related technical planning

processes).

� The connection to the budgeting business processes (and related processes

of performance measurement).

For example, the information on business strategic intentions drives the cre-

ation of the strategic IT agenda, which drives strategic IT requirements, which are

then turned into projects, and so forth. It is the connections that are important.

The 12 deliverables are listed in Exhibit 6.4 and defined as follows. 

1. Business Strategic Intentions. We defined these in Chapter 3. Examples are

found in the Prioritization and Alignment practice descriptions in Chap-

ter 8. As a deliverable, a chart formatted as shown in Chapter 3 defines

the company’s strategic intentions and, for each, goals, metrics, and weights.

These are used in all five NIE practices. The content is company mission

plus strategic intentions.

2. Assessed Portfolios. Chapter 4 introduced Portfolio Management. The

portfolios of applications, infrastructures, services, and management areas
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic Business

Plan)

Strategic IT Planning

Projects

Annual IT Planning

Action
Strategic IT

Requirements

Strategic IT

Agenda

Strategic IT Plan

IT Plan
(Annual)

Business Plan
(Annual)

Project Plan
(Annual)

Projects Budget

Lights-On

Budget

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Deliverables

in the

Strategy-to-

Bottom-Line

Value Chain

Business

Strategies

IT

Actions Line

Results

Bottom-

1

2

3

4

5
6

7

9

8

12

11

10

Performance Measurement Metrics

The IT Enterprise:  Four “Lights-On” Asset Pools

The Business Enterprise: Lines of Business, Departments

EXHIBIT 6.3 Value Chain Deliverables
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are assessed for alignment, service, quality, technical, and intensity of use.

These assessments are described in Chapter 8. The assessed portfolios are

used in planning and in the development of strategic IT requirements

through projects. The content is as-is alignment, service, quality, technol-

ogy, and intensity of use for each line item in the portfolios.

3. Strategic IT Agenda. The agenda is an outcome of strategic IT planning.

It defines what the business expects to do with IT to meet its strategic

intentions. A further description and example is found in Chapter 9. The

strategic IT agenda is used to drive strategic IT requirements and projects,

as well as establish the obligations business management has to produce

the expected bottom-line impact from IT spending. The content is busi-

ness management’s strategic intentions for the use of IT, strategic objec-

tives for the use of IT, and the strategic initiatives with IT to achieve the

company’s business strategic intentions.

4. Strategic IT Plan. This plan is the outcome of strategic IT planning; it

defines what the IT organization must do to meet the demands of the

strategic IT agenda. It is used as the strategic framework for the IT lights-

on budget and the technology-related projects needed to support the busi-

ness projects. The content is the IT organization’s strategic intentions to

deliver IT to meet the business requirements defined above.

5. Strategic IT Requirements. This is a prioritized statement of programs and

initiatives that, over the life of the strategic plan, will satisfy the require-

ments of the strategic IT agenda and the business strategic intentions. It is

the portfolio of potential strategic initiatives, on a 3 to 5 year horizon, to

meet the business requirements defined above, prioritized according to

business strategic intentions.
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Strategy-to-Bottom-Line Value Chain

Deliverable Name Deliverable Description

1 Business Strategic Intentions Mission plus weighted Strategic Intentions

2 Assessed Portfolios As-is alignment, service, quality, technology, use

3 Strategic IT Agenda for Use of IT Strategic Intentions to Strategic Initiatives

4 Strategic IT Plan Strategic Intentions to Strategic Initiatives

5 IT Strategic Requirements Initiatives—3 to 5 years horizon—portfolio format

S
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6 Projects Real, doable projects

7 Annual Project Plan One year annual horizon—with portfolio format

8 Annual Business Plan Documentation according to company practices

9 Annual IT Plan Documentation according to company practices

10 Annual and Capital Projects Budgets Documentation according to company practices

11 Annual Lights-On Budget Documentation according to company practices

A
n
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a
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a
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12 Performance Measurement Metrics Documentation according to company practices

EXHIBIT 6.4 Descriptions of the 12 Deliverables
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6. Projects. Specific projects are defined in response to the programs and ini-

tiatives defined in strategic IT requirements. These are candidates for pri-

oritization and inclusion in an annual project plan or budget. The content

is real, do-able projects. (Not an NIE deliverable.)

7. Annual Project Plan. This is the annual set of projects expected to be

undertaken during the current fiscal year. Of course, an “annual” per-

spective of projects is not timely or responsive enough for most businesses,

so this deliverable is usually revisited quarterly or even more frequently

for particularly dynamic businesses. The content is a portfolio of sched-

uled projects, with resources assigned, prioritized according to business

strategic intentions.

8. Annual Business Plan. This is the set of annual3 tactical and operational

plans for the business units. It is the basis for establishing the annual proj-

ect plan (see point 8 below) and defines what the business units will

require tactically from IT. (Not an NIE deliverable.)

9. IT Plan. This is the set of annual tactical and operational plans for the IT

organization. It is the basis for establishing the Lights-On budget for sup-

port of the business units. The content is documented according to com-

pany practices. (Not an NIE deliverable.)

10. Projects Budget. The budget is the aggregate investment budget for proj-

ects for the year. It is based on the “affordability” for the business units.

Of course, this budget may be affected by business events during the year,

and so is normally revisited quarterly or even more often depending on

business dynamics. The content is documented according to company

practices.

11. Lights-On Budget. This is the base budget for ongoing activities of the IT

organization. It provides for all services and support not specifically pro-

vided in the Projects Budget. Taken together with the Projects Budget, 100

percent of the IT spend is defined. The content is documented according

to company practices.

12. Performance Measurement Metrics. This is the set of metrics for IT and for

the use of IT in the business. The content is documented according to

company practices.

We recognize that the deliverable descriptions above may not apply cleanly

to each company situation, due to such variables as company size, company

complexity, and the ways in which IT services are delivered (e.g., outsourcing,

shared service organizations). Nevertheless, they represent a framework to define

the needed information in the Strategy-to-Bottom-Line Value Chain.

Moreover they represent the connected set of information to drive from

strategy to bottom-line impact. However the company may manage its activities

and processes, the information defined here is required. To the extent the infor-

mation is not available, or is developed in a disconnected way, the company will
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have great difficulty in controlling IT spending and maximizing IT’s impact on

the bottom line. 

ESTABLISHING THE PROCESS CONNECTIONS

The Strategy-to-Bottom-Line Value Chain, in addition to being a connected set of

information represented by the deliverables, is also a connected set of processes.

Exhibit 6.5 shows a generic set of processes that deliver the 12 Value Chain

deliverables. The corporate/business processes of corporate strategic planning,

business unit planning, budget, procurement, capital budget, and measurement

interact with the Value Chain processes by providing the basic business infor-

mation and, critically, operationalizing the results through budgets and per-

formance measurements. The IT management processes of enterprise architecture,

project management, systems development, IT planning, and the administrative

processes interact by providing technical direction and, ultimately, the lights-on

and project budgets.
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Projects

Business

Unit

Annual Plan

Project

Plan

IT

Annual

Plan

Projects

Budget

Lights-On

Budget

Corporate

Strategic

Planning

Budget

Procurement

Capital Budget

Measurement

IT Finance

IT Procurement

IT Measurement

Systems Development

IT Planning

Business Unit Planning

Strategic

IT Agenda

Strategic

IT

Requirements

Strategic

IT Plan

Enterprise Architecture

Project Management (PMO)

EXHIBIT 6.5 Management Processes in and around the Value Chain

MANAGEMENT ROLES

Achieving the goals of connected information and processes, in an unbroken

chain that carries on from business strategy to budgets and actions, requires that

management understand the roles to be played, and then actually play them.
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Management, in this case, includes the senior leadership team, one or more busi-

ness leadership teams, the technology leadership team, and the manager who is

responsible for conducting and coordinating the processes that produce the

deliverables in the value chain.

This is so easy to say, and potentially so difficult to do. The risk is that what

we describe in this chapter and the book sounds so overwhelming and intimi-

dating that a manager interested in pursuing the ideas abandons them because

the task of interacting with senior and business leadership is so daunting and

may feel impossible. The potential impediments include management culture,

management disinterest in the process, misunderstanding the goals and the

importance of achieving them, politics, awkward organizational structures, and

personalities. This is a tough list.4

Here, we introduce the big picture of the management roles needed, accord-

ing to the Strategy-to-Bottom-Line Value Chain. Again, we understand that com-

panies have existing processes that do produce most if not all of the deliverables.

Our primary interest is in their connection and consistency, and the tool set used

(e.g., prioritization with strategic intentions, etc.). See Exhibit 6.6.

The senior leadership team is corporate leadership, typically consisting of

the CxOs. The business leadership team can be business unit CEOs and, in the

case of multi-SBU companies, their direct reports. More typically, this team

comes from the set of direct reports to the senior leadership team. The IT lead-
ership team is from the IT providers; note that this can include representation

from outsourcing organizations if they are in the picture. The Value Chain
Process Owner is an awkward way of stating which individual is accountable for

accomplishing parts or all of the Value Chain activities.

This description is necessarily very generic, as every company has differing

management patterns. In some situations, for example, the same set of individ-

uals fulfill more than one role. This description also flows from a “central” per-

spective, with the notion of one company leadership team and one IT team. This

may not be the case, and possibly several sets of individual teams, and manage-

ment processes, are required. It should be apparent that the specifics of the indi-

viduals and teams are highly dependent on the company situations and have to

be developed uniquely for every company. Nevertheless, the table in Exhibit 6.6

gives a good perspective on what is required.

NEW INFORMATION ECONOMICS PRACTICES

The New Information Economics is a set of coordinated practices base on prin-

ciples and integrated activities that effectively connect business and IT manage-

ment processes and, thereby, connect the enterprise’s business strategies to its

IT initiatives and activities. NIE is a complete view of the required relationships

between business units and IT, based on the overriding principle that all enter-

prise activities and resources must support the enterprise’s strategies and impact

its bottom line. This requires a consistent, integrated set of practices for plan-

ning, innovating, prioritizing, aligning and allocating resources, and managing
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performance across the enterprise. This also requires attention to the manage-

ment culture that can inhibit the adoption of NIE practices.

In practical terms, as we noted earlier, companies have existing, though pos-

sibly disconnected, management processes that deal with IT planning and budgets.

These existing processes deal with plans, resource decisions, and operationalizing
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Deliverable
Name

Senior
Leadership

Team 

Business
Leadership Team 

Technology 
Leadership Team 

Value Chain 
Process Owner 

(IT Impact 
Management)

1 Business 
Strategic
Intentions

Approve and 
weight
strategic
intentions 

Revise and review 
strategic intentions 

 Create initial 
draft strategic 
intentions
(strawman)

2 Assessed 
Portfolios 

Review Assess portfolios/ 
alignment, service, 
quality

Contribute to portfolio 
development

Assess portfolio/ 
technology

Manage
portfolio
development

Manage the 
assessment
process

3 Strategic IT 
Agenda for 
Use of IT 

Approve Develop IT Agenda Participate in IT 
Agenda process 

Create the
initial drafts 
(strawman)

4 Strategic IT 
Plan 

Review Review IT Plan Develop IT Plan   Create the 
initial drafts 
(strawman)

5 IT Strategic 
Requirements

Review Develop 
Requirements 

Prioritization 

Recommend
decisions 

Participate in IT 
requirements process 

Drive the 
process

S
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a
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g
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n
n

in
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y
c
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6
Projects

Review, 
approve
large
projects 

Create project 
requirements and 
business cases 

Form detailed 
projects and technical 
requirements 

Assure that 
project
formation works 
right

7 Annual 
Project Plan 

Make
decisions or 
approve
funding

Prioritization

Recommend
funding 

Establish annual 
project plan and 
schedules 

Drive the 
process

8 Annual
Business Plan

Approve Review IT plans 

Establish business 
unit plans 

Advise Assure this 
happens

9 Annual

IT Plan

 Approve Review Develop IT plans 
Establish budgets 

Assure this 
happens

10 Annual and 
Capital
Projects
Budgets 

Approve Develop budgets Participate in budget 
planning 

Create initial 
draft (strawman)

11 Annual Lights- 
On Budget 

Review Review Develop budget 

Initiate plans 

Create initial 
draft (strawman)
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a
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T
a
c
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a
l 
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n

n
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y
c
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12 Performance
Measurement
Metrics

Approve Establish business 
performance
metrics

Establish IT 
performance metrics

Assure this 
happens

Create initial 
drafts (straw- 
man)

EXHIBIT 6.6 Management’s Role in the Value Chain
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those plans through budgets and metrics. We propose to connect those existing

processes, define the appropriate deliverables, and make them effective in pro-

ducing business impact (IT’s contributions to profitability, and in the case of

government and nonprofit, impact on the organization’s mission). We do so by

applying the five basic NIE practices, defining the information to be produced

(e.g., the annual project plan), and embedding them in the company’s processes.

With the right goals in mind, and mindful of the management culture needed

to support the NIE practices, the result is that the company processes that deal

with plans, resources, and operationalizing will produce the outcomes that result

in the right IT actions and the right business results. Management will be able

to answer the affordability and alignment questions posed in Chapter 1, lead-

ing to controlling IT spending and improving IT’s bottom-line impact.

New Information Economics Practices in the Value Chain

New Information Economics is a set of five practices, shown in Exhibit 6.7, that

are tools for IT and business managers to use, embedded in management processes,

in translating a company’s business strategies into programs and initiatives that
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2: Innovation

1: Demand/Supply Planning
3: Prioritization

5: Performance
5: Measurement

IT
Actions

—
Business
Results

Business
Strategies

Portfolio Management

IT Impact Management

Culture Management

Supporting Practices

4: Alignment

Plans:

and IT Solutions 

Operationalizing: Establish Budgets, Plans,

and Metrics based on business strategy

Resource Decisions: Justify and prioritize Programs

and Projects 

Establish Business Requirements

based on business strategy

based on business strategy

EXHIBIT 6.7 Practices in the Value Chain

IT can implement. The table in Exhibit 6.8 shows where the five NIE practices

apply with respect to the information (deliverable) in the Value Chain.

The five practices are defined briefly below.

NIE Practice 1: Strategic Demand/Supply Planning

Goal: IT planning is explicitly driven by business strategies and business require-

ments. It is all too easy for IT planning to focus on technology matters rather
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than strategic business matters. Planning that is not business-strategy-driven

means that IT plans respond and connect to individual business unit tactical

needs rather than the business strategy, and by extension, the senior manage-

ment team will not believe that IT is connected to strategy. As a result, the com-

pany cannot be certain it is able to proceed from their business strategies to the

necessary IT actions.

IT strategic plans are constructed with two distinct components:

1. A description of the demand for IT services, generated by the business

strategies and goals, and articulated as strategic IT requirements,

2. A description of the future supply of IT services, represented by the IT

strategic agenda.

In this way the strategic plan clearly separates the requirements for IT, driven

by the business strategies, from IT’s response to those requirements. Separating

these components allows business management to see in specific terms the

demands that their strategies are placing on IT, while allowing a clear “matching”

of IT’s responses to those demands. We explicitly answer the questions: What

are the strategic demands on IT, and what is IT going to strategically supply?
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Strategy-to-Bottom-Line Value Chain

Deliverable Name Deliverable Description NIE Practice

  1 Business Strategic 
Intentions

Mission plus weighted 
Strategic Intentions 

Demand/Supply Planning 
Innovation

  2 Assessed Portfolios As-is alignment, service, 
quality, technology, use  

Alignment
Performance Measurement

  3 Strategic IT Agenda for 
the Use of IT 

Strategic Intentions to 
Strategic Initiatives 

Demand/Supply Planning 

  4 Strategic IT Plan Strategic Intentions to 
Strategic Initiatives 

Demand/Supply Planning 
Innovation

  5 IT Strategic 
Requirements

Initiatives—3 to 5 years 
horizon—portfolio format 

Demand/Supply Planning 
Prioritization

S
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a
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g
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  6 Projects Real, doable projects 

  7 Annual Project Plan One year annual horizon—
with portfolio format 

Prioritization

  8 Annual Business Plan Documentation according 
to company practices 

  9 Annual IT Plan Documentation according 
to company practices 

10 Annual and Capital 
Projects Budgets 

Documentation according 
to company practices 

Alignment, Prioritization

11 Annual Lights-On Budget Documentation according 
to company practices 

Alignment

A
n

n
u

a
l/

T
a

c
ti

c
a

l 
P

la
n

n
in

g
 

12 Performance 
Measurement Metrics

Documentation according 
to company practices

Performance Measurement

EXHIBIT 6.8 NIE Practices in the Value Chain

c06.txt (91-110)  1/7/04  5:06 PM  Page 102



NIE Practice 2: Innovation

Goal: Effectively translate new IT opportunities into competitive advantage and

bottom-line results. 

IT has an important role and responsibility to bring innovative opportuni-

ties to the business that can shape new products, services, and processes. In this

way, IT’s role includes responding to current requirements and influencing

future requirements. Without a concerted effort on innovation, IT will only sup-

port existing business operational requirements, particularly those for its major

user organizations. Innovation always gets squeezed when operational needs are

most clearly in view.
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Management Process—Desired
Outcomes

Business—Desired Outcomes

Strategic
Demand/Supply 
Planning

IT and business planning are fully 
connected and integrated.

The company improves strategic and 
bottom-line impact from its IT 
investments.

Management Process—Desired
Outcomes

Business—Desired Outcomes

Innovation IT-enabled innovations impact 
business planning and offer new 
strategies.

The company continually improves 
products, processes, and bottom-line 
performance through IT innovations.

NIE Practice 3: Prioritization

Goal: Spending priorities are primarily determined by business strategies. As the

Prioritization Practice description in Chapter 8 discusses, in the absence of a

strategy-based prioritization practice, priorities will be set by politics, the loud-

est voices, or historical practices. The result is that new investments will be

determined not by business strategies but by tactical needs. As a result, IT

resources are probably not being invested in the right places.

All programs and initiatives are prioritized based on their expected business

impact. All elements of each portfolio are reviewed, and the result of program

prioritization is the strategic IT agenda, which will then drive annual IT invest-

ments. Using the strategic IT agenda, business and IT develop the projects that

will support the agenda. These projects are then also prioritized, providing the

input for the IT annual plans and budgets.

Management Process—Desired
Outcomes

Business—Desired Outcomes

Prioritization IT investments are prioritized against 
business strategy.

The company improves bottom-line 
impact and return on its IT investments.
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NIE Practice 4: Alignment

Goal: Base IT spending for lights-on activities on what is actually needed to

meet strategic and operational requirements. As discussed in the Alignment

Practice section in Chapter 8, baseline budgets can typically be on a “cost plus”

basis, with the result that this main part of IT expenses is not subject to strategy-

based decision making. The result is that infrastructure, support, and operations

spending can easily go to efforts that no longer support current business strate-

gies. The company is not getting sufficient impact from its existing IT resources,

nor can it determine whether the right amount is being spent on IT.

In many companies, these legacy activities are sacrosanct, considered by

business management as an entitlement, and rarely reviewed for continued rel-

evance to the business. However, these ongoing activities represent a large por-

tion of IT resources and can dramatically reduce the available supply of IT to

meet new strategic business demands. Unless they are also viewed in the con-

text of the current business strategic intentions, the company cannot determine

if they continue to provide impact and continue to warrant resources.

An important part of alignment is examining the current performance of

existing IT resources. Performance is defined in service-level, quality, technol-

ogy, and intensity-of-use terms. As a part of the alignment practice, the current

portfolios are assessed, and produce the Assessed Portfolios deliverable in the

value chain.
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Management Process—Desired
Outcomes

Business—Desired Outcomes

Alignment The entire IT spend is aligned with 
business strategy. The entire IT 
spend is assessed for quality, 
technology, and so forth.

The company improves returns from its 
IT activities in terms of bottom-line 
impact. The total IT spend is effectively 
controlled.

NIE Practice 5: Performance Measurement

Goal: Track the performance of IT investments in the business. As Chapter 10

points out, performance measurement is critical to determining whether strat-

egy and operational goals are being met, and whether the IT resources are per-

forming as well as possible. Without performance measurement, there is no way

to assure that resources are performing, or that goals are being met. The result

is that the company cannot determine if it is getting sufficient impact from IT

resources or even that the right amount is being spent on IT.

A performance measurement process is included in the strategy-to-bottom-

line chain. It is critical for IT to monitor its performance with metrics that the

business understands, not just internal IT operational performance metrics that

do not clearly relate to the business bottom line. By adding business performance
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metrics to the chain, we close the loop and insure that IT is focused on pro-

ducing business results. It is the combination of performance metrics with strat-

egy-driven IT plans that produces IT action. Without performance measurement

programs, business will not know how well IT is performing and what impact

IT is having on the business.
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Management Process—Desired
Outcomes

Business—Desired Outcomes

Performance 
Measurement

IT business and technical 
performance is tracked.

Performance measures lead to 
improved IT and business performance.

We also employ basic concepts of IT impact, portfolio, and culture man-

agement in the five practices.

IT Impact Management
Goal: Implement NIE practices successfully and achieve the affordability and

alignment goals of controlling IT spending and improving IT’s bottom-line impact.

Using the NIE practices effectively requires planning and coordination. The

connections with corporate and IT processes, and the assurance that the results

of the practices appear in budgets and performance measurement all require

constant and persistent management attention.

Treating the Strategy-to-Bottom-Line Value Chain and the NIE practices as

a significant management initiative is critical to success. That means, among

other things, assigning management responsibilities on an ongoing basis, and

establishing long-term strategies goals and short-term tactics for the Value

Chain and the Practices. We bundle all of this under the heading IT Impact

Management, and devote Chapter 13 to its discussion. We also highlight IT

Impact Management solutions to several practical problems that we discuss in

Chapter 7.

Note that we emphatically do not recommend that a company adopt the

entire Value Chain template or apply all NIE practices at once. The particular

situation of a given company and its management objectives dictate how to

approach improving the processes that influence IT spend and IT’s bottom-line

impact. Nevertheless, doing any of this does affect management roles, culture,

existing practices, and does require appropriate management attention. Thus,

the need for IT Impact Management.

Management Process—Desired
Outcomes

Business—Desired Outcomes

IT Impact 
Management

Business and IT management teams 
execute the processes that improve 
IT’s contribution to business 
performance.

The total IT spend is effectively 
controlled. IT’s contribution to bottom-
line impact is improved.
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Portfolios and Portfolio Management
Goal: All the IT resources (infrastructures and legacy applications as well as new

development projects) are directed at business strategies. Is management paying

attention to the proper allocation of ongoing IT expenses as well as new appli-

cation investments? Without looking at the entire IT spend from the perspec-

tive of business strategy, resources will be wasted.
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Culture Management
Goal: The management team understands the impact of IT, and manages the

business to achieve it. A company’s culture can have many facets that inhibit

effective use of IT resources, including agreement on what is important, what

planning and management behavior is to be encouraged, the value of working

together across silos and between IT and business, and so forth. IT is inherently

cross-silo and integrating; the culture can make this most difficult. The result is

that the company may not be getting full impact from IT.

Business Value Maturity Model�
Goal: Overcome company management culture hurdles and limitations on 

the company’s ability to execute NIE practices. The Business Value Maturity

Model� describes desired business outcomes for each NIE practice area, and we

use “maturity” as the measure of whether the company can produce the out-

comes based on a combination of culture barriers and company capability to act

on the results.

Management Process—Desired
Outcomes

Business—Desired Outcomes

Portfolio
Management

Planning and management 
processes focus on the entire IT 
investment.

All IT investments and resources 
contribute to bottom-line impact.

Management Process—Desired
Outcomes

Business—Desired Outcomes

Culture
Management
and the Maturity 
Model

IT and business managers 
participate effectively in all NIE-
enabled processes.

IT’s contribution to bottom-line impact is 
improved through effective business 
and IT manager participation in NIE 
processes.

SUMMING UP NEW INFORMATION ECONOMICS PRACTICES

The five NIE practices, together with the three supporting areas of IT Impact,

Portfolio, and Culture Management, work in concert with the company’s man-

agement processes that deal with IT’s plans and budgets. By embedding the NIE

practices into company processes, business and process outcomes are produced,

all of which are part of successfully getting from strategy to the right IT Action
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and the right Business Results, thereby controlling IT spending and improving

IT’s bottom-line impact. 

These practice outcomes are in two categories as shown in Exhibit 6.9. Man-
agement Process—Desired Outcomes are those that change, and strengthen, the

existing company processes that deal with IT plans and budgets. These process

outcomes affect how the company management teams conduct the management

processes, and changes the roles management plays. Business—Desired Out-
comes directly affect bottom-line impact and, for government and nonprofits,

impact on mission performance.
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NIE Practices 
and Support 
Practices 

Management Process—Desired
Outcomes

Business—Desired Outcomes 

Strategic 
Demand/Supply
Planning

IT and business planning are fully 
connected and integrated. 

The company improves strategic and 
bottom-line impact from its IT 
investments. 

Innovation IT-enabled innovations impact 
business planning and offer new 
strategies. 

The company continually improves 
products, processes, and bottom-line 
performance through IT innovations. 

Prioritization IT investments are prioritized against 
business strategy. 

The company improves bottom-line 
impact and return on its IT investments. 

Alignment The entire IT spend is aligned with 
business strategy. 

The company improves returns from its 
IT activities in terms of bottom-line 
impact. The total IT spend is effectively 
controlled. 

Performance
Measurement 

IT business and technical 
performance is tracked. 

Performance measures lead to 
improved IT and business performance. 

IT Impact 
Management 

Business and IT management teams 
execute the processes that improve 
IT’s contribution to business 
performance.

The total IT spend is effectively 
controlled. IT’s contribution to bottom-
line impact is improved.   

Portfolio
Management 

Planning and management 
processes focus on the entire IT 
investment. 

All IT investments and resources—

development and lights-on—contribute

to bottom-line impact.  

Culture 
Management
and Maturity 
Model 

IT and business managers 
participate effectively in all NIE-
enabled processes. 

IT’s contribution to bottom-line impact is 
improved through effective business 
and IT manager participation in NIE 
processes. 

EXHIBIT 6.9 Management and Business—Desired Outcomes

SUMMING UP: ADOPT EFFECTIVE PROCESS 
TO PRODUCE ACTION

At the outset of this chapter, we made three recommendations. 

1. A company should formally adopt a connected set of management processes

to produce the 12 deliverables of the Strategy-to-Bottom-Line Value Chain,

as displayed in Exhibit 6.3. 
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2. Management should employ five NIE practices to be embedded in this con-

nected set of management processes. These five practices will strengthen the

deliverables and strengthen the connections between them. 

3. The management team should focus on producing action through the Value

Chain and the NIE practices.

We have described the Value Chain and the NIE practices, along with an

implementation management program we call IT Impact Management.
Putting the five practices together, Exhibit 6.10 states the results:
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Statement of Right 

Decisions/Right Results 

Goal

NIE Practices Outcomes as Applied in the 

Strategy-to-Bottom-Line Value Chain

Translate enterprise mission 

and strategy into actionable, 

commonly understood 

strategic intentions.

The business strategic intentions are used in all five NIE practices.

All IT actions and spending are driven by business strategic 

intentions, through Prioritization and Alignment practices.

Managers across all functional areas understand strategic intentions 

and IT’s role in achieving them, through participation in the NIE 

practices of Planning, Prioritization, and Alignment.

Assess the impact and get 

the right bottom-line results 

from all current and future IT 

spending by evaluating the 

impact on strategic 

intentions.

IT activities and resources are planned, prioritized, executed, and 

measured based on their connection and contribution to business 

outcomes and strategic intentions.

IT’s business impact is assessed through its cause-and-effect 

linkages with strategic intentions leading to bottom-line outcomes. 

IT Activities and resources are planned, prioritized, executed, and 

measured based on their connection and contribution to strategic 

intentions which lead to bottom-line business outcomes.

Resources—both lights-on  expenses and new investments—are

allocated and budgeted based on explicit connection to strategic 

intentions.

Manage the culture and 

management roles regarding 

the use of IT for achieving 

business strategic intentions. 

Managers’ roles are clearly defined to assure proper participation and 

avoid disconnects created by an organization’s existing culture.

Managers, through participating in NIE practices, understand IT’s role 

and connection to strategic intentions.

Manage IT as a set of 

resource and process 

portfolios.

All IT activities and spending are organized into resource and process 

portfolios for purposes of impact assessment, performance 

management, quality and service level assessment, and resource 

commitment.

Produce the right actions 

and bottom-line results and 

use budgets, projects, and 

performance measurement 

to achieve them.

Planning, prioritizing, and measuring combine support of “strategy to 

bottom line” with the ability to react to unexpected events and 

business change.

EXHIBIT 6.10 NIE Practice Outcomes
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If No, What Is
Yes or Our Plan for

Management Question No? Correcting This?

Demand/Supply Planning — Does the company improve 
strategic and operational impact from its IT investments?

Innovation — Does the company excel in innovating through 
IT, in products, processes, and performance?

Prioritization — Does the company choose the most 
valuable IT investments?

Alignment — Does the company improve returns from its 
IT activities?

Performance Measurement — Does the use of performance 
measures lead to improved IT and business performance?

Culture Management — Is management able to optimize 
IT’s contribution to business performance?

Por tfolio Management — Do all IT investments and 
resources contribute to business performance?

IT Impact Management — Does the effective application 
of NIE practices in all areas of the business improve 
IT’s return?

Chapters 8 through 10 explain the practices needed to answer the “What Is

Our Plan for Correcting This?” question.

ADDITIONAL READING

The book’s website contains additional information related to Chapter 6:

Website Note 4: Tests for Connected Business and IT

The appendices at the back of the book also contain information related to

Chapter 6:

Appendix A: The Role of Enterprise Architecture in Right Decisions/Right 

Results

Adopt Effective Process to Produce Action: Management Agenda 109

ADOPT EFFECTIVE PROCESS TO PRODUCE ACTION:
MANAGEMENT AGENDA

The following is a self-examination for the critical success factors for Right 

Decisions/Right Results.
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Appendix B: Management Team Roles in Right Decisions/Right Results

Appendix E: The CFO Role in Right Decisions/Right Results

NOTES

1. Michael J. Earl and David Feeny, “How to Be a CEO for the Information Age,”

Sloan Management Review, Winter 2000, pp. 11–23.

2. While the terminology here and throughout the book is in “business” terms, the

concepts and practices apply with equal force to government and nonprofit orga-

nizations. While business is concerned with competitive strategy and financial

outcomes, government is just as concerned with strategy and performance to

organizational mission.

3. We use the term “annual” in the description of Value Chain deliverables. How-

ever, some organizations do tactical planning in different time frames, such as

quarterly or bi-annually. We are not specifying that “annual” is the only appro-

priate timeframe.

4. We address management role and the related problems of culture directly in

Chapter 7, “Tackle the Practical Problems”; in Chapter 11, “Deal with Culture”;

and in Chapter 14, “Answer the ‘So What?’ Question.” In Chapter 13, we estab-

lish a supporting IT Impact Management practice that provides tools and direc-

tions for moving forward. In particular, we outline an incremental process for

going forward. 
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Tackle the Practical Problems

In Chapter 6, we made three basic points: (1) a company should adopt a

connected set of management processes to produce the deliverables represented

by the Strategy-to-Bottom-Line Value Chain; (2) a company should employ 

one or more of the NIE practices (e.g.,

Prioritization, Alignment) as part of

those processes, and (3) a manage-

ment team should focus on getting 

the right action to produce bottom-

line impact. The three points make up

what is required to control IT spend-

ing and improve IT’s bottom-line

impact.

The question now is: What does

it take for a company to follow these

three recommendations? What are the

practical problems involved?

A PRACTICAL PERSPECTIVE

We need to put these issues of discon-

nects, management roles, and the Value

Chain in some practical perspective.

There is a risk that it sounds like a

very large undertaking to accomplish anything practical and worthwhile. For

many company situations we may overemphasize the issues of process connec-

tion and the Strategy-to-Bottom-Line Value Chain, and the “global” view of

management roles. However, much of the value is contained in the individual

NIE practices—in particular, prioritization and alignment. These are things that

can be done well by themselves and, in fact, are appropriate places for a com-

pany to begin. In the right circumstances, a company can adopt an NIE prac-

tice, or parts of a practice, to good effect. That, by itself, can begin to address

culture and role questions.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 7

➤
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The reason we say so much about connection, consistency, roles, and so

forth, is that they so greatly influence the long-term value of adopting a busi-

ness-strategy-based focus on IT spending and IT’s bottom-line impact. This is

because it is, fundamentally, a systemic set of problems and solutions. As we

have repeatedly said, unless the outcomes of things such as decision making in

prioritization get directly reflected in budgets, nothing will happen. In order 

to effectively and continuously control IT spending and improve IT’s bottom-

line impact, the issue of connection, and related issues, really do have to be

addressed.

In the meantime, if a company is interested in getting started, then we can

apply one or more NIE practices and make progress. This is a good start, but it

won’t produce lasting changes.

THE PRACTICAL PROBLEMS REVOLVE AROUND PEOPLE

Good management processes alone are not sufficient.

The best planning and prioritization practices will fail when senior man-

agement does not accept the results, or act on them. The best alignment and

performance measurement practices will fail when line management does not

understand the results or does not consider them important enough to affect

their areas of responsibilities. The best innovation practices will fail to generate

new ideas and business opportunities when the management culture does not

accept them. In proposing the kind of management processes necessary to

improve IT’s bottom-line impact, we treat management culture and disconnects

as a critical element, and propose methods for addressing these issues.

A company cannot successfully adopt the Value Chain and NIE practices

without the proper culture and without management taking necessary actions.

Therefore, we explicitly describe the relationship between having good “mechan-

ical” processes and the related cultural and management behavior requirements.

The distinction is between simply executing step-by-step processes and the com-

mitment necessary to transform the management processes to produce results

consistent with the values and necessary outcomes. These are the cultures and

behaviors necessary to transform mechanical process into an effective set of

management values applied in decision making, producing decisions in which

management believes and is willing to invest time and resources.

We have all experienced the real impediments, such as politics and culture:

“doing things the way we’ve always done them.” Encouraging individual man-

agers to do what is necessary can be difficult, particularly when the actions

involve many organizations across many silos. IT, often, is exactly in this situa-

tion. Getting the right results comes down to getting individual managers to do

the right things. (For that matter, the same impediments occur when trying to

get the right decisions from management teams.)

This chapter is as much about the questions leading to decisions as it is

about the actions that may result. We want to lay the groundwork for making
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the right decisions, and then guide and motivate all concerned to take the right

actions. None of this matters unless things actually happen.

ADDRESSING PRACTICAL PROBLEMS: 
IT IMPACT MANAGEMENT

In this chapter,1 we explore several practical problems and our strategy for solv-

ing them. We adopt a program management approach, called IT Impact Man-
agement, to the planning and implementation of the Right Decisions/Right

Results frameworks and processes. This approach is based on addressing each

of the practical problems. The focus is on affecting the way the company and

its managers make decisions and allocate resources.

PRACTICAL PROBLEMS GETTING FROM 
STRATEGY TO BOTTOM-LINE IMPACT

The fundamental challenge is to translate the company’s business strategies and

goals into the right IT actions to produce the right bottom-line impact. This is

done by effective planning, appropriate resource decisions, and workable budg-

ets and operational plans. The objective is to control IT spending and improve

IT’s bottom-line impact. But serious practical problems face the management

team committed to doing this. See Exhibit 7.1.

1. Process Disconnects. Management is unable to consistently carry through

from business planning to IT action to bottom-line results.

2. Legacy and Entitlement Mentality. The company’s existing IT applications,

infrastructures, and project backlogs are the legacy of the existing strategy-

to-results management practices, and prevent starting with a clean slate.

Managers feel entitled to “their” systems and support.

3. Management Roles. The company’s management culture prevents business

and IT management from playing the roles needed to effectively direct and

apply IT resources to achieve improved bottom-line impact.
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Business

Strategies

IT

Action

Business

Results

Effective Planning

Appropriate Resource Decisions

Workable Budgets and

Operational Plans

EXHIBIT 7.1 Strategy to Bottom-Line Impact: Business Results
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4. Company Processes. The new or changed management practices that connect

business and IT will have to coexist and work with many other existing

company management practices (e.g., capital budgets, HR, management

performance/compensation, corporate budgets, purchasing, and so forth).

5. Management Expectations. Senior company managers only expect financial

return from IT and simple measurement of its alignment and affordability.

6. It Ain’t Broke. . . . Individual managers get what they need with the processes

they currently use.

7. Multiple Perspectives. The company does not speak with one voice.

Our solution is IT Impact Management, a program of management initia-

tives that address the practical issues result in effectively controlling IT spend

and improving IT’s bottom-line impact.

Practical Problem 1: Process Disconnects

Existing management processes are unable to consistently carry through from
business planning to IT action to bottom-line results.

Most companies already carry on planning activities; they have some means

of making resource decisions, and they do have operating budgets and operat-

ing plans. Most often, however, these basic management activities are discon-

nected and fail to consistently carry through from business strategy to IT action.

Business planning does not effectively connect to IT planning, which does not

directly influence the annual budget process and which is not reflected in the

performance measurement practice that governs management behavior. Man-

agement’s goal should be to produce IT actions that, together with the business

organization’s initiatives, directly carry out the business strategies to get the

right bottom-line impact.

Every organization has its own distinct planning culture that is reflected in

its specific strategic and tactical planning processes (both for business and IT).

Our experience has been that in most organizations, the various planning activ-

ities are loosely coordinated and not well integrated. Moving from business

strategy to IT action in these cases mimics the old parlor game of passing a state-

ment serially around a group of people: By the time business strategies eventu-

ally become IT actions, much of the original meaning of the strategy has been lost.

There can be a considerable gap between management’s planning process

and how something actually happens in IT (see Exhibit 7.2). In some cases, the

planning process itself gets in the way (poor timing, ineffective communication,

or ineffective goal setting and goal articulation), or there is no follow-up to

planning to be sure that the actions taken reflect the company’s intentions. The

existing processes typically are not coordinated or integrated, so annual budg-

ets and project plans are not driven by the business strategies but reflect a dif-

ferent set of priorities, often tactical and tied to individual managers’ wants.
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Regardless of the cause, few companies are making the best use of their IT

investments and resources.

A second reason is that the people who perform each management practice

are in different parts of the company’s organization and do not routinely work

together. Those who prepare company budgets and company management per-

formance systems are not the same people who conduct strategic planning, who

are different yet from those who make resource prioritization decisions. With-

out explicit connections built into consistently applied management practices,

business strategies are not reflected in IT plans, resource decisions, and budg-

ets. The result is that senior managers do not understand what the company gets

from its IT investments and do not understand IT’s alignment and affordability.

A third reason is the business and functional silos that exist in almost every

company. The silos can be business units, such as the life insurance business in

an insurance company, or they can be functional areas, such as finance or mar-

keting or even IT. Silos can get in the way of common business strategies and,

in particular, impede cross-silo IT solutions, making connecting IT action to

business strategy very difficult.

A fourth reason is that significant disconnects occur in the way business and

IT management work together in planning, innovation, prioritization, alignment,

and performance measurement. Additionally, management culture, in both IT and

business, presents significant hurdles to overcoming the disconnects. In many

cases, culture reinforces the disconnect between business and IT management.

For example, in one large commercial bank, the CEO saw the operational

and strategic importance of IT. He encouraged new investments to enhance 

the bank’s infrastructure and applications for strategic and competitive objec-

tives. Unfortunately, the existing management culture did not acknowledge the

strategic importance of IT in the bank’s business. IT was important to the lead-

ership operationally, but the leadership did not see that new IT initiatives were

potentially important to the bank. The bank’s CEO became frustrated by his
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: IT
Action

Business
Results

Process
Disconnects

Plans:  Establish business requirements and IT

solutions based on business strategy

Resources   Justify and prioritize programs

and projects based on business strategy

Operationalizing:  Establish budgets, plans,

and metrics based on business strategy

Performance Measurement Metrics

Business
Strategies

EXHIBIT 7.2 Process Disconnects in the Value Chain
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inability to get the leadership team to adopt IT as a major contributor to their

individual annual plans and strategies. In spite of evangelistic leadership on his

part and the focus on IT in the strategic planning cycle, he simply could not get

his managers to take IT action driven from the business strategy.

The problem was not CEO leadership or attention. It was the disconnects

that lay between the vision of applying IT and the individual manager’s actions

needed to accomplish it. These disconnects were in the culture, which encour-

aged existing business practices and immediate bottom-line performance, and

in the processes, where nothing in the annual planning or budgeting practices

required connection to the strategy statements. Without a process, the culture

could not change. Without culture change, there was no incentive to put IT in

the business plans.

This is a problem facing companies whether or not the context is IT growth

or IT cost control. Even though the strategy statements may be direct and sim-

ple, getting business leadership to include strategy-driven IT initiatives in its

annual plans and budgets, and getting IT management to connect its IT strate-

gies and plans to those strategies, is hugely problematic. As with the bank, no

one disagreed that IT was operationally important or that budgets and plans for

the operational activities should be adopted. The management disconnect was

about the IT’s business importance and opportunities, including new budgets,

initiatives, and actions associated with supporting business strategy.

IT Impact Management’s Approach to “Process Disconnects”
A practical solution has three elements:

1. Connect and coordinate with existing non-IT company practices such as

business planning and the annual budget practice.

2. Connect and coordinate the people and organizations that perform these

practices.

3. Engage managers across the company in the execution of the integrated and

connected NIE practices.

We discussed the first two in Chapter 6, where we identified the process

connections between corporate processes and the information in the Value

Chain. The additional element introduced here is the concept of directly engag-

ing managers in all areas affected by the new practices in their execution, and

directly approaching the process owners of the relevant corporate practices to

get their involvement and input into the proposed practices. The three solutions

are part of IT Impact Management.

Practical Problem 2: Legacy and Entitlement Mentality

The company’s existing IT applications, infrastructures, and project backlogs are the
legacy of the existing strategy-to-bottom-line management practices, which prevent
starting with a clean slate. Managers feel entitled to “their” systems and support.
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While we may need to assess the alignment of the lights-on application port-

folio against business strategy, we have the problem that the current portfolio

was produced as a result of previous, probably unconnected, management prac-

tices. Similarly, prioritization of the project backlog is useful but, again, the

backlog was produced through the existing practices. Prioritization of projects

does not assure that we will have the right projects in the backlog to prioritize.

We need better projects, driven from business strategy.

The influence of legacy extends to organizational relationships between IT

and the business units and business management expectations. Particularly with

the lights-on budget, everyone behaves as though the current cost base will con-

tinue into the future and as if current commitments to continue supporting each

manager’s applications will also continue, if not increase. In many ways, the IT

culture has grown up saying “we do what the user needs.”

What this translates into is a generally unexamined commitment to support

everything that is currently being supported. This entitlement also applies to the

relationship; business managers come to expect to be served by the individual

in IT with whom they have built personal relationships. Again, this leads to serv-

ice requests and support expectations that ignore business strategies. It is a clas-

sic case of an entitlement mentality: Managers come to expect what they have

always had, irrespective of changes occurring around them. We are confronted

with the old way of doing things and the old way of thinking.2

Ideally, we need to begin every budget cycle with business strategy, develop

the most effective IT strategies and projects to support that strategy, and then

go from there in terms of prioritization, budgeting, and measuring performance.

We need to reexamine every IT expenditure, whether for new projects or old

lights-on support. This works to break through the legacy mindsets and the sense

of entitlement.

Though ideal, in practice this result may require several planning cycles to

accomplish.

IT Impact Management’s Approach to the 
“Legacy and Entitlement Mentality”
Although not ideal, applying New Information Economics practices immedi-

ately, through alignment and prioritization, can lead to considerable progress in

changing the management culture. Achieving ideal management practices, from

planning and justification through budgeting and performance measurement, is

a worthy goal but difficult to achieve in the short term. However making imme-

diate and real (though possibly limited) progress toward this goal is critical.

By using portfolios and portfolio management, all elements of the ongoing

IT spend are on the table and subject to discussion. Again, engaging manage-

ment in aligning IT spend against strategic intentions and assessing service and

quality levels can start to address the entitlement culture. 

One of our important themes is “affordability.” Engaging managers in 

the holistic, 100 percent view of the IT spend makes it clear that a company’s

commitment to IT is not open-ended. Rather, it is bounded by the limits of what
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can be afforded. Consequently, assessing where money is spent, and to what

impact, causes considerable increase in awareness that business-as-usual for IT

spend has its costs and that choices have to be made.

Practical Problem 3: Management Roles

The company’s management culture prevents business and IT management from
playing the management roles needed to effectively direct and apply IT resources
to achieve maximum bottom-line impact.

For most companies, the solution to driving IT action from business strat-

egy requires a revision to existing management practices and the introduction

of new ones. The key change is driving from strategy, but the key consequence

is the change in the role that business managers play in directing IT. A difficult

part of this change is dealing with the legacy of existing management practices

and management culture about the governance of IT. But the real challenge is

dealing with the change in the relationships between business and IT, and the

consequent change in the roles business and IT managers play. New Informa-

tion Economics practices work when these roles and relationships change.

Changing roles and relationships, of course, runs up against culture. This

can put significant limitations on the change in management behavior needed.

As a result, dealing with this practical problem requires considerable pragma-

tism and, in particular, a learning process. The principles and practices will be

successful, but taking management culture into account will be important in

determining how rapidly, and how broadly, the changes can occur. Moreover,

the very process of applying the principles and practices will accelerate the man-

agement culture changes.

The company needs the right management culture to connect strategy to IT

and IT’s bottom-line impact. As suggested in the previous section, culture and

culture disconnects significantly inhibit the ability of the company and the man-

agement team to successfully carry out the five management practices. 

We introduced the specific roles expected of managers in Chapter 6. They

are summarized briefly in Exhibit 7.3.

Note that the list in Exhibit 7.3 includes all elements of the Strategy-to-

Bottom-Line Value Chain and the roles in all five NIE practices. As we men-

tioned above, companies do not typically adopt all practices at once. Note also

that company managers no doubt perform most or all of these activities in exist-

ing practices. The problem here is to get these things to happen in a connected,

coordinated, focused-on-business-and-bottom-line fashion.

The practical problems center on getting the business and IT leadership

teams together; getting them to agree about how to do planning, innovation,

prioritization, alignment, and performance measurement; and, most importantly,

overcoming the people and cultural hurdles to getting things done. In part, the

problems are motivating change: The pain of the proposed Right Decisions/Right

Results solution needs to be less than the pain of the problems the management
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teams currently experience. Practices and frameworks will not, by themselves,

solve them. People must understand their roles and responsibilities, and under-

stand how their participation contributes to the solutions.

We find that management culture presents the single most pervasive hurdle

to successfully getting from business strategy to IT action. It is a difficult prob-

lem to deal with directly, since a company’s culture comes from its history and

developed over a long period of time. Culture makes changing management

practice most difficult, because culture sets the boundaries on what is accepted

by managers with respect to the roles they play, the decisions they make, and

the acceptance of roles and decisions made by others.

If existing processes do not effectively engage business management in a

continuous and consistent way, the company cannot produce the best use of IT

resources. By integrating the strategy-to-results chain and establishing consistent

roles and information, management will be more willing to invest themselves in

the process. Each NIE practice deals with this problem of integration and con-

nection to the rest of the strategy-to-results, or Strategy-to-Bottom-Line Value

Chain.

IT Impact Management’s Approach to “Management Roles”
We approach management role change, and the underlying culture challenges,

through the five New Information Economics (NIE) practices. These practices
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Senior Leadership Team 

•  Approve and weight strategic intentions  

•  Review or approve deliverables at 
several steps  

•  Make decisions on and approve 
funding

Business Leadership Team 

•  Revise and review strategic intentions  

•  Assess portfolios for alignment, 
service, quality, intensity of use  

•  Develop IT agenda for the use of IT  

•  Review IT plan  

•  Develop requirements for projects, 
based on Strategic IT requirements  

•  Prioritization of requirements, project, 
annual plan portfolios  

•  Recommend decisions on funding  

•  Establish business unit plans for the 
use of IT  

•  Develop budgets  

•  Establish business performance 
metrics  

Technology Leadership Team  

•  Contribute to portfolio information, 
especially costs  

•  Assess portfolio for technology  

•  Participate in development of the 
Strategic IT agenda for the use of IT  

•  Develop IT plan    

•  Participate in IT requirements process  

•  Establish projects and business cases  

•  Establish annual project plan and 
schedules  

•  Advise business leadership  

•  Develop IT plans and establish IT  
budgets  

•  Participate in budget planning  

• Initiate action plans  

• Establish IT performance metrics

EXHIBIT 7.3 Management Team Roles
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make necessary adjustments in the roles that managers are asked to play, and

they affect the decisions that managers make or participate in. 

The basis for changing roles is directly engaging managers in the processes.

Working with a management group, with a common and holistic view of 100

percent of all IT projects and expenditures, changes the roles. This begs the

questions of how to get managers to agree to participate and how to get them

to believe in the results.3

Practical Problem 4: Company Processes

The new or changed management practices that connect business and IT will
have to coexist and work with many other existing company management prac-
tices (e.g., capital budgets, HR, management performance/compensation, corpo-
rate budgets, purchasing, and so forth).

Planning, prioritizing, and operationalizing IT do not occur in a vacuum;

they operate within the legacy of existing management practices. This is a signif-

icant problem because, in most cases, companies cannot change all management

practices at once. The practical problem is doing what is needed to sufficiently

connect the business-strategy-driven management practices to the other prac-

tices, in order to achieve the benefits of the new practice. (In one case, an insur-

ance company adopted a business-strategy-driven prioritization practice for its

IT application development portfolio. However, these new priorities were not

fully reflected in the annual operating budget, and the key business managers

did not get changes in their personal performance plans. As a result, company

management was frustrated that the IT application development did not pro-

duce all the business changes intended, in the timeframe expected.) 

Companies often have processes for these elements but rarely aggressively

coordinate them (see Exhibit 7.4).

� Corporate Strategic Management Processes. These are the planning processes

(at the beginning of the Value Chain) and strategy-related capital and multi-

year budget processes. Without question, if our planning does not influence

capital budgeting, or influence final budget decisions, then we have not

accomplished anything. For the same reason, if we have not included the

outcomes of the businesses planning processes in our activities, we then dis-

connect from the business. Both connections are essential.

� Technology Management Processes. Internal to IT are the Project Manage-

ment and the Enterprise Architecture processes. Project management is a

prime connector for performance metrics as well as for the processes that

monitor continuing projects. Questions of reprioritization during the life of

projects come into play here. Enterprise Architecture in some companies is

a prime mover in planning from the technical perspective. When EA is vig-

orous, it has to be integrated into the planning and project development

activities and involved with the prioritization processes.
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� Operations Management Processes. These include the annual budget process,

procurement, and human resources. We mentioned budgeting in the corporate

strategic processes, from a multiyear and capital perspective. The critical

point is that budgeting is what enables actions. Money, after all, is the basic

tool for getting things done, and it provides the framework and guidance for

what things should be done. It is critical to make the connections between

these processes and the budgeting/resource allocation processes.

As Exhibit 7.4 illustrates, the need for connection and integration is not only

within the Strategy-to-Bottom-Line Value Chain itself but also between the

Strategy-to-Bottom-Line Value Chain and the other elements of the company’s

management processes. The operational and tactical system requirements

(including maintenance and enhancement requests) of individual business units

are fed into an IT annual planning process, producing IT programs and initia-

tives to support those requirements. The programs that result from the collected

set of business unit requirements must then somehow be prioritized for business

impact, with investment decisions made for high-alignment and affordability

programs (IT Strategic Program Review). 

In reality, many companies and planning methodologies fumble a critical

step: Measuring the actual performance, in both business and IT terms, of the

IT organization in putting the plans into action. Very few companies have rele-
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Operations

Management

Processes
Budgets

Procurement

Human Resources

Technology

Management

Processes
Project Management /SDLC

Enterprise Architecture

Corporate Strategic

Management

Processes

Strategic business

planning

Capital planning and

budgeting

:Business

Strategies

IT

Action

Business

Results

Plans:  Establish business requirements and

IT solutions based on business strategy

Resources:  Justify and prioritize programs

and projects based on business strategy

Operationalizing:  Establish budgets, plans,

and metrics based on business strategy

EXHIBIT 7.4 Value Chain Connections to Other Processes
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vant performance measurement programs that insure that plans are put into

action and that the actions have a demonstrable impact on achieving the busi-

ness’ strategic intentions. This undisciplined management of resources results in

the continuous erosion of planned strategic resources. As a result, many of IT’s

activities remain disconnected from the company’s strategic intentions, and IT’s

overall contribution to the business is much smaller than it could be.4

IT Impact Management’s Approach to “Company Processes”
IT Impact Management solutions emphasize directly engaging the process 

owners of the relevant process—be it corporate, technology management, or

Operations Management—in the evolution of Right Decisions/Right Results

developments. In particular, these process owners have to see how our approaches

address the problems and concerns they have (the optimal solution) while not

threatening to change or impact their processes needlessly.
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Process
Owner

Their Objectives, Problems, 
and Concerns

Right Decisions/Right 
Results Connections and 
Solutions to their
Objectives and Concerns

Strategic
Business
Planning

Capital
Planning and 
Multiyear 
Budgeting

Corporate
Strategic 
Management
Processes

Other
Processes

Project
Management/ 
PMO

Enterprise
Architecture

Technology 
Management
Processes

Other
Processes

Budgets

Procurement

Human
Resources

Operations
Management
Processes

Other
Processes
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The table in Exhibit 7.5 provides a starting point for connecting the use 

of NIE practices to the objectives of the owners of corporate, technology, and

management processes. This table is, of course, unique to each given company

situation. It is a useful exercise to complete the table in order for a company to

see exactly how to proceed.

The table provides for other processes as well; each company is likely to

have other process owners in addition to those we have suggested. Also, we do

not mean to ignore the key CxO offices such as CFO and COO. Typically, they

are equally interested and may even be the process owners in some cases.

The five NIE practices,5 applied in connection with a company’s manage-

ment processes, are the critical steps in creating the integrated Strategy-to-

Bottom-Line Value Chain that is required to produce bottom-line impact and

control IT spending. Implementing them begins with the process owners.

Practical Problem 5: Management Expectations

Company managers expect simple ROI-based measurement of costs and benefits.

A contributor7 to our thinking about this book said it well: Senior managers

want the issues about IT investments to be simple, and they want the issues

expressed in simple financial terms. What are we going to spend, and what will

our return be? Unfortunately, much of the complexity around IT planning and

management has grown up because existing management practices have made

things appear complicated. We have to provide the simplicity and still respond

to management expectations for financial returns from IT.

From the very beginning of IT in business, we have experienced a dichotomy

between the immediate cost and revenue aspects of IT justification (a hard-line

view of ROI) and the “strategic” or “infrastructure” aspects of IT justification.

This means that a proposed investment may not have an easily or credibly cal-

culable ROI, even though the investment enables others (managers, business

units) to themselves reduce costs or improve revenue.

Often, this latter view is framed in “intangible benefits” terms. The tangi-

ble effect may well be to increase IT costs, but the benefits of customer satis-

faction, or quality, or time-to-market are expected to reduce costs or improve

revenue. When management expectations are solely focused on financial out-

comes, the senior management team may take a relatively passive view, review-

ing investments and ongoing IT spending solely on a restricted justification basis

like ROI. 

We do not take sides in this. Making a good financial case for an individ-

ual IT investment is always good. But using ROI as the sole basis for deciding

on the development portfolio, or as the only arbiter for the ongoing lights-on

budget, will not produce the best decisions. 

We recommend that management teams always use strategic intentions to

express their business goals, and then aggressively link the IT investment portfo-

lio to those goals. This is more effective than relying solely on financial measures
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for making better decisions. The right decisions means basing decisions on what

is important to the business and the management team.

IT Impact Management’s Approach to “Management Expectations”
A business case for an individual project may rely largely on ROI calculations.

But to fully understand the right decision to improve IT impact on the bottom

line, we must consider how the management team expects to improve the bot-

tom line. This is strategic intention, and IT does best when it directly supports

those intentions. Focusing on strategic intentions keeps the process simple and

understandable.

Practical Problem 6: It Ain’t Broke

Business and IT managers get what they need from current processes, and they
resist new processes that appear to make it more difficult to obtain what they need.

In most situations, managers have adapted to the processes that currently

exist. Managers who can effectively use politics and personal relationships, or

even use the “loudest voice” method, are generally comfortable with the exist-

ing situation and do not welcome changes in the process. They have worked out

ways to get what they need and, therefore, resist new processes that may appear

to make this more difficult. This also extends to related process owners such as

corporate budgeting, enterprise architecture, systems development managers,

and computer support managers. They have all worked out ways to do what they

perceive they need to do, using current ways of doing business.

It is no surprise, then, when Right Decisions/Right Results process changes

like prioritization and alignment are perceived not as solving their problems but,

rather, as adding to them. One of our colleagues has remarked that “managers

will always gravitate to the fastest/shortest path to money.” This means that

when managers need support for applications or new development projects,

they will circumvent any complex or potentially unresponsive (to their specific

needs) process and go directly to the source, rely on personal relationships, or

work through their own hierarchies to find the necessary funds.

Of all the practical problems, this is perhaps the most direct and most

threatening. We can talk about culture and disconnected processes and so forth

(which are, in fact, real practical problems), but if we cannot control this prob-

lem, nothing good will happen.

IT Impact Management’s Approach to “It Ain’t Broke”
The pain of the solution must be less than the pain of the problem. IT Impact

Management works to help management understand that much of the current

pain is hidden from the organization, with suboptimal business impact and

higher IT costs than would occur using integrated, coordinated processes. A

major part of this is establishing the business reasons behind the adoption of the
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Strategy-to-Bottom-Line Value Chain and the NIE practices. When senior man-

agers understand the costs (both dollars and organizational inefficiencies) of

existing processes, implementing changes becomes easier. 

Practical Problem 7: Multiple Perspectives

The company does not speak with one voice.

Even small companies have the problem that different parts of the business

have different views of priorities and the best role for IT to play. Larger organ-

izations have multiple business units and functional organizations. Conse-

quently, IT often has to work for multiple and inconsistent business units. A lot

of this is a management culture that encourages autonomy and resists coordi-

nation. Much is structural as well, where the company itself does not recognize

the inconsistencies among business units or treat them as important problems

to resolve. For such companies, IT governance and decision-making processes

are largely incapable of connecting IT to business strategy. Instead, typically, the

loudest voices determine direction and priorities.

For example, a large government agency has several operating divisions and

functional divisions, all competing for IT resources from the same IT service

organization. Even though division management is involved in IT governance,

and prioritization processes require consensus across divisions, the result is most

often determined by political clout or maneuvering, rather than connection to

strategy. In this case, IT is forced to function as the referee and, in effect, make

priority decisions on behalf of the agency.

This is a problem that is often larger than the business/IT processes we are

discussing; it involves business and IT governance issues as well. The problem

has two related aspects. First, there may be little agreement among senior man-

agers about the basic strategic intentions of the business. Second, partly because

of this, decision making and resource allocation operate separately within the

silos of the company. IT decisions, however, tend to cross those silos, certainly

with common infrastructure and enterprise-wide information requirements, and

likely in business processes that benefit from cross-silo participation and infor-

mation sharing.

This is more than just a practical problem. This problem also underlies the

fundamental practical difficulties in attempting to change the basis for making

right decisions.

IT Impact Management’s Approach to “Multiple Perspectives”
IT Impact Management addresses the single-voice problem by focusing on man-

ager participation in NIE practices. The problem always is getting management

to participate and to believe in and follow in the results. These are the prob-

lems that IT Impact Management is intended to solve.

It is too easy to expect changing management practices, or adopting new

practices, to be simply a matter of telling managers what to do. Giving managers
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a users manual, or a practice definition, or a good-looking diagram is attractive,

but it is not effective. The practical problems are real and substantial and need

effective solutions. Unless these problems are solved, the company’s investments

in IT, and the IT organization’s activities, will not be consistent with business

strategies; and the company will not get the right bottom-line impact from IT.

THE ROLE OF IT IMPACT MANAGEMENT 8

IT Impact Management helps companies and managers decide how best to move

forward with Right Decisions/Right Results and the NIE practices. The IT Impact

Management framework addresses the key practical problems discussed in this

chapter. The result is a roadmap for managers to use to craft the specific solu-

tion for their company’s circumstances.

The goal of the roadmap is to provide guidance for “what’s next?” Because

companies, cultures, and circumstances are unique, there is no single right answer.

There are, however, general guidelines that can be followed.

IT Impact Management provides guidance in three ways. First, it provides

alternate methods to establish Right Decisions/Right Results goals for the com-

pany and to assess the company as-is and to-be with respect to IT management

processes. Second, IT Impact Management looks at the interactions with cor-

porate governance and corporate processes, and provides ideas on how to work

with the owners of those processes, Third, IT Impact Management defines a

“program” view for managers to adapt to their situations. This specifically deals

with the practical problems that have been described here.

◆ 

The solutions to practical problems and culture require common sense. 

We understand we have to work with the corporate budget practice, the

existing legacy of applications and infrastructures, the legacy of management

practices, and the existing management culture. Our message is that while man-

agement practices are important and making changes to them is critical, suc-

cessfully addressing these practical problems is not just a mechanical process.

People are involved, and pragmatism is vital.
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Management Process—Desired
Outcomes

Business—Desired Outcomes

IT Impact 
Management

Business and IT management teams 
execute the processes that improve 
IT’s contribution to business 
performance.

The total IT spend is effectively 
controlled. IT’s contribution to bottom-
line impact is improved.
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If No, What Is
Yes or Our Plan for 

Management Question No? Correcting This?

Do we have the practical problem of process disconnects?

Do we have the practical problem of legacy mind-sets and 
entitlement expectations?

Does our culture impede business and IT managers from 
playing the roles they need to?

Can our IT management processes work well with corporate 
processes such as budgeting?

Do our managers expect the wrong things?

Are our business managers so comfor table with the way 
things now work that they will resist any significant change?

Can our business managers speak with one voice about their 
needs and what IT should do to satisfy them?

TACKLE THE PRACTICAL PROBLEMS: 
MANAGEMENT AGENDA

Tackle the Practical Problems: Management Agenda 127

The balance of the book provides answers to the “What is our plan for cor-

recting this?” statements.

ADDITIONAL READING

Additional information can be found in Website Note 8, “Gap Analysis: Clos-

ing Disconnects between Business and IT,” and at the back of this book in

Appendix A, “The Role of Enterprise Architecture in Right Decisions/Right

Results.”

NOTES

1. In Chapter 11, we suggest a Culture Management approach to help deal with

the problems. In Chapter 12, we introduce the Business Value Maturity Model�
as a way to calibrate a company’s as-is and establish to-be goals for adopting the

Value Chain and NIE practices in the company.

2. Our colleague Mike Luby of USAA Bank calls this a “mind legacy.”

3. Chapters 8, 9, and 10 describe these practices and frameworks and, at the same

time, address these critical cultural, motivational, people, and political issues.
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When we introduce Culture Management in Chapter 11, we explicitly address

possible solutions and strategies for getting at the underlying people problems.

Right Decisions/Right Results is, fundamentally, an approach for setting the cul-

ture rather than simply a mechanical set of practices and tools.

4. We discussed this problem in Chapter 6 when we introduced the details of the

Strategy-to-Bottom-Line Value Chain, the deliverables, and the interactions with

the corporate business processes. This is just one example of the kinds of dis-

connects that exist. 

5. The detailed solutions to the Company Processes practical problems are covered

in Chapters 8, 9, and 10, for each NIE practice.

6. Government and nonprofit managers expect financial returns such as ROI as

well, but they are also concerned about IT’s impact on mission performance. The

practical problems described in this chapter, and their solution, apply just as

strongly to government and nonprofit organizations.

7. Conversation with Cecil Smith, Duke Energy.

8. We explore IT Impact Management in more detail in Chapter 13, “Define What’s

Next.”
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Make the Right Decisions

This chapter introduces the Prioritization and Alignment NIE practices that 

enable and support management decision making about new IT investments

and existing IT resource allocations. Prioritization looks at new IT development

alternatives and ranks them by busi-

ness impact. Alignment looks at ex-

isting IT activities and assesses their

effectiveness at supporting the busi-

ness in the existing environment.

The underlying decision-making

philosophy is that company resources

devoted to IT are finite. As a con-

sequence, choices have to be made

among alternatives: there aren’t enough

resources to do everything, so choices

have to be made as to which things

will be funded and which things will

not. This is the crucial point. We are

not using a “hurdle rate” or strong

business case to justify individual proj-

ects or ongoing expenses. That is, we

are not trying to make a specific go/

no-go decision about a specific project

or line item. We proceed as though

every potential project or individual

lights-on line item has been based on an appropriate business case. Rather, the

problem is to choose among the desirable alternatives that exist in a project port-

folio or a lights-on asset pool. “Make the right decision” means choosing the

best alternatives, those that will improve IT’s bottom-line impact. At the same

time, by positing that resources are finite, we enable management to exercise

appropriate control over IT spending.

The right decisions are those that improve IT’s bottom-line impact and con-

trol IT spending. We are concerned about the entire IT spend, which includes

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 8

➤
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new investment in development and enhancement projects, and the ongoing

lights-on operational budget. (Note that we include both total capital for proj-

ects and expense items when we say IT spend. Fundamentally, we are interested

in the overall cash flow that IT requires, rather than the details of accounting

decisions. Because many IT expenses are sometimes “hidden” by their account-

ing treatment (leasing, capitalization, etc.), we prefer to deal with the amount

of cash that the company will need to lay out in the budget period, rather than

the accounting impact to the bottom line.)

One major purpose of the Prioritization and Alignment decision-making

support tools is to give management a complete view of the new investment and

lights-on budget alternatives and indicate which alternatives have higher bottom-

line impact or control IT spending more effectively. A second major purpose is

to fully engage business and IT management together in making IT investment

decisions. A desired outcome is, as we stated in Chapter 5 in the discussion of

Goals and Principles, that “business and IT management have a common, con-

sensus view as to the role of IT to achieve business strategic intentions.” Their

participation in the decision-making processes, using Prioritization and Align-

ment, are a large part of achieving that goal.

THE MANAGEMENT CONTEXT FOR 
“MAKE THE RIGHT DECISIONS”

Affordability and Impact are key to making the right decisions about new invest-

ments and ongoing lights-on expense budgets (see Exhibit 8.1). Prioritization
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Plan

Strategic IT Planning Annual IT Planning

Business

The Business Enterprise: Lines of Business, Departments

Alignment/Assessment

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

Prioritization

EXHIBIT 8.1 Alignment/Assessment and Prioritization in the 
Value Chain
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and Alignment occur throughout the Strategy-to-Bottom-Line Value Chain. In

Chapter 2, we introduced the basic IT questions about affordability and impact:

Affordability Questions
� What can we afford to spend on IT?

� Can we reduce unnecessary IT costs?

� Can we redeploy expenses to support needed projects?

Impact Questions
� Are we investing IT resources in the right places?

� Do our business strategies drive our IT actions and produce bottom-line

impact?

� Are we getting bottom-line impact, and sufficient value, from our current

IT assets and resources?

� Are we balancing our strategic and tactical investments?

The answers are based on a comprehensive total portfolio assessment of

development and enhancement projects (prioritization) and the lights-on budget

(alignment). The key questions are whether the

IT development investment options make busi-

ness sense and whether the lights-on budget 

is the best way to spend scarce IT dollars. (We

continue to note that although most of the IT

money in a company is spent in the lights-

on area, as in the typical company IT spend

shown in Exhibit 8.2, management tends to

focus on the new investments in projects. We

recommend careful examination of both.)

That this comprehensive portfolio analysis

can address senior management questions about

IT spending is illustrated by comments from

three CEOs who participated in Prioritiza-

tion and Alignment activities. The first, when

shown an aligned lights-on portfolio based on

the specific business strategies for his company,

remarked, “This is the first time I’ve under-

stood what IT is contributing to our business

success.” The second, when working on the

prioritized portfolio which had more projects than the company had resources

to do them, asked whether work was proceeding on projects that fell below 

the affordability line. When told the answer was yes, he said, “Stop them. We

want to work on the most valuable projects, so put the resources from those

lower-value projects to the higher ranked projects.” The third, when shown the
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Lights-On,

typically 75%

of the IT Spend

Enhancement, typically

15% of the IT Spend

Development, typically

10% of the IT Spend

EXHIBIT 8.2 Total IT Spend
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prioritization results, commented on the new credibility of the portfolio’s con-

nection to business strategies and goals and then increased the budget available

to development.

Side benefits include giving a common view to the management team of all

IT projects underway, since the development portfolio displays the complete set

of projects, with connections to business strategy and goals. A second benefit is

to make resource assignments less of a political process (responding to the most

vocal manager) and more of a joint management team process.

ELEMENTS OF RIGHT DECISIONS

Decisions about strategies, plans, and budgets, where resource allocation is the

key outcome, occur throughout the management processes in the Strategy-to-

Bottom-Line Value Chain.

In all these cases, management needs to decide among alternatives and choose

the “best” use of company resources. Strategic decisions determine choices of

strategies and the use of IT to fulfill those strategies. Decisions during annual

planning determine the projects to be undertaken and the lights-on budget com-

ponents to be supported and used in operations. Decisions about budgets deter-

mine exactly how much should be spent in projects and lights-on. The possible

outcomes include:

Development Insure a high level of strategy support 

Projects Make stronger business cases

Minimize and/or mitigate business and technical risk

Balance the overall project portfolio

Enhancement Invest in applications based on strategic intentions

Projects Invest in well-performing applications

Balance the overall project portfolio

Lights-On Squeeze out poor performing applications

Reduce support of underutilized applications

Understand where costs are, and control them

While Prioritization and Alignment highlight these outcomes, the final deci-

sions occur in the context of the management processes portrayed in generic

terms in Exhibit 8.3. Budgets define the lights-on expenditures and the overall

project pools. Annual project plans define the selection of projects to be done,

based on factors like scheduling, skills available, and required sequencing. Strate-

gic plans define the basic directions for development projects and building infra-

structures.

But the overall purpose of right decisions is to be sure that the lights-on and

project budgets are at the right levels and that the choices within the lights-on

132 MAKE THE RIGHT DECISIONS
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and project budgets support the strategic directions of the company. Right 

decisions should lead the company into the IT Improvement Zone, where IT

spending is effectively controlled and IT’s bottom-line impact is improved. See

Exhibit 8.4.
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Projects

IT

Annual

Plan

Projects

Budget

Lights-On

Budget

Corporate

Strategic

Planning

IT Finance

IT Procurement

IT Measurement

Systems Development

IT Planning

Business Unit Planning

Strategic

IT Agenda

Strategic

IT

Requirements

Strategic

IT Plan

Enterprise Architecture

Project Management (PMO)

Decisions
Decisions

Project

Plan

Procurement

Capital Budget

Measurement

Budget

Decisions

Business

Unit

Annual Plan

EXHIBIT 8.3 Decision Points in the Value Chain Management Processes

IT Improvement

Zone

Higher

Cost

Lower

Cost

Higher

Impact

Lower

Impact Bottom-Line

Impact

Cost

Today’s

Situation

Reduced Cost:
Lower Cost
Same (current) Impact

Higher Growth:
Higher Cost
Higher Impact

Sweet Spot:
Lower Cost
Higher Impact

Stable Cost:
Same (current) Cost
Higher Impact

EXHIBIT 8.4 IT Improvement Zone
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The Use of Strategic Intentions

Making right decisions is based largely on connection to strategic intentions.

Earlier chapters established the importance of strategic intentions; here, we

apply them in prioritization and alignment.1 Exhibit 8.5 gives an example of

strategic intentions for a particular company. These would then be applied to

Prioritization and Alignment.

134 MAKE THE RIGHT DECISIONS

The Use of Prioritization and Alignment Assessments

The context for “Make the right decisions” is resource allocation. For Priori-

tization, the resources are allocated to new IT projects. For Alignment, the

resources are the lights-on budget allocated to the applications, infrastructure,

services, and management components of the company’s existing IT activities.

Resources can be funds, staff, or both.

In both cases, the notion of a right decision is directing the allocation of

finite resources to the projects (Prioritization) or lights-on budgets (Alignment)

that have the greatest potential bottom-line impact. A number of factors enter

into the assessments that support such decisions, such as risk, quality, service-level,

performance metrics, and status of the technology (e.g., obsolete, unsupported,

Strategic Intention Description Goal Key Metric Wt

Wholesale Market 
Share 

Attract, retain, and 
provide high-quality 
service to wholesaler.

Strengthen the 
product line available 
to dealers.

Build the relationship 
based on wholesaler 
financial incentives.

Wholesale market 
share

Wholesalers’
satisfaction

50

Retail Market 
Share

Attract, retain, and 
provide high-quality 
service to end 
customers.

Improve ease of 
doing business.

Provide effective 
products and 
financial incentives.

Retail market 
share

Customer 
satisfaction

20

Securitization/ 
Funding
Efficiency

Capability to 
securitize 
receivables.

Reduce cost of funds. Time to market

Cost of funds

15

Reduce Losses/ 
Improve Portfolio 
Quality

Receivable portfolio 
quality and collection 
efficiency.

Reduce collection 
losses.

Improve collection 
efficiency.

Collection losses

Wholesale losses

Residual losses

10

Reduce 
Administrative 
and Operating 
Costs

Management and 
performance of all 
organizations and 
functions.

Reduce the total cost 
of doing business.

Administration
percent of revenue

5

EXHIBIT 8.5 Examples of Strategic Intentions
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etc.). The Prioritization and Alignment practices offer many options for deci-

sion factors to include in the process, to match the requirements of the man-

agement team making resource allocations.

Furthermore, the right decision framework emphasizes broad business man-

agement participation in the decision-making process and applying portfolios

that cover 100 percent of the IT spend, representing both new development and

the ongoing lights-on budgets.

If the alternative projects or lights-on line items are so compelling that the

finite resources are determined to be inadequate, the management team can

increase the resource pools available. The right decision framework assumes that

IT is competing for resources against every other possible use of company re-

sources. When confronted with a candidate pool of projects that, together, rep-

resent tremendous potential bottom-line impact, the management team is capable

of comparing that against the other demands on resources. This is a very impor-

tant aspect of the Right Decision/Right Results approach.

Right Decisions: Development and Enhancement 

Consider a set of proposed IT investments for a manufacturing company. Through

a planning process, a set of strategic IT requirements2 has been identified. The

business organization, with the assistance of the IT organization, has produced

a set of proposed projects based on those strategic IT requirements. These proj-

ects are put forward as the starting point for an annual project plan. Each proj-

ect has a defined and acceptable business case.

Using the Prioritization Practice instruments and processes (described below),

each project is assessed against business strategic intentions. This company also

has chosen to assess the risks to success associated with each project. In this case,

a higher Risk number means lower risk and higher potential for success.

Exhibit 8.6 shows the projects sorted in bottom-line Impact sequence. This

sequence is the outcome of assessing each project against business strategic

intentions. The exhibit also shows the results of the risk assessment. In this case,

the company has chosen to combine all risk assessment categories into one sin-

gle number. The higher the number, the higher the risk. The Dependency col-

umn identifies projects that have interdependencies. The Portfolio column

indicates the business portfolio classification.

Exhibit 8.7 graphically displays the results, showing Risk (a higher number

means lower risk, greater potential for success), Bottom-Line Impact, and Cost

(the size of the bubble). Using this, management can discuss which projects to

include in the annual project plan. Assuming that resources available will not

cover all projects, some projects will need to be put on hold. 

Exhibit 8.8 displays the projects in a portfolio view. This gives management

insight into the relative investments in the specific portfolio categories such as

strategic or business infrastructure. We identified several kinds of portfolio clas-

sifications in Chapter 4; here, the company chose the strategic-to-infrastructure

classifications.
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Full Project Name Impact Risk Cost Dependency Portfolio

Customer Information System 326 7 892 Strategic

Plant Information System 320 46 2,382 Business Infrastructure

Commodity Code 311 3 654 New Strategy

Marketing—Shipping 301 14 447 Business Infrastructure

Genesis Installation 293 3 213 New Strategy

Manufacturing Management and 
Planning System

269 40 8,523 Strategic

Product Costing 258 47 333 Business Infrastructure

Replacement Genesis Analysis 237 36 2,099 8 Mandatory

Maintenance Review 233 28 112 Business Infrastructure

Automated Purchasing 229 4 395 Business Infrastructure

Marketing and Sales Region/AR 222 17 433 New Strategy

Laboratory System 222 13 803 Mandatory

Genesis Installation 207 59 1687 8,13 Strategic

Bar Coding in Stores 203 31 3,594 Mandatory

Manufacturing Data Management 198 51 4,016 New Strategy

Procurement 196 10 998 Business Infrastructure

Maintenance Deployment 180 16 1,307 New Strategy

Manufacturing Interfaces 178 59 5,618 Business Infrastructure

Maintenance Planning and Control 163 42 4,334 Strategic

CMMS—Implementation 162 21 158 Mandatory

Quality Management Operator 122 35 297 New Strategy

Total 28,421 Strategic

EXHIBIT 8.6 Development Investment Portfolio

Risk/Impact Analysis, with Cost
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EXHIBIT 8.7 Project Portfolio for Decision Making
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Right decisions is a management process of assessing the projects against

business strategic intentions for bottom-line impact, risk, and other factors. The

process permits the management team to holistically consider all possibilities

and choose those best for the company, based on all the considerations included

in the assessments. The Prioritization result itself is not the final decision on the

projects. Prioritization is part of the decision-making process that creates the

project plan from the candidate list of projects. The Prioritization exercise gives

management the tools to make the decisions.

Prioritization deals with projects after they have been developed and busi-

ness cases have been prepared; it does not help in developing new projects to

satisfy business needs. Whether “better” projects are needed, and whether they

can be created, is an issue of planning (see Chapter 9). Furthermore, prioritiza-

tion does not in itself improve project business cases. (See the section on “Impli-

cations for Business Cases” below.)

Right Decisions: Lights-On Budgets

Right decisions for the lights-on budget is a management process that exam-

ines the investment strategies for each line item in the budget. Two questions

are asked. First, is the level of budget support appropriate to the application?

For example, if costs are too high for the alignment/quality of the application,

then the application might be abandoned, or support levels reduced. Second,

should the application be replaced through outsourcing, acquisition, or design/

development?

Consider a company that has classified its complete lights-on budget into

the four basic asset pools: applications, infrastructure, services, and manage-

ment. This classification accounts for 100 percent of the IT spend other than

projects (development and enhancement). Each asset pool is then described in

a set of line items that make up the asset pool. For example, for applications,

each line item is a separate application that the company uses.
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Spending by Portfolios

Strategic

39%

Mandatory

17% New Strategic

18%

Business

Infrastructure

26%

EXHIBIT 8.8 Balancing the Portfolio
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In the following example, the business leadership team is exploring the

investment strategies for applications. (See Appendix B for an explanation of the

members of this team.)

The business leadership team has assessed each application for alignment

(connection to strategic intentions), service-level and quality, and intensity of

use. (Exhibit 8.9 shows the applications together with annual cost and the

assessments.) Alignment is the relationship of each application to business

strategic intentions. Intensity of Use indicates how widely the application is

used in the company and how important it is to the users. Service Level and

Quality indicate availability, reliability, functionality, and so forth. Cost is sep-

arated into operational costs (e.g., datacenter and infrastructure) and mainte-

nance/support costs (e.g., the personnel assigned to keep each application

running). The Alignment practice description later in this chapter explains the

management processes and templates used in these assessments.
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Application Alignment Quality
Intensity
of Use

Personnel
Cost

Operations
Cost

General Ledger 3 3 3 650 1,100

Management Reporting 1 5 5 290 450

Customer Service 4 2 2 1,400 750

Call Center Support 4 4 5 2,300 2,700

Premier Reconciliation 2 5 2 1,750 3,100

DBIS 5 2 2 265 750

Sales Force Toolset 5 2 4 395 800

DB Overbooking 3 5 1 480 520

Traffic Control and Reporting 1 3 1 1,600 2,150

Min/Max Support 3 3 1 250 690

CIS Statements 4 2 3 250 420

Auto Transfer System 2 2 5 1,100 650

Fund and Balance 2 2 2 950 130

TRACON 3 5 4 490 710

Rebate Management 5 3 1 1,600 1,930

CANNON II 3 3 1 100 50

Total 13,870 16,900

EXHIBIT 8.9 Portfolio Assessments for Intensity of Use and Service
Level/Quality

In Exhibit 8.10, we portray the Alignment, Quality, and Personnel Cost

together in order to examine whether the allocation of personnel is appropri-

ate considering the Alignment and Quality of each application. Managers can

see immediately the level of spending for each quality level and for each level

of strategic intention support, and begin to frame questions about why money

is being spent in some areas (e.g. low quality, low strategic intention support)

and not in other areas (high strategic intention support, for example).

Taking the analyses to another level, we can look at combinations of strate-

gic alignment and quality, for example, to help the business leadership team
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identify specific reallocation or abandonment opportunities within the lights-

on budget. 

Five investment strategies address applications that fall in various alignment/

quality pairings (see Exhibit 8.11). By examining the combination of alignment

and quality for each application, management can make specific investments

decisions, based on bottom-line impact on the business, about where lights-on
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Personnel Cost of Applications ($000)

Alignment/Quality Pairs

290
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EXHIBIT 8.10 Portfolio Assessment for Decision Making

Investment Category Investment Strategy

Abandon

Alignment is low

Applications should be 
abandoned.

Crisis

Alignment is high (4, 5)
Quality is low (1, 2)

Applications are candidates for 
new investment to improve 
quality, especially with high 
alignment (new projects).

Noncritical, Stabilize

Alignment is moderate (3)

Alignment is moderate. Spend as 
little as possible on maintenance 
and enhancement.

Improve Only as Needed

Alignment is high (4, 5)
Quality is moderate (3)

Although alignment is high,
quality is adequate. Spend 
money only in emergency or 
as resources are left over.

Excellent, Monitor

Alignment is high (4, 5)
Quality is high (4, 5)

Monitor applications for quality 
issues. Spend money to maintain 
quality levels, but new investment 
is likely not necessary.

EXHIBIT 8.11 Investment Strategies for the Lights-On 
Application Portfolio
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Overall, the business leadership

team, in viewing the complete appli-

cation asset pool, can determine how

well the lights-on budget is perform-

ing. As an example, Exhibit 8.13

shows the relative alignment of all

line items; this indicates the relative

amount of lights-on in direct sup-

port of business strategic intentions.

As in prioritization, the lights-

on alignment and alignment assess-

ment processes do not make the

decisions. The business leadership

team does this, using the tools and

assessments provided.
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5690

2310

1970

1600

2300

0
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Excellent, Monitor

EXHIBIT 8.12 Investment Decisions within Lights-On Application Portfolio

Weak Support

 $12M, 39%

Strong

Support

 $13M, 42%

Moderate

Support

$6M, 19%

EXHIBIT 8.13 Alignment of Lights-On
Applications Portfolio

dollars should be increased, where expenditures can be reduced, and where invest-

ment will have the greatest impact on the business. See Exhibit 8.12.

Note that this directly supports our overall objective of controlling IT spend

and improving (and maximizing) bottom-line impact. It is through such reallo-

cation or abandonment decisions that we can improve the performance of the

overall lights-on budget. We highlight only two possibilities here; others include

additional support for applications that are in crisis but are also high in align-

ment, and therefore deserving of improvement. Personnel currently in stable

noncritical categories (candidates perhaps for reallocation) could be pointed at

the applications in crisis.
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MAKE THE RIGHT DECISIONS: TWO NIE PRACTICES

This section describes the details of the two decision-making practices: Priori-

tization and Alignment These descriptions emphasize the steps followed and the

participation of the management team. Each is described on a stand-alone basis;

that is, it can be implemented by a company without requiring any of the other

NIE practices or other elements of the Strategy-to-Bottom-Line Value Chain.

Each practice enables the management team to control IT spending (by setting lim-

its on the affordable amount that can be spent on IT) and improve IT’s bottom-

line impact (by choosing the best projects or most productive line items in the

lights-on budget.)

Who Does the Assessments?

Both the Prioritization and the Alignment practices anticipate that business man-

agers will do the assessments. Ideally, this is the best and most effective approach.

However, some companies are not able to do this at first. We deal with this

issue in the Maturity Model in Chapter 12, where the maturity of the organi-

zation is a key factor in determining how well the NIE processes are being done.

As a practical matter, a company may go thorough stages. Much depends

on internal politics and the relationship with the business management group,

and how much change is possible in process and management roles. Over sev-

eral budget and planning cycles, we have seen companies progress as follows:

1. IT or business manager does the assessments individually.

2. IT and business manager do the assessments together.

3. Business Management Group does the assessments as a group.

4. Business Management Group does the assessments individually.

The Prioritization and Alignment practice descriptions below answer the ques-

tion “who does the assessments” with answer 4 above.

THE PRIORITIZATION PRACTICE

Business-based prioritization is the tool for assessing the bottom-line impact of

IT projects and assigning resources to the most valuable. It answers a funda-

mental management question:

How does the company make technology investment decisions, and how can
it develop business management consensus on where these investments should
be made?

Companies want to allocate limited resources (dollars, people, time, and

management attention) to initiatives that will produce the greatest return to the
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enterprise. While there are several prioritization methods being used in IT today,

the issue goes beyond determining if individual projects contribute to the enter-

prise’s financial or strategic success. Management faces a number of serious

questions about how it is assigning IT resources:

� Are IT investments strongly connected to strategic intentions?

� Is the company putting its IT resources into the areas most valuable to the

company?

� Is there a partnership between IT and business management for making IT

decisions?

� Does company management understand where IT investment resources are

going?

� Are IT investments described in business terms?

The next step is to develop a process—and, more importantly, a philoso-

phy—that embraces the following principles:

� Bottom-line impact is based on an initiative’s predicted impact on strategic

intentions (which can include ROI calculations as one component).

� Business management is responsible for assessing the bottom-line impact of

IT initiatives.

� Business managers should understand fully the business impact of all of the

IT initiatives, not only the ones in their area.

� Investments are assessed individually but prioritized as a complete set across

the business unit.

� Investments are described in business terms, addressing the business issue,

business requirements and risks, and return on the investment.

The Prioritization practice focuses on assessing the business value, in terms

of bottom-line impact, of proposed IT investments. On its surface, Prioriti-

zation addresses a straightforward question: Which of the proposed IT invest-

ments provides the most return to the company, when assessed by their intended

impact on strategic intentions? In practical terms, this is a much more com-

plicated issue, requiring answers to other questions, such as what is assessed,

who assesses, against what, how often, and how are resources assigned? These

questions occur throughout the Strategy-to-Bottom-Line Value Chain. See Ex-

hibit 8.14.

In the past, companies have equated return with ROI, which limits the bot-

tom-line impact assessment to financial (and, in many cases, questionable) jus-

tification. In the Right Decisions/Right Results culture, return includes not only

financial justification but also an investment’s potential impact on the enter-

prise’s strategic intentions.

142 MAKE THE RIGHT DECISIONS

c08.txt (129-166)  1/7/04  2:59 PM  Page 142



Process Overview

In its simplest form, Prioritization engages the business managers of an enter-

prise in assessing the bottom-line impact of proposed IT initiatives using the

same yardsticks for every project. Risk assessment may also be included in the

assessment. The result is a prioritized ranking of projects with which manage-

ment can rationally allocate resources to the highest value initiatives.

Mechanically, the process involves five steps:3

1. First, the process engages senior managers in defining the strategic inten-

tions for the company, assigning a relative weight for the importance of each

and coming to a consensus on the definitions and scales with which IT proj-

ects will be assessed. Through this consensus-building step, senior managers

can be assured of consistent interpretation of strategic intentions, while sig-

naling the organization that IT initiatives will be assessed fairly, consistently,

and from an enterprise perspective.

2. All IT projects are described in business terms in a short, consistent way,

providing a single source description for all proposed IT initiatives. The

business sponsor of each project is responsible for this description. In this

way, the company has a complete, business-oriented view of its IT initiatives.

Note that the process requires a short, “one-pager” description of each

project. Often, a company finds that the creation of these one-pagers, put

together as a complete portfolio, is an important side benefit to doing

prioritizations. For example, one CEO remarked that this alone more than

justified the effort, as it substantially increased his management team’s

understanding of IT and what it intended to accomplish for the business.

3. Using a defined cause-and-effect scale for each strategic intent, managers assess

the predicted impact of every initiative on each of the strategic intentions.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Plan

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

Prioritization

Strategic IT Planning Annual IT Planning

Business

The Business Enterprise: Lines of Business, Departments

EXHIBIT 8.14 Prioritization in the Value Chain
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Managers are looking at cause-and-effect relationships between projects and

strategic intentions: If we do this project, what impact will it have on each

of our strategic intentions? Each manager must assess all projects. This step

results in wide understanding in the business managers of all IT initiatives,

how they relate across all parts of the business, and their impact on the

strategic intentions.4 For the simple example shown here, each initiative is

assessed for impact on the strategic intention (the Impact column.) In addi-

tion, each initiative is rated for business and technical risk, and the resources

required are identified. In this case, the company believed the scarcest re-

source was its professional IT staff, not dollars.

4. In a joint forum, the assessing managers review all assessments. This allows

for open discussion of different assessments and subsequent consensus

development of the resulting priorities.

5. IT develops a proposed project plan based on priorities, resource con-

straints, and scheduling dependencies.

Result

The overall result is an across-the-board understanding of IT’s complete efforts,

their impact on strategic intentions, and the resources required to move for-

ward. Most important, the process foments change in the underlying manage-

ment culture regarding IT. IT becomes a set of high-value initiatives, focused on

the business’s strategic intentions, with business management buy-in of the busi-

ness impact of IT efforts. (These results were discussed in the section on Right

Decisions: Development and Enhancement above.) With this portfolio assess-

ment, which shows overall value, cost, and the risks, the management team can

make its decisions.

The prioritization of IT initiatives is based on the cause-and-effect connec-

tion between the IT initiative and the strategic intention. We ask a specific ques-

tion: If we invest in this IT initiative, what will be the predicted effect on each

of the company’s strategic intentions? For example, if the IT initiative is a cus-

tomer information system, then its expected impact on cost reduction might be

minor; on supplier of choice, perhaps none; but on Acquisition Capability, the

impact might be a major component of what is required to acquire and inte-

grate a new company.

Prioritization is done through a structured assessment that carries out the

logic described above. Exhibit 8.15 shows the specific assessment of a proposed

customer information system, against strategic intentions.

By conducting such an assessment for the entire IT initiative portfolio and

applying the same tests to every IT initiative, the assessments can be compared,

which will yield a rank-ordered portfolio. It is this rank-ordered portfolio that

enables the senior management team to make decisions about resource alloca-

tion. While this example is a simplified example of the Prioritization practice,

note that the assessment of the application project shown in Exhibit 8.15

engages managers from several business departments.
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EXHIBIT 8.15 Prioritization Scoring for One Investment Project

The prioritization practice can include financial aspects of initiatives such

as ROI, risk factors, and the more elaborate forms of option theory that work

to quantify the estimates risks and financial returns. All of these are applied in

the prioritization rank-ordering process.

Note that, in the above prioritization scorecard, the strategic intentions are:

Strategic Intention Weight

Cost Reduction 25

Supplier of Choice 10

Targeted Market Growth 10

Acquisition Capability 10

Customer Cost 20

Standard/Best Practices 10

Capacity Increase 5

Product Mix Optimization 10

Total Weight 100

Appendix C, “The Development of Strategic Intentions, with Examples,” pro-

vides additional discussion of strategic intentions, their format and content, and

how they are developed.

Cultural Issues

The changes most needed around this issue are cultural. The Prioritization prac-

tice, while describing a process to assess bottom-line impact and assign resources,
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also helps to evolve the management culture to embrace these principles. While

the result of the practice is a ranking of projects, the long-term impact is a

change in culture that produces investment options that more effectively sup-

port the strategic intentions of the enterprise.

The definition of strategic intentions can include specific metrics for per-

formance measurement, specific targets within tactical and strategic time frames,

and weights that reflect the relative importance of each strategic intention.5

Using Factors Other than Strategic Intentions

The prioritization process described in the original Information Economics6

project assessment used a standard scorecard with 10 standard factors. These

factors fell into three categories, as shown in Exhibit 8.16, which illustrates how

two companies applied these basic categories in their prioritization process.
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Category Standard
Information
Economics
Management
Factors

Company One Example Company Two Example

A Return on Investment Internal Rate of 
Return

Profitability IndexMeasurable
Business
Performance

B Competitive Impact Effect on Market 
Share

Customer Satisfaction 

C Management 
Information

Connectivity and 
Decision Support

Product Shelf Life 
Improvement

D Strategic Alignment Quality Performance NA

E Competitive 
Response

Manufacturing Cycle 
Reduction

Empowered Employee

Management
Agenda
(connection
to business 
strategic
intentions)

F IT Strategic 
Alignment

Comprehensive
Management System

Point of Sale Global

G Project and 
Organization Risk

NA NA

H Definitional 
Uncertainty

NA NA

I Technical Uncertainty NA Project Milestone 
Achievements

Risk and 
Uncertainty

J IS Infrastructure NA Enterprise Network 
Installation

Total Weight 100 Total Weight 100

EXHIBIT 8.16 Examples of Company Decisions on Management Factors

Each company established weights for each factor; for Company 1, Factor A—

Return on Investment was 30 percent of the total weight. For Company 2, Fac-

tor A—Profitability Index was 25 percent of the total weight.

Companies should consider using financial factors if appropriate in addi-

tion to other strategic intentions as a part of the prioritization process. While
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companies ordinarily use only strategic intentions for prioritization (and align-

ments), using other factors, such as those shown in Exhibit 8.16, is supported.

Risk Assessment

We define “risk” as threats to the success of a project. We exclude the risk asso-

ciated with not completing the project, and the business risk associated with the

market, customer, or industry acceptance of the results of the project. We deal

with these issues as a part of the business strategic intentions for the company.

Some companies choose to use risk assessment as part of the prioritization

process. For them, the risk assessment scores, where a higher number is a higher

risk, is applied against the bottom-line impact number. Other companies choose

to make risk a separate assessment from bottom-line impact and to use tools like

portfolio presentations and bubble charts to present risk data to management.

Companies can adapt the original Information Economics risk factors in the

current NIE Prioritization Practice. The original Information Economics factors

were as follows:7

� Project or Organizational Risk: The degree to which the success of the proj-

ect depends on new or untested business skills or experience. This risk also

considers the degree to which the business organization is capable of car-

rying out the changes required by the project.

� Definitional Uncertainty: The degree to which the business requirements

are well defined and well understood, and accurately translated into demand

for information and application systems functionality.

� Technical Uncertainty: The degree to which the project is dependent on

untried technologies, and the degree to which the company possesses the

appropriate experience in designing and building applications with the tech-

nology.

� IS Infrastructure Risk: The degree to which the technical environment pos-

sesses the required factors of data administration, communications, project

management, and development.

Companies we have worked with have added the following risk assessments:

� Technical Risk: The degree to which the use of a particular technology

requires new management, analytical, or developmental skills. The risk fac-

tor includes whether the requisite skills are available from the vendor or

from the marketplace, and whether training or new hires can provide the

necessary technical expertise.

� Investment Risk: The degree to which other, non-project investments are

required to make the project successful.

� Project Management Risk: The degree to which project managers are avail-

able and capable of dealing with the project’s complexities, both technical

and organizational.
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Some companies choose several risk factors and then weight them accord-

ing to their specific circumstance. For example, a company in the commodities

business chose technical, investment, and project management risk and weighted

project management at twice the importance of the other two. This allows a

company to establish a risk portfolio for use in the prioritization process.

Implications for Business Case and Project Documentation

The documentation for a development or enhancement project is its business

case and “one-pager” for prioritization. The business case format should include

a description of exactly what the project expects to accomplish toward each

business strategic intention. Ideally, the project business case also references the

performance metrics expected to be affected. ROI or related financial measures

are an important part of the business case as well and can be included in the

decision factors used in prioritization.

Critical Success Factors: Right Decisions/Right Results 
Principles in Prioritization

Prioritization most directly supports the resource allocation and resource man-

agement principles, and indirectly supports the other Right Decisions/Right

Results principles. See Exhibit 8.17.

148 MAKE THE RIGHT DECISIONS

Goals Practice Principles

1. Actionable Strategic Intentions

2. Actions Tied to Strategy

Actionable,
Commonly
Understood Strategic 
Intentions 3. Common Understanding of 

Strategic Intentions

4. Business-Focused OutcomesThe Right Business 
Results from IT 5. Value-Based Resource 

Allocation

Management Culture 
and Consensus View

6. Role-Based Culture 
Management

Portfolios and 
Portfolio Management

7. Value/Portfolio-Based
Resource Management

The Right Actions 
and Results

8. Responsive to Change

EXHIBIT 8.17 Goals and Practice Principles

� Actionable Strategic Intentions: Value assessment as described requires clear

strategic intentions and assessment scales. Where strategic intentions exist,

creating assessment scales forces management to think about operational

and strategic impacts that can be used as measures. Where none exist, the
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process of “discovering” strategic intentions by distilling planning results,

budget decisions, business initiatives, and other indicators of a company’s

strategy force management to develop actionable strategic intention state-

ments that reflect the values of the business.

� Actions Tied to Strategy: Project assessment is based directly on the com-

pany’s strategic intentions. Consequently, management understands the

direct contribution (or lack) of each proposed activity and can choose those

that best support strategic intentions.

� Common Understanding of Strategic Intentions: Business and IT managers

reach consensus on the meaning of strategic intentions as a necessary part

of assessing bottom-line impact. In addition, creating and using the assess-

ment scales requires a common view of the way that initiatives can impact

strategic intentions, reinforcing the understanding of the company’s direc-

tion. Ultimately, business and IT managers share a common view of the

company’s direction.

� Impact-Based Resource Allocation: Clearly, this principle is the “sweet spot”

of prioritization. Using the results of prioritization, IT and business man-

agement can make resource decisions explicitly based on bottom-line

impact. While other factors are considered as well (skills availability, organ-

ization readiness, project interdependencies), the primary focus is connec-

tion to strategic intentions.

� Impact-Based Resource Management: This brief description has focused on

new IT initiatives. However, the process and philosophy is equally applicable

to investments in legacy maintenance, infrastructure, and any other categories

of IT. By combining these categories into portfolios and pooling resources

on the same lines, prioritization can be used to make sure that all resources

are being allocated to maximum benefit relative to strategic intentions.

� Business Outcomes: This is the second sweet spot for Prioritization. The

process and philosophy explicitly requires sponsors to describe initiatives

in terms of business issues and business outcomes. During assessment, the

only question that is relevant is: What is the cause-and-effect link between

doing this initiative and making progress on strategic intentions?

� Responsive to Change: Prioritization gives management a quick way to under-

stand the impact of business changes on its priorities. By changing the man-

agement factors to reflect new realities in the business, IT and business

management can immediately assess where priorities need to change, and

direct resources and schedule accordingly.

� Role-Based Culture Management: Prioritization requires business, not IT,

management to assess the bottom-line impact of IT projects. In addition, it

requires all business managers to understand the broad range of company

strategic intentions and all proposed IT projects. This change in role (for

most companies) changes the way business managers think about IT and its
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role in the company as a whole, and begins the process of breaking down

silo-oriented thinking relative to IT priorities.

Summary: Prioritization Practice

Prioritization is a critical step in moving from business strategy to IT action (see

Exhibit 8.18). By providing a common language (strategic intentions and cause-

and-effect linkages) for business managers to discuss and assess IT initiatives,

Prioritization promotes common understanding and consensus on what the

company should do with IT. More importantly, managers can assign resources

to the highest value projects, knowing that the assessment is based directly on

their views of the business impact of the initiatives.
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2: Innovation

1: Demand/Supply Planning
3: Prioritization

5: Performance
5: Measurement

IT
Actions

—
Business
Results

Business
Strategies

Portfolio Management

Culture Management

Supporting Practices

4: Alignment

Plans:

and IT Solutions 

Operationalizing: Establish Budgets, Plans

and Metrics based on business strategy

Resource Decisions: Justify and prioritize Programs

and Projects 

Establish Business Requirements

based on business strategy

based on business strategy

IT Impact Management: Strategic and Operational Effectiveness

EXHIBIT 8.18 NIE Practices in the Strategy-to-Bottom-Line Value Chain

THE ALIGNMENT PRACTICE

Getting business and IT aligned is a prerequisite for delivering IT value and is

on the critical path for using IT to improve business performance. Alignment can

be measured and, consequently, can be managed and improved. This can occur

throughout the Strategy-to-Bottom-Line Value Chain. See Exhibit 8.19.

While the Prioritization practice allows management to assign resources to

proposed IT initiatives based on bottom-line impact and connection to strate-

gic intentions, the Alignment practice does the same for existing IT applica-

tions and infrastructure. In most companies, IT resources dedicated to existing

activities far outweigh resources given for new initiatives. These resources are

rarely examined for continuing contribution to the business. The Alignment
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practice looks at these activities and assesses the cause and effect between exist-

ing IT activities and the company’s strategic intentions and operations.

One of the hardest things to do in any business is stop doing things that are

currently in place. Legacy systems and embedded infrastructure, in particular,

take on a life of their own, with little formal examination of their continued

value. However, every dollar, employee hour, and infrastructure resource that

is spent on existing activities is a resource not spent on new initiatives that may

have a greater value to the company. The Alignment practice provides a way to

look at past resource decisions in the light of present and future needs and to

free up resources from lower-value existing activities to be used for higher-value

initiatives supporting the existing strategic intentions.

When business managers ask whether the company’s IT resources are being

invested in the right place, what they really want to understand is whether there

is a difference between where IT’s energies are being applied and the real busi-

ness problems. This happens when senior managers are distant from resource

decisions, such as when investment decisions are made by middle-level supervi-

sors rather than managers, when maintenance and support overwhelm new

development, and when IT leadership resists reallocation to new business areas,

when business conditions change. 

The Alignment practice is divided into three parts. The first, called “Strate-

gic Alignment,” addresses the alignment of IT asset pools (applications, infra-

structure, services, and management) to the business strategic intentions. The

second, called “Internal IT Alignment,” addresses how well each of the four IT

asset pools are consistent with each other and, in particular, how well services and

infrastructure supports the application asset pool. The third, called “Functional

Alignment,” addresses the service level, quality, functionality, technology, and

intensity of use of each asset pool. (This third part is described in more detail

later.) 

The Alignment practice asks a fundamental question: Do the existing IT

activities promote or inhibit the company’s strategic intentions and operational

requirements? Each Alignment practice part addresses this question.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Strategic IT Planning Annual IT Planning

Business

Plan

The Business Enterprise: Lines of Business, Departments

Alignment/Assessment

Lights-On

Budget

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

EXHIBIT 8.19 Alignment/Assessment
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Establishing the Portfolios and Costs for Alignment

Properly establishing the portfolios for use in the Alignment practice is a criti-

cal step. In Chapter 4, we discussed the basis for development of portfolios in

the lights-on budget, and gave some examples of line items within each. Here

we reemphasize the importance of selecting the right line items. For applica-

tions, the key issue is granularity. Ideally, an application portfolio will contain

30 to 50 line items. This means that, for larger companies, applications will be

clustered (e.g., the payroll application contains all of the various reporting ele-

ments). For infrastructure, the key is determining the basic infrastructure serv-

ices (e.g., platforms, networks, e-mail).

For all four portfolios, identifying cost for each line item is the single most

critical action. We do not propose a completely detailed cost accounting nor a

thorough activity-based costing. We look for costs in the 80 percent accuracy

range. This is more than sufficient to drive the data analysis and decision mak-

ing that needs to occur.

Exhibit 8.20 shows an example of the four portfolios for a company, with

annual costs included. This is the level of portfolio development that makes the
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Services

Applications

Management

Infrastructure

Service Annual Cost 

Help Desk   4,285,600  

On-site Desktop Support  1,029,600  

Electronic Report Distribution  550,000  

Report Distribution 12,932,000  

Job Scheduling  5,526,400  

Notes Administration including e-mail  730,800  

Hardware/Software evaluation  695,200  

Telephone Support   1,012,000  

Internet Support  3,400,000  

Training (PC and other)  1,806,490  

Procurement process   413,600  

Records Management  460,560  

User hardware maintenance  716,800  

 Total Services 33,559,050

Management Annual Cost 

Vendor Relationship Management  800,000  

Planning (including upgrades, renewals)  1,188,000  

Records Retention/Records Management   380,000  

Methodology Development  264,000  

Staff and budget mgmt. (administration)  8,212,700  

Project Administration  805,200  

Planning  1,050,000  

Staff Development  3,639,008  

Training Program  5,438,063  

Management Total:  21,776,970

Infrastructure Element Annual Cost 

Platform—Mainframe  5,051,000  

Platform—AS400  5,900,000  

Platform—NT  2,297,100  

Software Licenses  4,802,221  

Data Management (SW)  1,219,200  

Security  5,900,000  

Disaster Recovery  4,129,250  

Network LAN  7,912,120  

Network WAN and e-mail and access  3,829,680  

MIS Tools (DB2 Table File, Merant)   560,000  

Internet/Intranet Security  281,600  

Infrastructure Total: 46,344,511  

Application  Annual Cost  

Consumer Database Marketing   1,087,800  

Sales Force Automation   712,000  

Sales Budget   88,000  

Sales Promotion Inventory   1,020,800  

Accounts Receivable   945,260  

Banking System   70,400  

Budget Application   1,270,400  

Capita l Projects   545,600  

Cash Management   205,695  

Cost Sheet Reporting   827,200  

EFT   1,295,713  

Litigation Support   1,220,320  

Retention Manager   125,600  

Total Recall Records Management   123,200  

Document Control   6,581,524  

Green Leaf System   2,868 ,800  

Leaf Forecasting   352,000  

Leaf Inventory   1,742,400  

Maintenance Management   3,784,000  

Applications Total:  24,866,712

EXHIBIT 8.20 Four Lights-On Portfolios with Annual Costs
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Strategic

 Intentions

Operational

Requirements

(Business

Processes)

Applications

InfrastructureServices

EXHIBIT 8.21 Strategic Alignment: Six Tests

alignment assessments described in the following section so valuable in analysis

and decision making.

Strategic Alignment

How well do the applications, infrastructure, and service portfolios support

strategic intentions and business operational requirements? 

Exhibit 8.21 shows the two dimensions of portfolio alignment and the three

portfolios to be aligned. For example, the Applications portfolio is aligned with:

(1) the company’s strategic intentions, and (2) the company’s business processes.

Consequently, six different alignment tests are possible, and for each, an alignment

assessment template is used. The result is that each portfolio can be examined

for alignment gaps. (Alignment information is also a part of the Performance

Measurement practice; see Chapter 10.)

Internal IT Alignment

How well do the IT infrastructure and services portfolios support the highest

value components of the IT applications portfolio? That is, if we identify the

applications that are (or should be) highly aligned with the business, does the

infrastructure adequately support those applications? Are the IT organization’s

management processes effective in turning business strategy into IT actions?
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Exhibit 8.22 pictures the analysis of portfolios against each other. Whereas

Portfolio Alignment analyzes the portfolios against the business factors (strate-

gic intentions and business processes), this alignment assesses the consistency 

of support between the portfolios, such as between applications and infra-

structures.
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IT

Management

Activities

Applications

InfrastructureServices

EXHIBIT 8.22 Internal IT Alignment: Six Tests

Strategic and Internal Alignment Process Overview

There are two separate alignment assessments performed in the practice. The first,

strategic alignment, looks at three elements of IT (applications, services, and

infrastructure portfolios) and determines how they support/inhibit two business

elements (strategic intentions, and business operational and process requirements).

The second assessment, internal alignment of IT, examines how infrastruc-

ture and services support/inhibit applications and each other, as well as how the

IT management activities support/inhibit all three.

How Is Alignment Assessed?
The general question for alignment is, “Does an element of the Alignment

Model being used support or inhibit the objectives of the other components?”

For example:

� Strategic Alignment: For every application, does it support or inhibit achiev-

ing business goals?
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� Internal IT Alignment: For each part of the infrastructure element, does it

support or inhibit the applications that depend on it?

� Strategic Alignment: Does the infrastructure support or inhibit the business

goals of the company?

These questions are answered for each of the alignment connections. To

obtain the assessment, the service uses a series of matrices that document the

alignment relationship. For example, a matrix that assesses the status of align-

ment between business goals and IT applications lists, on one axis, the business

goals, and along the other, the set of IT applications. The matrix entries docu-

ment the degree to which the application supports or inhibits the achievement

of the business goals. In the example in Exhibit 8.23, we present an assessment

of the application portfolio against strategic intentions. Data for the matrix is
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3
Critical
enabler

Service is a critical enabler in achieving the 
Strategic Intent. Without this Service, the 
Strategic Intent cannot be accomplished.

2 Enabler

Service is an enabler in achieving the 
Strategic Intent. Without this Service, the 
Strategic Intent can be accomplished, at some 
additional cost.

1
Indirect
enabler

Service is an indirect enabler; it is indirectly 
related to achieving the Strategic Intent.

0 No effect
Service has no effect on achieving the 
Strategic Intent.

Blank NA Not applicable; Service is not used.

- 1
Minor
inhibitor

Service is an indirect inhibitor; it is indirectly 
related to inhibiting the achievement of the 
Strategic Intent.

- 2 Inhibitor

Service is an inhibitor to achieving the 
Strategic Intent. With this Service, the
Strategic Intent can be accomplished, but at 
additional cost.

- 3
Critical
inhibitor

Service is a critical inhibitor in achieving the 
Strategic Intent. With this Service, the 
Strategic Intent cannot be accomplished. 

EXHIBIT 8.23 Sample Alignment Assessment Scale

gathered through interviews, individually completed matrix instruments, and

facilitated group processes. (For most of the Alignment connections, a similar

table will represent the assessments.)

For each Alignment assessment, a scale is used like the one shown in Exhibit

8.23. Note that this Scale is for an IT services portfolio against business strate-

gic intentions.

Companies may also choose to use a +5 to –5 scale, to be consistent with

the scales used in prioritization and in other parts of Alignment assessment.
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Who Assesses Alignment?
Alignment is best assessed by the business managers who are responsible for

business performance and those who are major users of IT. In a consensus-build-

ing and facilitated process, business and IT managers together arrive at an assess-

ment of alignment in each of the alignment connections. This consensus building

is a critical element of the process. Fostering and facilitating communication

between business and IT managers not only results in assessment but is, in fact,

the first step of an ongoing process of organizational development and more

effective IT use in the company.

Alignment Assessment Result

Ultimately, Prioritization and Alignment are about allocating resources to high-

value activities. Alignment, however, allows a deeper analysis of those activities

and allows managers to make resource decisions based on a range of assessments

beyond strict bottom-line impact.

For example, in Exhibit 8.24, note several applications which have assess-

ments slightly above neutral or worse for all strategic intentions. Managers can

now ask: For that application, should we be spending any resources maintain-

ing this application? Does it need to be a net enabler for strategic intentions,

and thus warrant more resources for upgrade or even replacement?
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Customer 
Information System 20 1 3 3 0 2 0 -1 2

10 200

Supplier Quality 
Monitoring 15 -1 2 0 0 2 2 2 2

9 135

Financial
Information System 35 0 0 0 1 1 1 1 0

4 140

CORBIT Materials 
System 15 2 3 2 0 2 3 3 -1

14 210

Product Planning 5 2 1 1 1 0 0 -2 -1 2 10

Manufacturing
Expansion Control 10 1 -1 -2 0 -3 2 -1 -3

-7 -70

Unweighted Total 5 8 4 2 4 8 2 -1

Weighted Total 100 80 40 20 80 80 10 -10

EXHIBIT 8.24 Sample Alignment Data
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Additionally, we may look at specific strategic intentions, and examine the

application “coverage”. In Exhibit 8.24, some strategic intentions have neutral,

or worse, overall ratings for application support. Again, managers can ask:

Where should we beef up applications to rectify that gap? Are new development

projects needed in that area? 

Alignment assessments allow managers to look at portfolios (application,

infrastructure, services) and decide where the existing applications are support-

ing the business, where they are weakest, and develop plans for covering gaps

in alignment.

Management Issues

Existing applications, infrastructure, services, and management processes were

implemented to address strategic intentions of the past, not of the present.

Alignment looks at previous resource allocation decisions and examines the

continuing bottom-line impact of those decisions in light of present and future

strategic intentions and business process needs. As with Prioritization, this prac-

tice asks a form of the question: Are IT investments strongly connected to strate-

gic intentions?

Again, culture comes to the fore. The Alignment practice requires that man-

agement look at all activities that use IT resources, not just new initiatives, and

assess them for bottom-line impact. Management must adopt the philosophy

that as the business changes, activities that were valuable in the past may not be

so in the future. Over time, the process of Alignment will produce a manage-

ment mindset that requires all resources to be used for the strategic intentions

of the business, not just those targeting new initiatives.

Alignment expresses the degree to which the IT organization can contribute

to the company, today and in the future, from the business perspective. By

embracing the principles of Right Decisions/Right Results, companies can use

the Alignment practice tools to be sure that all of the IT resources in the com-

pany, not just new development, are contributing to the business.

Critical Success Factors: Right Decisions/Right Results 
Principles in Alignment

Alignment most directly supports the resource management and business out-

come principles of Right Decisions/Right Results but has an indirect impact on

the other as well. See Exhibit 8.25.

� Actionable Strategic Intentions: As with Prioritization, Alignment assessment

requires a clear statement of strategic intentions, and forces management to

develop them as a necessary step in implementing the practice.

� Actions Tied to Strategy: Alignment looks directly at the company’s strate-

gic intentions and assesses the role that existing IT activities play in meeting

The Alignment Practice 157

c08.txt (129-166)  1/7/04  2:59 PM  Page 157



them. In many companies, for the first time, business and IT management

are able to directly assess the impact of existing IT activities and eliminate

those that do not contribute to the company’s strategies.

� Common Understanding of Strategic Intentions: Again echoing the Prioriti-

zation practice, business and IT managers must share a common view of the

company’s direction in order to perform a valid assessment.

� Impact-Based Resource Allocation: Alignment is a powerful tool for assess-

ing which existing portfolios and processes produce or inhibit the pro-

duction of bottom-line impact. By looking at ongoing resource usage for

existing portfolios, Alignment allows IT and business management to exam-

ine their existing assignment of resources and determine which are and

which are not producing bottom-line impact, allowing reassignment where

necessary.

� Impact-Based Resource Management: Portfolios are explicitly built into the

Alignment philosophy and process. Using the results of Alignment, IT and

business management can make resource decisions that move resources

from existing but low-value activities to higher-valued new and existing ini-

tiatives. Additionally, “under-performing” but still necessary portfolios can

be identified for added resources and targeted improvement.

� Business Outcomes: During assessment, the key question answered is, is this

component (application, infrastructure, process) helping or inhibiting the

business in a particular area? The issue isn’t whether an application, for

example, works properly or satisfies its user’s needs, but whether or not it

is contributing to a desired business outcome. As with Prioritization, busi-

ness and IT management are forced to focus on how IT supports specific

business intentions, processes, and outcomes.

158 MAKE THE RIGHT DECISIONS

Goals Practice Principles

1. Actionable Strategic Intentions

2. Actions Tied to Strategy

Actionable,
Commonly
Understood Strategic 
Intentions 3. Common Understanding of

Strategic Intentions

4. Business-Focused OutcomesThe Right Business 
Results from IT

5. Value-Based Resource 
Allocation

Management Culture 
and Consensus View

6. Role-Based Culture 
Management

Portfolios and 
Portfolio Management

7. Value/Portfolio-Based Resource 
Management

The Right Actions 
and Results

8. Responsive to Change

EXHIBIT 8.25 Goals and Practice Principles
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� Responsive to Change: As with Prioritization, Alignment explicitly factors in

business strategies and directions into assessments. By providing a frame-

work for easily reassessing activities when conditions change, Alignment

provides a means for continuous reevaluation.

� Role-Based Culture Management: Like Prioritization, Alignment requires

business management to participate in assessing the bottom-line impact of

ongoing IT activities. By placing this responsibility on business, Alignment

begins the process of changing how IT is deployed and forces business man-

agers into the role of helping IT to think about where resources are going

and where they can be best utilized, from a company perspective.

Summary: Strategic and Internal Alignment

Business and IT must be aligned if IT is to improve a company’s performance.

Alignment can be accomplished by examining four aspects of IT and also exam-

ining the way that business managers and IT managers plan and execute IT ini-

tiatives in each area.

Understanding, measuring, and monitoring IT/business alignment is a pre-

requisite for delivering and demonstrating IT value. Without alignment, IT and

IT management operate in a reactive and uncertain manner, making decisions

with limited business input. Proper IT/business alignment satisfies the CIO’s

need for supporting existing requirements and positioning for tomorrow by pro-

moting management processes, applications, and infrastructure investments that

directly support business goals today and for the future.

Functional Alignment

While the Prioritization practice allows management to assign resources to pro-

posed IT initiatives based on bottom-line impact and connection to strategic

intentions, the Alignment practice does the same for existing IT applications 

and infrastructure. In most companies, IT resources dedicated to existing activ-

ities far outweigh resources given for new initiatives. These resources are rarely

examined for continuing contribution to the business.

Functional Alignment continues this examination by looking at quality, serv-

ice levels, intensity of use, and technology. The basic assessments are shown in

Exhibit 8.26. 

The assessment process is identical to the alignment process. In some cases,

the technical staff is better suited to do the assessment, particularly for the tech-

nology assessments. In all other cases, it is expected that the business leadership

group is the provider of assessment information. As discussed earlier, a company

may go through stages in this, as described in the above in the section on Assess-

ment Performance. Note 14, “Scoring for Portfolio Assessment,” on this book’s

website contains suggested scoring and further descriptions for each of the Port-

folio Assessment components.
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MAKE THE RIGHT DECISIONS WITH PRIORITIZATION 
AND ALIGNMENT

The right decisions lead to controlling the IT spend and improving, or maxi-

mizing, IT’s bottom-line impact. Two NIE Practices provide the tools to sup-

port decision making. These decisions occur in the Strategy-to-Bottom-Line

Value Chain, as described in Exhibit 8.27.

Note that this is not a mechanical process. Prioritization and alignment

practices do not automatically result in resource decisions. Management teams

do that, supported by the prioritization and alignment tools. The Prioritization

and Alignment NIE practices, though providing critical information for decision

making, may not result in the final decisions about projects or lights-on budgets.

For projects, considerations such as staff availability, mandatory projects, and

scheduling also play a role. For line-item budgets, considerations such as the cost

of abandoning applications, organizational dependencies, and corporate budget

practices play a role

160 MAKE THE RIGHT DECISIONS

Assessment Specific Assessment Assessment Focus

Service Level Availability Availability as a problem for workflow or 
business processes.

Responsiveness Responsiveness to the needs of the 
workflow or business process.

Quality Functionality Functionality of the applications, 
infrastructure, or service, related to the 
needs of the workflow or business process.

Accuracy Accuracy of the data or service performed 
by the applications, infrastructure, or 
service, related to the needs of the workflow 
or business process.

Technology Architecture Compliance with enterprise architecture 
standards.

Vendor Support and Stability Degree to which vendor support is a 
problem in meeting delivery requirements.

Technical Support Degree to which support is required of the 
technical staff (this is an ongoing cost 
issue).

Availability of Support in 
Market or Industry

Degree to which needed support is 
available.

Intensity of Use Dependency Degree to which the application, 
infrastructure, or service is important to the 
business process, organization, or individual 
user.

Breadth of Use How widely within the company the 
application, infrastructure, or service is 
used.

EXHIBIT 8.26 Choices for Functional Alignment Assessments
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Make the Right Decisions with Prioritization and Alignment 161

Value Chain 
Element

Decision Making based on 
Prioritization

Decision Making based on 
Alignment /Assessment

1 Business Strategic 
Intentions

Relative importance of each 
Business Strategic Intention 

2 Assessed Portfolios Alignment assessment of 
lights-on asset pools; identify 
high- and low-performing 
resources

4 Strategic IT Plan Use of alignment assessments 
to define IT strategic plan

5 Strategic IT 
Requirements

The priorities of IT 
requirements (bottom-line 
impact)

Use of alignment assessments 
to decide on Strategic IT 
requirements

6 Projects (Business case definition of 
bottom-line impact)

8 Annual Project Plan Prioritization of projects 
(resource allocation)

9 Annual IT Plan (Scheduling and technical 
resource allocation to projects)

Use of alignment assessment 
to establish tactical objectives

10 Projects Budget Decision on projects budget 
(resource allocation)

11 Lights-On Budget Use of alignment assessment 
to decide on lights-on budgets

EXHIBIT 8.27 Management Decision Making Using Alignment Results

Notes: 1. Value Chain components without prioritization or alignment are excluded from the table.

2. Items in parenthesis are activities outside of the prioritization decision-making context 

but that use the results.

The Prioritization and Alignment NIE practices are crucial tools in final

decisions, providing the specific bottom-line and IT spend control inputs into

those decisions. The final decisions are typically made as part of the “annual

project plan,” the “projects budget” and “line-item” budgets in the Strategy-to-

Bottom-Line Value Chain. See Exhibit 8.28.

The second perspective on resource allocation is to examine decisions as

they affect an individual project in its lifecycle, including when it becomes part

of the lights-on budget following implementation. Exhibit 8.29 shows how we

can define the lifecycle phases from a decision perspective.

From this individual project perspective, the decision to assign resources

and the decision to continue its operation, are both driven from the business per-

spective—strategic intentions and performance. However, the Prioritization and

Alignment NIE practices do not produce better projects or improved perform-

ance for lights-on portfolio line items. Both come from planning processes—

for example, the Strategic Agenda for the Use of IT, and the Strategic IT Plan

(discussed in Chapter 9). These practices do provide a framework for those

planning processes—that is, the strategic intentions and the understanding by

planners that projects and light-on budgets will be subjected to the prioritiza-

tion and alignment processes.
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CHAPTER SUMMARY

� Where is Prioritization applied?

The practice is embedded in company processes that produce the IT strate-

gic requirements and the annual project plan. See Exhibit 8.30.

162 MAKE THE RIGHT DECISIONS

Lifecycle Phase Prioritization Decisions Alignment Decisions

Project Formulation/Definition Make the business case 
based on bottom-line impact 
(connection to business 
strategic intentions).

Project Selection Prioritize within overall project 
portfolio; select the projects 
with greatest bottom-line 
impact.

Project Development Monitor the project according 
to risks and bottom-line 
impact.

Application Operation
(Lights-On Phase)

Continuously assess the 
status of the project against 
current strategic intentions, 
service, quality, functionality, 
and so forth.

EXHIBIT 8.29 Project Lifecycle Decisions from Prioritization and Alignment

Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic Business

Plan)

Strategic IT Planning

Projects

Performance Measurement Metrics

Annual IT Planning

Action
Strategic IT

Requirements

Strategic IT

Agenda

Strategic IT Plan

The IT Enterprise:  Four “Lights-On” Asset Pools

IT Plan
(Annual)

Business Plan
(Annual)

Project Plan
(Annual)

Projects Budget

Lights-On

Budget

The Business Enterprise: Lines of Business, Departments

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Deliverables

in the

Strategy-to-

Bottom-Line

Value Chain

Business

Strategies

IT

Actions Line

Results

Bottom-

1

2

3

4

5
6

7

9

8

12

11

10

EXHIBIT 8.28 Strategy-to-Bottom-Line Value Chain—Deliverables

c08.txt (129-166)  1/7/04  2:59 PM  Page 162



� What outcomes does Prioritization produce?

Practice Description
▫ Assess the business impact of IT initiatives and prioritize them accord-

ing to strategic intentions.

Desired Management Process Outcomes
▫ Business-driven prioritization processes establish the development port-

folio.

▫ The results of prioritization affect business decision making on IT invest-

ments.

Desired Business Outcomes
▫ IT investment resources are spent on initiatives that improve impact on

achieving the company’s strategic intentions.

▫ IT investment resources that are being spent on lower-impact invest-

ments are reallocated to higher-performing initiatives.

� Where is Alignment applied?

The practice is embedded in company processes that portfolio assessment

and annual/capital budgets. The practice is also included in the Performance

Measurement practice activities. 

� What outcomes does Alignment produce?

Practice Description
▫ Assess the business impact of the existing IT infrastructure, applications,

and services.

Chapter Summary 163

2: Innovation

1: Demand/Supply Planning
3: Prioritization

5: Performance
5: Measurement

IT
Actions

—
Business
Results

Business
Strategies

Portfolio Management

Culture Management

Supporting Practices

4: Alignment

Plans:

and IT Solutions 

Operationalizing: Establish Budgets, Plans

and Metrics based on business strategy

Resource Decisions: Justify and prioritize Programs

and Projects 

Establish Business Requirements

based on business strategy

based on business strategy

IT Impact Management: Strategic and Operational Effectiveness

EXHIBIT 8.30 New Information Economics Practices
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If No, What Is 
Yes or Our Plan for

Management Question No? Correcting This?

Do the business cases we use for project reflect project’s 
suppor t of business strategic intentions?

Does our current prioritization process prioritize based on 
connection to business strategic intentions?

Does our management team understand the complete 
application development por tfolio?

Do we examine our lights-on budget each budget cycle, 
and squeeze out the poorly performing elements?

Do we have an investment strategy in place for the 
lights-on budget?

Do we understand where costs are in the lights-on 
budget?

Who par ticipates in prioritization?

Who par ticipates in activities assessing the lights-on 
budget?

Is risk formally assessed in project prioritization?

Does enterprise architecture provide input into prioritization?

164 MAKE THE RIGHT DECISIONS

▫ Assesses the quality and service levels for existing IT resources, as input

to demand/supply planning.

Desired Management Process Outcomes
▫ Existing IT infrastructures, applications, and services are validated and

aligned against current and future business requirements.

▫ Existing IT infrastructures, applications, and services are examined by

business management for quality and service levels.

▫ All IT investments are reviewed in a routine, consistent basis, assessing

connection to strategic intentions.

Desired Business Outcomes
▫ Resources are considered interchangeable between new IT investments

and existing investments. 

▫ Only high-impact investments are assigned resources.

MAKE THE RIGHT DECISIONS: MANAGEMENT AGENDA
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ADDITIONAL READING

The book’s website contains additional information:

Website Note 3: IT, Bottom-Line Impact, and Government

Website Note 14: Scoring for Portfolio Assessment

The appendices at the back of the book also contain related information for

Chapter 8:

Appendix B: Management Team Roles in Right Decisions/Right Results

Appendix C: The Development of Strategic Intentions, with Examples

Appendix D: Applying Strategic Intentions in Prioritization

NOTES

1. Appendix C, “The Development of Strategic Intentions, with Examples,” pro-

vides background on how to develop them.

2. Chapter 9 provides for a definition of this and the process that produces it.

3. This prioritization practice description assumes that Prioritization is the only

practice being employed by the company. If the company is following other parts

of the Strategy-to-Bottom-Line Value Chain—for example, the Demand/Supply

planning activities—then strategic intentions would be defined there, and the

project plan in Step 5 is included in subsequent Value Chain activities rather than

here. Also, this practice description does not include portfolio balancing, an

essential element in making a comprehensive project plan and/or a line-item

budget.

4. See Appendix D, “Applying Strategic Intentions in Prioritization,” for a descrip-

tion of the cause-and-effect scale.

5. See Chapters 3 and 6 for further discussion of strategic intentions, including

examples with goal statements and metrics.

6. See Parker and Benson, with Trainor, Information Economics (Prentice-Hall 1988),

Chapters 13 and 14, pp. 144–176.

7. See Information Economics, Chapters 13 and 14, for the definition of these risk

factors and the scoring templates associated with them.

Make the Right Decisions: Management Agenda 165
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Plan for the Right Results

In Chapter 8, we introduced Prioritization and Alignment practices that enable

the management team to decide on the most valuable projects and line items

in the lights-on budget. This is how

managers can achieve what we’ve

termed the “right results”: controlled

IT spending and improved IT bottom-

line impact. By selecting the best 

projects that have the most potential

bottom-line impact and by examining

the lights-on budget and eliminating or

replacing poorly performing resources,

managers can achieve these goals.

When we talked to a CIO about

this, though, he remarked that “if all

we’re doing is prioritizing the same

old projects” and “if all we’re aligning

is the old set of application and infra-

structure portfolios” . . . well, that’s

not enough. “What we need is better

projects and better portfolios.” In short,

we need a new approach to effective

planning that creates realistic IT plans

(producing new projects and renewed

portfolios) strongly connected to and driven from real business requirements.

See Exhibit 9.1.

Two problems immediately confront us. The first is that connected business/

IT planning has two very different aspects: Strategic Demand/Supply Planning

and Innovation Planning. The problems to be addressed, the appropriate

processes to follow, and the outcomes to be reached are closely related but quite

different between the two. The second problem is that business and IT planning

are often disconnected in companies. This problem has to be addressed in order

to achieve better projects and portfolio line items.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 9

➤
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TWO PLANNING PROCESSES

There are two planning relationships between business strategic intentions and

IT. As shown in Exhibit 9.2,1 the first is where we want IT strategies, plans, and

actions to carry out the business’s strategic intentions, to enable them and the

required business changes to achieve the outcomes needed. This relationship is

the basis for Strategic Demand/Supply Planning. Demand represents what the

business requires from IT; supply defines how IT will satisfy that demand. Stra-

tegic Demand/Supply Planning assures that supply is consistent with demand.

168 PLAN FOR THE RIGHT RESULTS

Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Performance Measurement Metrics

Annual IT Planning

The IT Enterprise: Four “Lights-On” Asset Pools

Business

Plan

Strategic IT Planning

The Business Enterprise: Lines of Business, Departments

Innovation

Strategic

Demand/Supply Planning

EXHIBIT 9.1 Strategic Demand/Supply Planning and Innovation in the 
Value Chain

Innovation

IT Capability

(Potential for new
business directions)

Business Units and
Processes

(Strategic Agenda
for use of IT)

Demand/
Supply

IT
(Strategy for the

Supply of IT)

Business Strategic

Plan (Demand)

(Strategic Intentions)

EXHIBIT 9.2 Demand/Supply and Innovation 
Planning Practices
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The second relationship is where IT can innovate and contribute new busi-

ness strategic intentions, as well as new means for achieving the business strategic

intentions. This relationship is the basis for Innovation Planning. Impact works

to change the demand because of new or different business opportunities cre-

ated through IT.

This chapter describes two NIE practices: Strategic Demand/Supply Plan-

ning and Innovation Planning. Both fit into the Strategy-to-Bottom-Line Value

Chain and produce the sort of plans that permit a company to control IT spend

while maximizing IT’s bottom-line impact.

The Business/IT Planning Disconnect

Although Exhibit 9.2 shows the clear relationship between demand and supply

(the demand is defined by strategic intentions and business unit process require-

ments), and the clear opportunity for innovation (where IT capabilities can

impact, or change, the company’s strategic intentions), in practice getting busi-

ness and IT together in a meaningful planning relationship is marred by dis-

connects.

Many companies find it very difficult to effectively connect business and IT

planning. By “effective,” we mean producing IT plans (better projects, renewed

portfolios) that the business believes in, supports, and carries through to action.

Planning disconnects exhibit several symptoms:.

1. IT is not directly engaged in the business planning processes.

2. IT and business strategic planning is essentially shelfware, reflected by the

fact that annual plans and budgets are not specifically linked to or driven

by the strategic plans.

3. IT and business planning are done separately, with weak or no interaction

or linkages. Business planning assumes IT can react and respond to require-

ments; it does not consider IT-enabled innovations. IT planning focuses on

technologies.

4. IT planning itself is highly siloed, with little or no planning across silos and

with few company-wide initiatives. These silos are both technical (applica-

tions, infrastructures, and IT services are often planned independently) and

organizational (multiple business units plan for IT separately).

Doing something about these disconnects can be difficult for a variety of

reasons, many of them political or cultural. Unless the senior executive team

believes that disconnects are a problem, the team is usually unresponsive to 

making changes in the planning process. For example, a leading IT consulting

organization—a firm where one would expect IT to loom large in planning

processes—ignores IT as a factor in its strategic planning process. In another

example, a large financial services firm treats IT as a factor to be considered in

annual planning, but not in multiyear or strategic planning. In these cases, the

Two Planning Processes 169
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executive teams were surprised to learn that IT could be important to their plan-

ning; even then, they raised considerable resistance to IT’s participation.

Addressing disconnects should be based on the Strategy-to-Bottom-Line

Value Chain and the specific processes defined in the Strategic Demand/Supply

Planning and Innovation Planning practices. Briefly, we focus on the deliverables

in the Value Chain—chiefly, the definition of the business strategic intentions.

The importance of a strategic planning process isn’t so much the establish-

ment of a strategic plan itself as it is the definition of the company’s strategic

intentions. This expression of what is important to management is the starting

point for establishing IT projects and plans and, ultimately, its spending and

budgets. In order to “control IT spending” and “improve IT’s bottom-line

impact,” we need to know the rules of the game—that is, the basic directions

that management is setting for the business.

Connecting IT and Business Planning

The IT organization often does not help build connections to business planning

by the manner in which it conducts its own planning. Often, the term “IT strate-

gic plan” conveys a highly technical perspective, focusing on the infrastructure

and technical application developments thought to be needed. Any connection

to the business that exists in such plans is often a bland chapter listing the com-

pany’s public, high-level strategy statements, without identifying exactly what

IT could contribute to the success of those strategies. Reading such IT strategic

plans is an exercise in decoding acronyms and technical terms.

This problem—the business/IT planning disconnect—is complicated by the

common idea that business users are responsible for doing something about the

business plan, and IT is reduced to planning its own infrastructure requirements

and positioning itself to work through the business users. In other words, the

IT organization may believe its planning and actions cannot directly impact the

company’s strategies, because that is the responsibility of the business users. In

this view, commonly found in shared-service IT organizations, IT is “run like a

business,” by which they mean that IT responds to “user needs” as defined by the

business users. This approach to IT’s role is a great definition of the business/IT

planning disconnect.

Is this a problem? For some companies, maybe not. Perhaps the business

users are fully capable of translating IT opportunities into their own planning

processes and moving these opportunities forward in the development of the

company’s strategic planning. Perhaps IT isn’t a significant factor in the indus-

try, or perhaps IT’s role in the company is only supportive.

We believe that in most cases, it is a problem. Certainly, the disconnect com-

plicates the development of company strategic visioning about technology and

makes implementing company-wide initiatives across silos difficult. Perpetuat-

ing business/IT silos and intra-business silos reduces one of IT’s major contri-

butions: integrated and common information throughout the company, which

enables common processes and capabilities.
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c09.txt (167-198)  1/7/04  3:03 PM  Page 170



Solving the disconnect starts by properly stating some of the objectives to

be addressed by an IT plan. Mostly simply, these include:

� A clear statement of the strategic requirements for IT for the company as a

whole, and for each business unit.

� A basis for prioritizing those strategic requirements based on support of

business strategic intentions.

� Strategic direction for the IT organization for creating and maintaining the

necessary infrastructures, and the capabilities for developing, delivering,

and supporting the company’s applications.

� Clear direction for effectively controlling the IT spend, at the same time as

improving, or maximizing, IT’s bottom-line impact.

These objectives cannot be met without clear connections between strate-

gic business and IT planning. Business and IT strategic planning has to occur

together, in sync.

Connecting Planning to Mission and Right Decisions

As noted in Chapter 5, the first goal we set for management is: “Translate enter-

prise mission, vision, and strategy into actionable, commonly understood strategic
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Mission
and Vision

Strategic Business Intentions

Strategic Business Requirements for IT

Strategic Objectives for the Use of IT in

the Business

Business/IT Programs and Projects

Business/IT Budgets

Business/IT Annual Plans

Planning

Decisions

EXHIBIT 9.3 Mission to Planning (Strategic 
Intentions) to Right Decisions
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intentions.” By having good strategic intentions, management can define its

strategic objectives for the use of IT, which highlights how IT will directly sup-

port and enable each strategic intention. This is further defined into the busi-

ness capabilities required of IT, stated as strategic business requirements. This

then leads to business decisions and choices about programs and projects, plans,

and budgets. See Exhibit 9.3.

But it all begins with the definitions of the strategic intentions for the busi-

ness. As described in Chapter 5, these processes can be formal or informal. Ide-

ally, they are part of the management practices of the company.

THE STRATEGIC DEMAND/SUPPLY PLANNING PRACTICE

Industry is awash in planning processes intended to provide “roadmaps” and

“blueprints” for “setting future directions” and “implementing mission state-

ments,” and so forth. Typically, these corporate strategic planning processes fail

to explicitly account for IT activities and strategies, either on the front end as

drivers for new business strategies or on the back end as enablers of strategic

intentions. See Exhibit 9.4.

172 PLAN FOR THE RIGHT RESULTS

Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Performance Measurement Metrics

Annual IT Planning

The IT Enterprise: Four “Lights-On” Asset Pools

Business

Plan

Strategic IT Planning

The Business Enterprise: Lines of Business, Departments

Strategic

Demand/Supply Planning

EXHIBIT 9.4 Strategic Demand/Supply Planning in the Value Chain

In Right Decisions/Right Results, the point of high-level strategic planning

is to translate the company’s business strategic intentions into actionable IT

strategies and, thereby, create the actions and produce the desired business

results. The Strategic Demand/Supply Planning practice starts with high-level

business intentions and creates strategies and action plans to drive the IT activ-

ities needed to address them.
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What Does a Strategic Demand/Supply Plan Look Like?

Properly establishing the IT strategic plan requires a clear definition of the busi-

ness strategies, as expressed through its strategic intentions, and the relation-

ship between those strategies and what we expect IT to do about them.

Like all such planning descriptions, this should be looked at as a template.

Every company is different, and every organizational/political setting is differ-

ent. Numerous issues such as participants, process, timing, and planning respon-

sibility come into play in approaching the planning process. Nevertheless, the

basic concepts are central to addressing the business/IT planning disconnect.

The ideal planning process, shown in Exhibit 9.5, deals with these elements:

Inputs

1. The business’s strategic intentions

2. Portfolios and their strategic management

3. Performance management and measurement

Outputs

1. A business strategic agenda for the use of technology

2. An IT (organizational) strategic plan

3. Strategic IT requirements—the programs and projects needed to meet the

business strategic agenda

Connections between the Plan and the processes that will implement it

1. Direct connection to the business and IT processes for developing projects

2. Direct connection to the business and IT annual planning

3. Direct connection to the company’s and IT annual budgets
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Strategic

IT Require-

ments

IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Strategic IT Planning Annual IT Planning

Business

Plan

The Business Enterprise: Lines of Business, Departments

Inputs

Outputs

Strategic

IT Plan

Strategic

IT Agenda

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

EXHIBIT 9.5 Planning Inputs and Outputs in the Value Chain
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The results are the basic table of contents of a company’s strategic plan for

information technology. The first, the Strategic Agenda for the Use of IT, defines

the strategic intentions of the company and management for applying IT to

carry out the company’s strategy and goals. This Strategic Agenda, together with

the company’s business strategic intentions, is the first part of the Strategic 

IT Plan. It expresses the “demand” for IT—the business strategic intentions

together with requirements for technology applications that will address those

strategic intentions. This “demand” also defines management’s intention to

apply IT in the organization, which establishes the business process changes to

accommodate and apply IT. The second part of the Strategic IT Plan describes

the IT organization’s strategies and plans for fulfilling the requirements for IT

established in the Strategic Agenda. It expresses the “supply” for IT, including

organization, development, and delivery.

Portfolios and their strategic management comprise the critical connecting

element among all the pieces. As introduced in Chapter 4, four basic portfolios

describe and contain IT organization resources and responsibilities. The appli-

cation portfolio defines existing and future IT applications. The infrastructure

portfolio defines the elements of the supporting technologies. The services port-

folio defines the IT organization’s interactions with internal company customers

and external customers. The management portfolio defines how the internal IT

organization manages itself and its portfolios. The planning processes address

each portfolio.

What Role Does Enterprise Architecture Play?

For many companies, Enterprise Architecture (EA) is a major part of IT strate-

gic planning. The actual practices followed, however, differ widely from com-

pany to company. For some, EA is essentially a standards and to-be definition

for IT infrastructure. For these, EA is a major player in constructing and review-

ing business projects for compliance with the to-be architecture and in propos-

ing infrastructure development projects. For others, EA also is a major player

in defining the to-be for business process and enterprise information. For these,

EA also contributes significantly to the business content of projects and, in many

cases, the definition of the projects themselves.

For purposes of defining the Strategic Demand/Supply Planning and Inno-

vation Planning practices, we do not explicitly describe a role for Enterprise

Architecture. We expect that, in a given company situation, EA will be one 

of the participants and, in some cases, may be a driver of the management

processes described in these practices. Our purpose is to describe the practice,

not to specify the specific roles of EA for any participant or, for that matter, any

specific part of the IT organization. For example, in the description of portfo-

lio assessment in the previous chapter, much of the technology assessment likely

would be done by the EA staff in many companies. This assessment is an impor-

tant input into the Strategic Demand/Supply Planning practice, but we do not

specify precisely who, within IT, would perform it.2
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Business Strategic Intentions

We defined business strategic intentions as the basic driver for Prioritization and

Alignment in Chapter 8, having defined them in Chapter 3. We also described

methods for establishing strategic intentions in Chapter 8, as well as in Appen-

dix C, “The Development of Strategic Intentions, with Examples.”

In summary, our purpose is not to establish what a company’s strategic

intentions should be; rather, we use a straightforward framework to document

what they are.

The Strategic Agenda for the Use of IT

A critical middle step is required between business strategy (as a source of

demand) and IT strategies and actions (as the supply). This middle step is the

Strategic Agenda for the Use of IT in the business. This establishes a clear link-

age between business strategic intentions and the IT activities the company will

undertake to support them.

The Strategic Agenda states what the business expects to do with IT. For

example, if a business’s strategic intention is to “reduce the cost of logistics

between company and customer” (distribution, etc.), then a strategic agenda for

the use of IT would state exactly how IT will contribute to that logistics cost

reduction. In this case, the Strategic Agenda could be to “apply customer and

route data to optimize delivery routes.” That’s what IT has to deliver—both the

data itself and the means for using it in optimizing routes. How IT delivers it is

based on a separate statement of IT strategy. See Exhibit 9.6.
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Corporate

Strategic

Intentions
Strategic

Agenda for

the Use of IT

in the

Business

IT Strategic

Plan

Business

Unit

Strategic

Intentions

Business Demand for IT Supply of IT

EXHIBIT 9.6 Elements of Demand/Supply Strategic Plan
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A Strategic Demand/Supply Plan, therefore, has three basic elements at the

highest level: (1) the business context via its strategic intentions; (2) the strate-

gic intention for the use of IT to enable the business strategic intentions; and

(3) IT’s strategic intentions for the means to deliver IT. This is a core idea in

the structure of the demand/supply plan. The important NIE innovation is the

establishment of the middle ground, the Strategic Agenda for the Use of IT.

Of course, this is no different from saying that there are “requirements” for

IT in the business. However, it makes the requirements clear in two ways. First,

the use of IT is not, in itself, a business strategy. The business strategy might be

to create a close relationship between the customer and the business, or to man-

age the relationship with the customer (CRM), or to massively adopt supply

chain management and reduce supply cost and time. The strategy for the use of

IT might be to put database capabilities in the hands of every salesman (e.g.,

through a sales force automation initiative), or to employ CRM software through-

out the company, or to employ an ERP throughout the purchasing and logistics

components of the company.

The difference is important. The business strategy establishes the means for

improving competitiveness or financial performance. The strategy for the use

of IT establishes the means for accomplishing the improved competitiveness—

in particular, identifying the specific obligations business management has to use

IT for the specific purpose. Saying it another way, Strategic Planning establishes

the base strategy and the strategy for using IT to achieve the base strategy.

Strategic Demand/Supply Plan

Our experience at a large financial services institutions was that senior man-

agement was willing to define business strategic objectives (e.g., add new prod-

ucts and services, in order to make the bank a dominant part of the customer’s

financial life) and to define strategies for IT (e.g., to outsource, install inter-

net capabilities, etc.). But the managers failed to take responsibility for the

business strategies to actually use IT, to make the necessary changes in business

processes and business organization that would take advantage of what IT

could do.

This structure of Business Strategy—Business Strategy for the Use of IT—
IT Delivery Strategy directly addresses this problem. It clearly identifies the obli-

gations of business management to make the necessary commitments, process

changes, and organizational changes that will accomplish the required result.

This structure is a specific example of what we mean by cause and effect. In the

first instance, a business strategy’s cause and effect is to improve the company’s

performance. In the second, the strategy for the use of IT’s cause-and-effect is

to make the business strategy successful. In the third instance, the IT strategy

for the delivery of IT is to make the use of IT successful, which in turn makes

the business strategy successful, which then achieves the goal of improved busi-

ness performance. See Exhibit 9.7.
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Warren McFarlan has said that “deciding what to do is only 15% of the

CIO’s job; the rest is managing the transformation.”3 Again, the structure of

Business Strategy—Business Strategy for the Use of IT—IT Delivery Strategy
makes clear where the transformation is. It’s twofold. First is the transforma-

tion of how IT delivers—a transformation of IT supply. Second is the trans-

formation in business in terms of organization, process, relationship to the

customer, and so forth to meet the business strategy. Of course, this second

transformation is, at the least, jointly accomplished with business management.

The CIO can clarify and structure what is necessary, but it is up to business man-

agement to see to it that the transformational changes actually occur. The trans-

formation takes place on their turf.

Without the clarity of a Business Strategy for the Use of IT, business man-

agement can fall too easily into the trap of expecting the CIO, without part-

nering or teaming, to single-handedly cause the second transformation to occur.

In the absence of extraordinary CIO efforts, this is doomed to failure.

Managers will often claim that a company has no strategic plan and, accord-

ingly, has no strategic intentions from which to develop a strategic IT plan. The

Strategic Demand/Supply Planning practice proceeds on the assumption that the

business’s strategic intentions can be identified and expressed through straight-

forward processes such as interviews and references to company documents.

Our experience has been that strategic intentions always exist, although they

may not be documented or even widely understood. The plan structure shown

in Exhibit 9.8 permits easy documentation and expression of the company’s

strategic intentions.
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IT SUPPLYIT DEMAND
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(Alignment)(Alignment)

Strategic IT Plan:

The IT Delivery
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Strategic Intentions

Strategic Objectives

Strategic Initiatives
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Strategic Objectives

Strategic Initiatives

Strategic Agenda for IT:

The Business Strategy for

the Use of IT

Strategic Intentions

Strategic Objectives

Strategic IT Requirements

EXHIBIT 9.7 Strategic IT Demand/Supply Plan
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Creating the Strategic Demand/Supply Plan

The Strategic Agenda is a framework that clearly expresses enterprise objectives

and plans. The clarity lies in two cause-and-effect connections within the frame-

work. The first is the cause and effect between strategic intentions—where the

enterprise wants to be—and the strategic initiatives that it is taking to get there.

The cause and effect, termed “impact” in Exhibit 9.2, corresponds to “innova-

tion” and assures that the enterprise’s actions are consistent with the objectives

they address and the intentions they support. In this way, the resources invested

in strategic initiatives are assured to be appropriate to achieving the intended

results. By expressing enterprise strategies and plans in this simple three-level
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Context: The
Strategic
Business Plan

1. Strategic Intentions

2. Strategic Objectives

3. Strategic Initiatives

Strategic

The Business

Use of IT

4. Strategic Intentions for the use of IT 

5. Strategic Objectives for the use of IT 

6. Strategic IT Initiatives (for the use of IT 
in the business)

Strategic IT
Plan: The IT
Delivery Strategy

7. Strategic Intentions for Applications,
Infrastructure, Services, Management

8. Strategic Objectives

9. Strategic Initiatives for the delivery of
IT to the business

Strategy for the

Agenda for IT:

EXHIBIT 9.8 Strategic Plan Table of Contents

Strategic Plan Level Example Description Example for a Company

Strategic Intention Example of one of six strategic 
intentions for the company. 

Maximize Marketing 
Effectiveness—Be the best we
can be in our industry.

Strategic Objectives Example of two out of several 
strategic objectives for the 
company. These two relate 
specifically to the example 
strategic intention. 

Establish and improve customer 
communications programs. 

Ensure that customer service is 
the best in the industry.

Strategic Initiatives Example of two out of several for 
each company unit. These two 
relate specifically to the example 
strategic intention and the two 
strategic objectives. 

Marketing Department: A new 
marketing program for dealers 
and distributors. 

Distribution Department: A 
revised call-center organization  
to maximize time and quality 
responses to customers.

EXHIBIT 9.9 Example of a Strategic Business Plan
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cause-and-effect framework, the strategies and plans are both made specific and

defined in terms of action—the initiatives that connect to the intentions and

objectives.

Exhibit 9.9 shows the Strategic Business Plan from Exhibit 4.8. This example

shows the cause-and-effect relationship as well as the power of the three-level

representation. This strategic business plan leads to the business requirements

for the use of IT and then to the strategic plan for delivering the requirements.

It should be emphasized that the purpose of showing this Context: Strate-

gic Business Plan is not to suggest that our purpose is to do business strategic

planning. Rather, our purpose is to describe the content of business strategic

intentions and so forth, as shown in Exhibit 9.10.
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Business Strategic
Context

Strategic Plan for the
Use of IT

Strategic Plan for the
Supply of IT

Strategic
Intention

Maximize marketing
effectiveness—be the
best we can be.

Every marketing and sales
person has immediate
access to complete
customer information.

Establish the
infrastructure and staff
support to enable an
effective, efficient, and 
complete data warehouse.

Strategic
Objectives

Establish and improve
customer communication
programs.

Ensure that customer
service is the best in the
industry.

Collect and maintain
complete information
about every customer
interaction.

Implement a phased
approach to a customer
data warehouse.

Strategic
Initiatives

Marketing—a new
marketing program for

dealers and distributors.

Distribution—revised call-
center organization to
maximize time and quality
responses to customers.

Establish business
processes and

organization support for 
a customer information
system, leading to
customer relationship
management.

Work with Beta Group to
identify best approach to

a data warehouse.

Purchase CRM data
package.

Demand Supply

EXHIBIT 9.10 Strategic Intentions to IT Strategic Plan

We do not expect that companies will have their strategic business plan in

this format. Often, companies have very little formal documentation of their

strategic plan. Rather, our purpose is to provide a template for stating the busi-

ness strategic plan. The process of Strategic Demand/Supply Planning will un-

cover the content and report it using the template.

The second cause-and-effect connection is between the enterprise and IT.

The objective is to assure that IT’s strategies and plans are consistent with the

business strategies and plans. As before, the cause and effect, termed “Align-

ment” in Chapter 8, assures that IT actions are consistent with the business

strategic intentions—where the enterprise wants to be. In this way, the resources

invested in initiatives are assured to be appropriate to achieving the intended
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business results. By expressing business and IT strategies and plans in this three-

level cause-and-effect framework, they are defined in terms of action—the spe-

cific IT initiatives that connect to the business strategies and plans.

To carry out the example of the Strategic Demand/Supply Plan, Exhibit 9.10

shows how one business strategic intention creates the Strategic Intention for

the Use of IT, and the Strategic Plan for the Delivery of IT, all to meet the

requirements of the single business strategic intention. It should be noted that

Exhibit 9.10 implies a 1 to 1 relationship between business strategic intention

and IT delivery strategic intention. This is often not the case; rather, most of

the cause-and-effect relationships (shown as 1 to 1 in the Exhibit) are 1 to N.

The Strategic Demand/Supply Planning Process Overview

The key elements of the process are: (1) establish the business drivers—the com-

pany’s Strategic Intentions; (2) define the role of IT in reaching those business

drivers—the company’s strategic agenda; and (3) define what IT is to do—the

company’s IT strategic plan. See Exhibit 9.11.
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IT input to

Business

Strategies and Plans

Business

Strategies and Plans

IT Role in meeting

Business

Strategies and Plans

IT

Strategies and Plans

Steps 1, 2

Steps 3, 4

Steps 5, 6

Step 7

EXHIBIT 9.11 Step-by-Step Planning Process

NIE Strategic Demand/Supply Planning operates in a context of existing 

IT activities and business strategies. Rather than start with the proverbial blank

sheet, this planning process begins with existing strategic drivers and an assess-

ment of the current state of IT and how it relates to drivers (discussed in more

detail in the Alignment practice description in Chapter 8). Ultimately, the process
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identifies gaps between existing IT activities and those needed to support the com-

pany’s current strategic intentions, and fills those gaps with new IT initiatives.

As with other NIE practices, a portfolio view of IT is used as the frame-

work for the planning process: applications, infrastructure, services, and manage-

ment portfolios become the basis for developing plans to support the strategic

intentions.

Management Issues

The two outcomes we look for in Strategic Demand/Supply Planning are:

1. IT resources have a direct and important impact on achieving the company’s

strategic intentions.

2. IT resources are most effectively allocated to meet the company’s strategic

needs.

Without a clear statement of strategic intentions and strategic needs, there

can be no assessment of impact or intelligent resource allocation to high-impact

activities. The key issue is that in many companies, IT management is left to

interpret company strategies from the IT perspective, resulting in initiatives 

that deviate from management’s intentions for the business. What is needed is

a process that provides the interpretation, gives IT clear statements of manage-

ment’s intentions, and results in consensus among and between business and IT

management about the company’s directions.

From the process perspective, companies often have not explicitly linked

business strategic planning with IT strategic planning, especially in considering

the impact that IT can have on the creation of business opportunities. The IT

tail should not wag the business dog, but companies do need to understand what

IT can contribute to changing the business model or exploiting the existing busi-

ness capabilities. Companies need a planning bridge that ties together existing

business planning processes with IT so that IT ends up with clear strategic inten-

tions to drive the IT planning activities.

The final management issue again comes back to a cultural aspect of plan-

ning. Not only do we want a process that ties business and IT planning activi-

ties together, but we also want a process that gives business and IT management

confidence that each is understanding the needs and role of the other, and is

focusing on exactly those things that the business needs to be successful. We are

looking not just for new plans, but new understanding.

Process Description

Most IT strategic planning processes start with business objectives and develop

IT strategies that are intended to support them. While these are effective as far

as they go, this process lacks both the context and the opportunities presented
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by the existing IT capabilities and activities. With NIE’s Strategic Demand/

Supply Planning practice, looking at technology alignment relative to the new

strategic intentions identifies business opportunities enabled by the existing

technology base, and technology-enabled opportunity scenarios are introduced

into the business demand part of the strategic plan. See Exhibit 9.12.
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IT SUPPLYIT DEMAND
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the Business Drivers?

Strategies and

Goals for IT

EXHIBIT 9.12 The Fundamental Planning Drivers

We look to answer three fundamental questions.

1. What are the business drivers? We use strategic intentions, objectives, and

initiatives to answer this question. It is critical to get down to understand-

ing what the business organizations intend to do to achieve their strategic

intentions.

Note that our purpose is not to do business planning here. We use the

three-level structure to identify and communicate the business drivers, not

define them. In practical terms, many companies will find that this struc-

ture will cause some additional insights into their own plans. But we are not

holding ourselves out as performing business planning for them.

The Innovation Planning practice, however, does provide some oppor-

tunity for changing the business strategic intentions and providing addi-

tional strategic objectives and initiatives. We provide for this in Step Two

of the process (described below).
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2. What is the role for IT in responding to the business drivers? This is the key

innovation of the Strategic Agenda for the Use of IT: the formal expression

of exactly what IT can and should do for each of the strategic intentions.

This is also a two-edged sword in that the business units find that the state-

ment of intentions for the use of IT also places a burden on them to actu-

ally plan for and use IT as specified. We find that this fills a critical gap in

strategic planning. Rather than placing all attention on what IT must do,

this process places equal attention on what the business organizations must

do to employ IT to achieve their objectives.

3. How will IT deliver, to respond to the business drivers? This is IT’s tech-

nology strategy, built to satisfy the role IT needs to play, as defined in the

Strategic Agenda.

The answers, in terms of IT strategic intentions, IT strategic objectives,

and IT initiatives, focus the IT organization on achieving the business goals.

This also serves to differentiate between IT delivery strategies (e.g., data

warehouses, WANs, wireless) from IT use strategies (e.g., availability of

information to business, access to business information throughout the com-

pany, untethered access).

The process occurs at two (or more) levels: at a business unit level and at

the enterprise level across all business units. Within both of these levels, the IT

portfolios play an important role because they describe the full range of IT

applications, resources, and services across the enterprise. This means that, at

the first level, business unit managers can see how other business units are suc-

cessfully using IT resources to achieve strategic goals. This can trigger a new set

of ideas about how those same resources can be applied in a similar fashion

within their business unit.

The planning process itself is a set of management processes that develop

the content of the three-level framework. The objective is to describe doable

processes that any executive team can conduct. The management processes are

organized into seven steps, moving from business strategies and plans and result-

ing in IT strategies and plans.

In practical terms, the specific planning process is very dependent on the

company circumstances, the relationships between IT planning and business

planning staff, and the level of maturity in planning. (See Chapter 12 for a dis-

cussion of maturity and process.) The planning process is also dependent on the

perception of business and IT management as to the specific goals to be achieved

through the planning process. The process steps are shown in Exhibit 9.13.

Note that most other IT strategic planning processes begin with “Define

business objectives.” Their purpose is to assure that business completely drives

the IT planning process. We certainly agree with having business drive IT plan-

ning, but we find that business planning needs to have some idea of the possi-

ble contributions IT can make to the success of its strategic intentions and,

perhaps, in the contribution of new strategic intentions.
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Result

The purpose of the Strategic Demand/Supply Planning practice is to produce an

actionable strategic plan for IT, consisting of a statement of business strategic

requirements (demand) and IT strategic response (supply). However, given that

other parts of the NIE practices also produce potential IT initiatives and resource

decisions (Innovation and Alignment), the strategic plan from this phase is a

beginning framework for further IT planning at a detailed level.

Consequently, there are two outputs from the Planning practice: the Strate-

gic Agenda and the Strategic Plan.

The Strategic Agenda builds on the company’s strategic intentions, and adds

clear statements about how the company intends to use IT to achieve the goals

of the strategic intentions. The Strategic Agenda is a bridge between the over-

all corporate strategic plan and the IT strategic plan. It is a high-level directional

statement, explicitly tied to strategic intentions, that tells both business and IT

management what the company expects IT to do to promote the company’s

business strategies.

The strategic plan builds on the strategic agenda. Taking a portfolio view,

the strategic plan expresses what actions and initiatives IT will undertake, in

each of the portfolio areas, to fulfill the objectives of the strategic agenda. Note

a major difference between the NIE strategic plan and many traditional IT

strategic plans: this plan does not include individual projects. The strategic plan

focuses on high level technology-oriented strategies and objectives, and states
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General Process Step Primary Purpose

Step 1 Identify business mission and key management team 
objectives.

Provide IT Strategic 
Input into Business 
Strategies and Plans

Step 2 Visioning and Innovation: Awareness of IT potential 
for contributing to new and existing business strategy. 

Step 3 Establish or identify business strategic intentions at a 
company level.

Identify Business 
Strategies and Plans

Step 4 Establish or identify, for each key business 
organization, strategic objectives, and initiatives.

Step 5 Define the Strategic Agenda for the use of IT; identify 
strategic intentions for the use of IT in the company.

Establish IT Role in 
Meeting Business 
Strategies and Plans

Step 6 Define the Strategic Objectives and Initiatives for the 
use of IT in each key business organization.

Prepare IT Strategies
and Plans

Step 7 Define the Strategic IT Plan for the IT organization;  
define the strategic intentions, objectives, and 
initiatives for the delivery of IT.

EXHIBIT 9.13 Step-by-Step Planning Process
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in broad-brush terms what IT will do, from the technology perspective, to sup-

port the strategic agenda. It includes programs and initiatives that IT may under-

take in each of the four portfolio areas, but it stops short of articulating specific

projects that IT may do as part of those programs.

Beyond the deliverables, the Strategic Demand/Supply Planning practice has

a wide impact on the company’s planning processes and cultural view of IT and

its role in the company. By involving business management in crafting the strate-

gic intentions and strategic agenda for IT, the practice creates two-way under-

standing between business and IT of the role that IT must play for the company.

Clear strategic statements produce clear communication, and communication is

the basis for effective IT actions.

Critical Success Factors: Right Decisions/Right Results Principles 
in Strategic Demand/Supply Planning

� Actionable Strategic Intentions. The Planning practice serves to crystallize

the business strategies and visions into strategic intentions that IT can act

upon. The process explicitly requires business management to “translate”

traditional strategy, mission, and vision statements into strategic intentions

that communicate to IT, and the business, exactly what management intends

to do to improve business performance.

� Actions Tied to Strategy. Most top-down planning processes result in

planned actions that are driven by the strategic inputs. However, that leaves

the existing activities potentially unconnected to new strategies. Strategic

Demand/Supply Planning combines both, by driving new programs, initia-

tives, and strategies from business strategies, but also reexamining all ongo-

ing activities in the context of the company’s strategic agenda. In this way,

all new and existing activities are directly connected to the strategic agenda.

� Common Understanding of Strategic Intentions. In many companies, IT

managers must interpret business strategies and translate them to IT strate-

gies and actions, often times only approximating the intent of business man-

agement. The Planning practice is a way to synthesize business strategic

planning results from traditional planning processes into defined strategic

intents, eliminating the need for IT to interpret management strategies. The

practice requires business and IT management to understand and agree on

the strategic and operational meanings of the business strategies, allowing

IT to take actions with the explicit understanding of where the business is

headed. See Exhibit 9.14.

� Value-Based Resource Allocation. Consensus-driven strategic intents are the

bedrock for assessing the bottom-line impact of IT activities. Through Pri-

oritization and Alignment practices, strategic intentions that come from the

Planning practice drive all resource allocation decisions in each of the IT

portfolio areas. Without strategic intentions, there is no basis for making

value assessments; without Planning, there are no clear strategic intentions.
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� Portfolio-Based Resource Management. The Strategic Demand/Supply Plan-

ning practice uses four IT portfolios as the basis for planning analysis. By

assessing existing and proposed portfolio elements against the strategic

intentions that result from planning, IT and business management can allo-

cate resources to those portfolios based on their existing and potential con-

tribution to the business. There are no anecdotal assessments in this process;

all assessments are made by looking at the total portfolio in each area, and

acting to maximize the impact of the entire portfolio.

� Business Outcomes. Again, strategic intentions that result from the Strategic

Demand/Supply Planning practice are the basis for cause-and-effect analy-

sis for IT initiatives. Without this type of strategic intent definition, there

is no clear basis for assessing an IT initiatives impact on business initiatives

and strategic intentions. Planning again provides the clear context for mak-

ing these assessments.

� Responsive to Change. By splitting the Demand and Supply components of

the IT strategy, the strategic agenda and strategic plan are allowed to quickly

adjust to changes in the business strategic IT requirements. Changes are 

easily driven from new strategic requirements into the strategic agenda,

driving in turn new programs and initiatives for IT.

� Role-Based Culture Management. Strategic Demand/Supply Planning requires

that business and IT managers participate in very specific ways to develop

the strategic IT requirements, and that IT work closely with business man-

agers to develop the corresponding IT Strategic Agenda. This planning

process, by forcing the interaction between these management groups and

delineating the roles of each in producing the IT Strategic Plan, begins the

186 PLAN FOR THE RIGHT RESULTS

Goals Practice Principles

1. Actionable Strategic Intentions

2. Actions Tied to Strategy

Actionable,
Commonly
Understood Strategic 
Intentions 3. Common Understanding of 

Strategic Intentions

4. Business-Focused OutcomesThe Right Business 
Results from IT  5. Value-Based Resource 

Allocation

Management Culture 
and Consensus View 

6. Role-Based Culture 
Management

Portfolios and 
Portfolio Management 

7. Value/Portfolio-Based
Resource Management

The Right Actions 
and Results  

8. Responsive to Change

EXHIBIT 9.14 Goals and Practice Principles
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overall process of changing the way business and IT interact, and hence

the culture of how business will use IT to achieve its strategies.

Summary — Strategic Demand/Supply Planning

The Strategic Demand/Supply Planning practice bridges the gap between busi-

ness strategic planning and actionable IT strategic plans. By focusing on strate-

gic intentions and the IT strategic agendas needed to accomplish them, the

practice builds a consensus view on exactly how IT will be used, and how IT

can impact the company’s strategies, both tactically and as an influencer of new

strategies.

By incorporating a portfolio management perspective into the planning

process, the Planning practice ensures that all aspects of IT are considered, and

resources are allocated to high-value initiatives, across and within the portfolio

THE INNOVATION PLANNING PRACTICE

Introduction

Historically, IT has been, and still is, primarily a support organization. (See

Exhibit 9.15.) Its goals and its criteria for success have been related to its abil-

ity to respond to the needs of the business through business applications, infra-

structure capabilities, and related support services. A key word used to describe

IT’s role as a support organization has been automation— to take an existing

business process or function and replace the human processing elements with

those of a computer. IT has been judged by its ability to align its resources with

the needs of the business and to reduce costs, both its own unit costs and those

of the business processes that it has automated.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Proj-

ects
Action

Strategic

IT Require-

ments

IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Strategic IT Planning Annual IT Planning

Business

Plan

The Business Enterprise: Lines of Business, Departments

Strategic

IT Plan

Strategic

IT Agenda

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

Business

Strategic

Intentions

Business Plan)

(Strategic

Innovation

EXHIBIT 9.15 Innovation Planning in the Value Chain
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Increasingly, IT is now expected to add value to the enterprise not only by

responding to business requests but also by creating business opportunities

through the innovative combination of IT capabilities with customer needs and

requirements. These business opportunities are not only cost-saving opportuni-

ties but also opportunities for new markets and new customer offerings. In other

words, IT is expected to deliver value to the business through IT-enabled inno-
vation.4

A challenge for IT is to find the right balance between these two seemingly

contradictory expectations: to maintain alignment with the business as a sup-

port organization and to be an innovative agent of change. The management

expectations and cultures for each are quite different. See Exhibit 9.16.
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Innovation

Business Units and

Processes

(Strategic Agenda

for use of IT)

Alignment

Strategies and

Objectives

(Strategic

Intentions)

(Strategy for the

supply of IT)

IT

IT Capability

(Potential for new

business directions)

EXHIBIT 9.16 Alignment/Innovation 
Planning Practices

Alignment Culture
An Alignment culture shows up in management’s project methodologies, plan-

ning methodologies, and attitudes about what IT should be working on. Such

methodologies characteristically define the business objective, identify the busi-

ness initiatives and programs to achieve the objective, and then consider the con-

sequential IT implications (the system and infrastructures necessary to support

the achievement of the business objective).

Innovation Culture
IT can enable new objectives, programs, strategies, and plans. IT can create and

distinguish products, markets, and potential customers. The management expec-

tation is that IT can actively generate innovations in the company strategies and,

ultimately, in its processes to carry out the innovations. The innovation culture

creates innovation through IT and rewards IT-driven change.
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Innovation has two underlying component parts. The first component is

creativity, or the generation of new ideas. The second is the implementation of

the idea. Innovation only happens when both components occur. The dot.com

bubble was filled with many creative and new business models. The bubble burst

when it became apparent that the implementation of many of these creative

ideas could not be financially sustained. The point here is that innovation is not

just about being creative and thinking outside of the box. The other necessary

piece of the innovation puzzle is having a culture and a set of processes that can

cope with new ideas and allow them to develop, be fairly evaluated, and suc-

cessfully implemented.

What are the key management issues that the practice area addresses?

The key management issue is how IT’s role in business innovation can be

expanded and improved. This issue really raises two related questions. The first

is the cultural question that asks whether IT recognizes its innovation role and

encourages that role via a set of management norms. The second question relates

to the specific processes that can be used to enhance and bring attention to IT’s

role in innovation.

Is IT participating as an innovation “partner”? Does IT’s management culture
actively support IT-enabled innovation?

IT must be able to assess its role within the organization’s innovation chain and,

as needed, enhance and improve its credibility and capability as an innovation

partner. During the go-go period of the dot.com rush, many organizations set

up separate dot.com divisions that included integrated IT capabilities. The exist-

ing IT organization was viewed as being too slow and too cautious to run at

Internet speed.

Exhibit 9.17 summarizes some of the characteristics of organizations that

successfully encourage and reward innovation.

The Innovation Planning Practice 189

Norms that promote creativity Norms that promote implementation

Support for risk-taking and change 

• Rewards and recognition for innovation  

• Positive attitude and role models for change
by management  

• People are expected to challenge the 
status quo

Effective group functioning 

• Teamwork is emphasized  

• People share common goals  

• Information is shared openly  

Tolerance of mistakes  

• Mistakes are accepted as a normal part of 
the job  

• People are given the freedom to make 
changes  

• “It’s better to be safe than sorry” is not an 
accepted practice

Speed of action 

• Decisions are made quickly  

• Flexibility and adaptability are emphasized  

• Sufficient autonomy is given to insure 
implementation  

EXHIBIT 9.17 Cultural Aspects of Innovation
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Can IT’s role in business innovation be managed and improved?

Some argue that creativity and innovation cannot be induced or managed

through formal processes; that innovation is about improvisation, serendipity,

and emergent behaviors caused by the inherently unpredictable juxtaposition

and combination of previously unrelated ideas or concepts. We would respond

by saying that although specific flashes of creativity cannot be predicted, their

probability can be increased through the presence of processes that open up

broad conversations between IT and business; and through an environment and

culture that creates opportunities for new thinking. The same can be said for an

organization’s ability to convert new ideas into opportunities and competitive

advantages by providing a fertile ground for their germination and development.

How are the management issues addressed by the frameworks and processes that
define the practice?

The NIE Innovation Planning practice has four components:

1. Business and Technology Monitoring is a review for IT and business man-

agement of the business and technology change factors that could affect

their business. This process produces a technology and business status

report and uses external research, IT architecture and plans, and business

information to fully explore the technology and business dynamics affect-

ing business and IT. See Exhibit 9.18.
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Monitoring:

What are the

changes

affecting us?

Actionable:

What

Will We Do?

Visioning:

What

Can We Do ?

Business

Choices:

What

Should We Do?

Business and

Technology

Monitoring

Innovation

Visioning

Actionable

Innovation

Oversight

Process

Innovation

Business

Choices

Key

Innovation

Questions

Innovation

Process

Components

EXHIBIT 9.18 Innovation Planning Questions and Components

This can be in the form of an ongoing process that engages business 

and IT management in reviewing current changes and future opportuni-

ties. It addresses the question “What are the changes affecting us,” both in
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technology and business terms. The process can consist of a two- or four-

hour session, with the following sample agenda:

� Input from outside experts who are aware of technology and business

changes affecting the industry.

� Updates from IT on potentials for addressing key business strategic

issues.

� Updates from business management on key business changes occurring

in the industry.

� Facilitated discussion on the possible implications for the company.

2. Innovation Visioning develops broad alternative visions/directions for the

enterprise, responding to technical and business changes, and establishing

a consensus set of alternative visions/directions. This process engages the

business and technology managers in addressing the question “What can 
we do?” Potential gaps and potential changes in the client’s business and 

IT strategic plans are identified for each scenario. Issues to be addressed

include:

� The key business and competitive drivers; which can be causes for busi-

ness change in industry.

� IT drivers affecting industry; opportunities provided.

� Alternatives for company action in response; possible scenarios describ-

ing company action; likely initiatives needed.

� Innovation visioning, which can be in the form of a workshop with both

IT and business management participation; a sample agenda.

� Input from outside experts aware of key technology and business issues

in the industry; input from business management on the implications

for the company.

� Development of alternative scenarios in response to issues and impli-

cations.

� Discussion of possible business responses, with IT as a key enabler.

3. Business Context and Choices makes choices about the vision/direction for

the enterprise that govern how the business can function. This interaction

establishes a “problem” statement: “here’s what the drivers are, the direc-

tion we need to develop, and the ground rules.” This process engages the

business and technology managers in a full consideration of the possible

business scenarios—What should we do?—as well as developing those that

are most consistent with client business goals and strategies. The process

identifies the best scenario and outcome for the client. Issues addressed can

include:

� Current goals and strategies, and initiatives; basic principles that drive

company actions.
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� What company responses are best, in light of current goals and strate-

gies, initiatives, and basic principles?

� What major initiatives are likely in the next two years, given the best

company responses?

Business Context and Choices can be in the form of a workshop, engag-

ing business and IT managers in discussion of the implications of business

and IT opportunities, and creating potential scenarios for moving forward.

A sample agenda would include:

� Presentation of scenarios in response to business and IT change.

� Selection of most appropriate scenarios for the company, in the light of

mission, principles, and strategic intentions.

� Discussion of the implications of the scenarios.

4. Actionable Innovation develops the scenario and prototype action plan for

the innovation (which establishes the outlines of an actionable plan). This

event engages the business and technology managers in a planning exercise

focused on the defining business and technology scenario based on new

technology or business conditions—in other words, “What will we do?”
The event develops the planning into an actionable plan, including steps to

gain commitments, for both business client and technology service provider.

Issues that can be considered include:

� What’s currently being done in IT and business that relates to the pro-

posed scenario.

� What is specifically required to carry out the scenario; steps needed.

� Effect on existing planning, organization, and budget.

� Leadership roles and responsibilities.

Actionable innovation can be in the form of a workshop, engaging busi-

ness and IT management in describing the next steps for implementing the

innovation. A sample agenda could include:

� Presentation of potential scenarios.

� Practical discussion of the implications.

� A “What’s Next?” discussion for business and IT management.

Critical Success Factors: Right Decisions/Right Results 
Principles in Innovation Planning

� Actionable Strategic Intentions. Innovation processes represent the oppor-

tunity for IT to influence and shape strategic intentions. Innovation in a nar-

row context reverses the “traditional” business and IT roles in the planning

process, using IT capabilities to create business opportunities to which busi-

ness can respond with new strategies and initiatives. By focusing business
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on the things IT makes possible, innovation by its nature forces the busi-

ness to create strategic intentions that IT can act on.

� Actions Tied to Strategy. The “actions” of IT in this case seem to precede

the “strategies” from business, as IT has developed capabilities that may be

in front of the business’s capacity to use them. Regardless, strategic inten-

tions that result from innovation by definition are driven by, and will drive,

IT actions in the future. See Exhibit 9.19.
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Goals Practice Principles

1. Actionable Strategic Intentions  

2. Actions Tied to Strategy  

Actionable,
Commonly
Understood Strategic 
Intentions 3. Common Understanding of 

Strategic Intentions  

4. Business-Focused Outcomes  The Right Business 
Results from IT  5. Value-Based Resource 

Allocation  

Management Culture 
and Consensus View 

6. Role-Based Culture 
Management  

Portfolios and 
Portfolio Management 

7. Value/Portfolio-Based
Resource Management  

The Right Actions 
and Results  

8. Responsive to Change

EXHIBIT 9.19 Goals and Practice Principles

� Common Understanding of Strategic Intentions. Creativity and implemen-

tation require a broad view of the enterprise. Common understanding and

acceptance of common goals (strategic intentions) is a requirement for suc-

cess.

� Value-Based Resource Allocation. Innovation is an important component of

value. The total pool of allocation opportunities is weakened without a

process that supports and encourages innovation.

� Portfolio-Based Resource Management. Portfolios need to be balanced be-

tween innovation-based and enhancement-based resource allocations.

� Business Outcomes. Paying closer attention to the cause-and-effect linkages

between IT and the business will change IT’s perspective from an inwardly-

directed “How did we do in supporting the business need?” to an out-

wardly-directed “What can we do to create new business opportunities?”

� Responsive to Change. Innovation is all about being responsive (adaptable)

to change—both external (environmental) and internal (organizational).

� Role-Based Culture Management. As with the other practices, Planning fur-

ther defines the roles and responsibilities of IT and business managers in

identifying and developing IT-enabled innovations. The combination of
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role definition and process definition around IT-enabled innovation will

establish a new cultural norm.

Summary — Innovation Planning Practice

Processes alone cannot enhance an organization’s innovative capabilities. How-

ever, when processes, tools, and management actions work together, IT can

become an engine of innovation. Without this innovation infrastructure com-

bined with an innovation-receptive culture, great ideas can still happen, but

innovation will not.

CHAPTER SUMMARY: PLAN FOR THE RIGHT RESULTS

� Where is Strategic Demand/Supply Planning applied? 

The practice is embedded in company processes that produce the Business

Strategic Intentions and the Strategic IT Plan.

� What outcomes does Strategic Demand/Supply Planning produce?

The outcomes from Strategic Demand/Supply Planning are detailed in Exhibit

9.20. These outcomes connect to the related business processes (e.g., cor-

porate budget, corporate annual business planning) that will carry out the

elements of the Plan.

Practice Description
▫ Explicitly connects IT strategies and plans to business strategic inten-

tions.

▫ Establishes the business strategic demand for IT, and then IT’s strategies

and plans for the supply of the necessary IT capabilities.

Desired Management Process Outcomes
▫ Business and IT planning operate together.

▫ Business planning explicitly considers IT innovations as input and IT

consequences as output.

▫ IT planning explicitly considers, and is driven from, business strategic

intentions.

Desired Business Outcomes
▫ The senior management team requires that IT activities directly support

business strategies and their strategic intentions, and encourages con-

nected planning. They do enforce it, and work to improve it.

▫ As a result of connected planning, IT investments focus on important

business strategies.

▫ Business strategies are dependent on IT contributions to carry them out.

The senior management team considers IT implications of their business

strategies.
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▫ IT managers plan based on business strategies.

▫ The IT organization is known in the industry as a significant contribu-

tor to the company’s strategic and operational excellence.

� Where is the Innovation Planning practice applied?

The practice is embedded in company processes that produce the Business

Strategic Intentions and the Strategic IT Plan.

� What outcomes does the Innovation Planning practice produce?

Practice Description
▫ Translates IT opportunities into new business strategic intentions, and

new ways for IT to support existing strategic intentions

Desired Management Process Outcomes
▫ Business innovations are considered, and occur, based on new IT oppor-

tunities.

▫ New IT opportunities are translated into possible business innovations

and strategic intentions, and considered seriously by management.

▫ New IT opportunities are proposed and considered, in order to support

existing strategic intentions.

Desired Business Outcomes
▫ Management expects, as part of its duties, to develop new ideas as a

routine part of being in business.

▫ Business plans focus on innovation and are continuously refreshed with

new ideas.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Proj-

ects
Action

Strategic

IT Require-

ments

IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Annual IT Planning

Business

Plan

Strategic

IT Plan

Strategic

IT Agenda

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

Business

Strategic

Intentions

Business Plan)

(Strategic

Innovation

Strategic IT Planning

The Business Enterprise: Lines of Business, Departments

Strategic

Demand/Supply Planning

EXHIBIT 9.20 Strategic Demand/Supply Planning and Innovation
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If No, What Is
Yes or Our Plan for

Management Question No? Correcting This?

Business and IT planning operate together.

Business planning explicitly considers IT innovations as 
input and IT consequences as output.

IT planning explicitly considers, and is driven from, 
business strategic intention.

The senior management team requires that IT activities 
directly suppor t business strategies and their strategic 
intentions, and encourages connected planning. The team 
enforces this and works to improve it. 

As a result of connected planning, IT investments focus on 
impor tant business strategies.

Business strategies are dependent on IT contributions to 
carry them out. The senior management team considers 
IT implications of its business strategies.

IT managers plan based on business strategies. 

The IT organization is known in the industry as a 
significant contributor to the company’s strategic and 
operational excellence.

Business innovations are considered, and occur, based 
on new IT oppor tunities.

New IT oppor tunities are translated into possible business 
innovations and strategic intentions, and considered 
seriously by management.

New IT oppor tunities are proposed and considered, in order 
to suppor t existing strategic intentions.

Management expects, as par t of its duties, to develop new 
ideas as a routine par t of being in business.

Business plans focus on innovation and are continuously 
refreshed with new ideas.

PLAN FOR THE RIGHT RESULTS: MANAGEMENT AGENDA
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ADDITIONAL READING

This book’s website contains additional information for Chapter 9:

Note 3: IT, Bottom-Line Impact, and Government

Note 16: What About IT’s Performance?

The appendices at the back of the book also contain related information for

Chapter 9:

Appendix A: The Role of Enterprise Architecture in Right Decisions/Right 

Results

Appendix C: The Development of Strategic Intentions, with Examples

NOTES

1. Adapted from the EwIM (Enterprise-wide Information Management) “Impact

and Alignment” concepts. See, for example, Marilyn M. Parker and Robert J.

Benson, “Enterprise-wide Information Management: State of the Art Strategic

Planning,” in Robert E. Umbaugh, ed., Handbook of MIS Management 1990-91
Yearbook (New York, Auerbach, 1990), pp. S-3–S-15.

2. See Appendix A, “The Role of Enterprise Architecture in Right Decisions/Right

Results,” for a further discussion of Enterprise Architecture and its role in Right

Decisions/Right Results and NIE practices.

3. Warren McFarlan, quoted in Abbie Lundberg, “Survival Strategies,” CIO Maga-
zine, March 15, 1995.

4. Exhibit 9.16 is adapted from Information Economics, p. 59.
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Keep Score

The Performance Measurement prac-

tice is based on three fundamental

ideas:

1. IT managers need to manage 

their resources and investments 

to improve their contribution to

company strategies and goals, and

thereby to the bottom line

2. To accomplish this, IT managers

need a measurement capability

that brings attention and focus to

the activities and behaviors that

best support IT’s contribution, and

3 This measurement capability must

include business-related measures

that can be connected to business

activities and are relevant to busi-

ness managers.

Measurement and management are two sides of the same coin. See Exhibit

10.1. Presumably, all organizations manage IT, albeit with varying levels of qual-

ity and effectiveness. By extension, presumably, all organizations also measure

IT via some combination of explicit and implicit measures. The question for IT,

then, is rarely whether to measure but rather what and how to measure.

Measurements are a manager’s as well as an organization’s navigational sys-

tem providing them with information regarding location (where are we?), des-

tination (where are we going?), direction (are we going the right way?), and

speed (how fast are we getting there?). To be useful, the attributes or measures

used to describe location must necessarily also be used to define destination.
That is, our navigational system is of little use if we describe our location as “the

corner of State and Main” but we define our destination as 40N60W.

CHAPTER 10

199

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

➤

c10.txt (199-212)  1/7/04  3:03 PM  Page 199



This is the situation in which many IT organizations currently find them-

selves. The measures or attributes that an IT organization uses to describe its

current performance (i.e., IT’s location) might be cost efficiency, infrastructure

availability, and on-schedule delivery of projects. However, the enterprise uses

attributes like business impact, agility, and innovation to describe expected per-

formance (i.e., IT’s destination). Without reconciling the terms used to define

location and destination, appropriate action cannot be taken. In the terms of

the previous example, we cannot effectively navigate from State and Main to

40N60W without adding latitude/longitude measures to our description of loca-

tion. The key point here is that IT’s measurement framework needs to be con-

sistent with IT’s role. 

As IT’s role develops and evolves, its management processes and measure-

ments also need to evolve and develop. The management culture needs to change

at the same pace as the organizational role for IT. For many organizations, this

is an unrealistic expectation. IT’s role is subject to abrupt changes due to rapid

changes in technology and the business environment. Management processes

and culture change at a more glacial pace. Consequently, management processes

and measurements become out of phase with IT’s role. See Exhibit 10.2.

The challenge for these IT organizations is to accelerate the evolution of

their IT management processes, which includes developing appropriate meas-

ures for guiding and evaluating IT performance within the context of its chang-

ing role. Many CIOs have abundant operational metrics in the areas of systems

development and infrastructure operations. These metrics typically focus on

internal IT processes, such as up-time, development milestones, and function

points per programmer. Our interest within the NIE Performance Measurement

practice, however, is in performance measurements that can help bridge the

IT/business gap—that is, a Performance Measurement practice that focuses on

managing the impact IT has on the business.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic

Business Plan)
Proj-

ects
Action

Strategic

IT Require-

ments

Strategic

IT Agenda

Strategic

IT Plan
IT Plan

Projects

Plan

Projects

Budget

Lights-On

Budget

Strategic IT Planning Annual IT Planning

Business

Plan

The Business Enterprise: Lines of Business, Departments

Performance Measurement Metrics

The IT Enterprise: Four “Lights-On” Asset Pools

Performance Measurement

EXHIBIT 10.1 Performance Measurement in the Value Chain
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MANAGEMENT ISSUES

As stated above, the key management issue around Performance Measurement

is having a measurement capability that brings attention and focus to the activ-

ities and behaviors that best support and improve IT’s contribution to the busi-

ness. The measurements must be connected to business activities and be relevant

to business managers. These issues can be restated in the form of the following

management questions:

◆ 

Is IT doing things right? Are IT’s capabilities and services being delivered with
appropriate efficiency and effectiveness?

Most IT organizations have existing cost-efficiency metrics. These measures

historically reflect the need to manage IT as a cost center. However, these met-

rics focus on IT’s internal operation and do not connect to the needs of the busi-

ness. Many of these efficiency measures, and even most customer satisfaction

surveys, look only at outcomes (lagging measures) rather than at the activities

and processes that drive those results (leading measures). Lagging measures are

useful for signaling a problem but cannot point to a solution. These organiza-

tions need to balance efficiency metrics with process measures and an increased

focus on customer-oriented measures like alignment, service level, and quality.

Management Issues 201

Reporting

Managing

IT Management 

System

Communicate outward 

about IT’s contribution

Communicate inward

to direct and manage

IT performance

The IT Management (and Measurement) Challenge

IT must master the art of managing to 
measures that matter to the business:

 •  Business Process Measures

 •  Product/Service Innovation

 •  Value for Money

By addressing these issues, IT can increase 
its value proposition:

 •  Elevate the strategic importance of IT

•  Improve ability to serve customer segments

•  Proactively manage the IT agenda

•  Enhance key stakeholder relationships

•  Align performance objectives with IT  

    strategy

EXHIBIT 10.2 Performance Measurement Context
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It is necessary to continually match the right measures to the right purpose

within the right context.

◆ 

Is IT doing the right things? Are IT resources allocated to the right set of business
activities and initiatives?

This question is primarily a question about alignment. An IT organization

is exposed to many conflicting demands. Legacy applications require emergency

maintenance; new system development timelines shift as requirements evolve;

and demands on the infrastructure expand in unexpected ways. IT managers need

to have tools that allow them to continually reassign and reallocate resources

to the “right” activities and projects. Consequently, IT managers need consis-

tent information about a system’s impact on the business to support rational

allocation decisions that involve that system.

Importantly, the question of “doing the right things” is a question for both

IT and business management. Adequately answering the question is dependent

upon fully understanding the strategic and operational goals of the business

while also knowing how IT’s resources are being deployed.

◆ 

Is IT implementing its strategy? Is IT achieving its own goals for improvement
and change?

In addition to business-oriented projects and services, IT will have its own

set of strategic initiatives that are also linked to business requirements. For

example, IT’s strategy for the development of infrastructure—standards, com-

mon services, and functional robustness—exists because the business requires,

or will require, the resulting capabilities. The Performance Measurement prac-

tice needs to have a framework for tracking and reporting progress on the

implementation of IT’s own strategic agenda. This measurement capability is

important because it indicates IT’s readiness to fulfill business requirements and

IT’s readiness to provide (and anticipate) future technical capabilities. This issue

is not a doing things right issue. Rather, it is about getting the technical desti-
nation right and succeeding in getting there.

FRAMEWORKS AND PROCESS OVERVIEW

Portfolios 

The IT Portfolios form the foundation of the Performance Measurement frame-

work. Two types of portfolios are used. The first are resource portfolios that
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contain and describe IT systems, projects, and services. Examples of resource

portfolios are application portfolios and infrastructure portfolios. Attributes of

line items within these portfolios include class, cost, service level, quality, and

alignment. The second type of portfolio is the process portfolio that contains and

describes IT management and delivery processes. Examples of process portfolios

include Planning/Organization and Delivery/Support. SEI/CMM1 and COBIT2

serve as useful models for process portfolio items. Attributes of processes include

maturity factors, key performance goals, and key performance indicators.

Strategic Alignment

To address the question of whether IT is doing the right things, the Performance

Measurement practice framework uses a strategic alignment3 assessment process

that evaluates the connection between elements of the IT portfolio and the

strategic intentions of the company. An important aspect of the strategic align-

ment assessment is that it actively involves business management in the evalua-

tion and ratings of IT’s connections to business goals. See Exhibit 10.3.
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EXHIBIT 10.3 Strategic Alignment Gaps

Functional Alignment

To address the question of whether IT is doing things right, the Performance

Measurement framework uses a multidimensional approach4 that includes ele-

ments of cost performance, service level, and quality and process measurements.
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These three dimensions are interconnected, and IT management needs to rec-

ognize and be aware of these performance relationships. There is an intuitive

understanding of the relationship between cost and quality or service level. Less

intuitive is the fact that the specific relationship between cost and quality is

determined by the quality of the processes involved (i.e., the marginal cost of

an improvement in project delivery is determined by the quality of our project

management processes). See Exhibit 10.4.
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Cost Performance

Process Development Quality and Service Level

EXHIBIT 10.4 Performance Dimensions

Cost Performance

Cost performance and cost metrics will always be part of the IT Performance

Measurement suite of measures. Organizations are continually looking to save

IT-related costs wherever possible, but the methods for doing so are not always

obvious and cost analysis is not always straightforward. For example, although

the value of e-mail systems is indisputable, the cost of operating them can be

the subject of much controversy. Ascertaining costs is a crucial aspect of any

cost-saving exercise: A granular and accurate breakdown of system expenses is

mandatory for identifying potential savings. Organizations pursuing a managed

approach to investment in e-mail systems require an in-depth understanding 

of mail system costs to formulate a strategy for reducing overall mail system

expenses.

Within the context of IT as a cost center and with the primary goal of IT

being to manage and control costs, then cost measures are appropriate indica-

tors of success. When the context changes and IT is expected to add value, then
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new measures are needed to support the new criteria for success. Indeed, within

the new added-value context, managing with cost performance as the guiding

star could land the organization on rocky shores. Additional performance meas-

urement dimensions are needed.

Quality and Service Levels

As the performance context for IT shifts toward added-value services, the meas-

urement framework must give more emphasis to customer-focused metrics such

as service level and quality. See Exhibit 10.5.
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Process Measurement 

Although cost and service level data are useful, they are lagging indicators that

communicate results but are not useful as levers to manage or implement change.

Process measurement (and management) is a way to affect the IT organization’s

performance drivers. Measuring and managing processes is about measuring and

managing the causes behind cost and service-level results.

The NIE Performance Measurement practice recommends a combination of

operational and management processes for assessment. Example processes are

shown in Exhibit 10.6. These processes will not be equally important, as their
impact will depend on the specific needs of the IT organization within its spe-
cific business context. The framework for assessing and managing processes,

including assessment categories, is illustrated in Exhibit 10.7.

Elements of Service Level Elements of Quality

Application
Development

Portfolio

• Availability of the development 
resource

• Responsiveness of the 
development resource

• Reliability of the development 
process

• Reliability of the development 
result

Applications
Portfolio

• Availability of the application

• Responsiveness of the 
application

• Functionality of the application

• Accuracy of the application and 
its data

Infrastructure
Portfolio

• Availability of the infrastructure 
element

• Responsiveness of the 
infrastructure element

• Functionality of the infrastructure 
element

• Reliability of the infrastructure 
element

Services
Portfolio

• Availability of the service 
resource

• Responsiveness of the service 
resource

• Reliability of the service process

• Reliability of the service result

EXHIBIT 10.5 Elements of Service Level and Quality
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Managing IT Strategy Implementation

It is critical that IT be able to implement its own strategic objectives. The fun-

damental framework for this is to track each strategic objective as a project,

which means naming an owner for that objective, identifying related initiatives,

assigning resources, and establishing milestones (see Exhibit 10.8). An additional

component of the Strategy Implementation framework is the identification of

linkages to IT portfolios from which specific measures can be obtained to assess

the impact of the strategic objective as it is implemented. The purpose of any
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Software Development (SEI) IT Management (COBIT)

Requirements Management Define a Strategic IT Plan

Software Project Planning Define the Information Architecture

Software Project Tracking and Oversight Define the IT Organization and Relationships

Software Quality Assurance Manage the IT Investment

Software Configuration Management Manage Human Resources

Organization Process Definition
System Engineering (SEI)

Integrated Software Management
Derive and Allocate Requirements

Software Product Engineering
Integrate System

Verify and Validate System

Ensure Quality

Monitor and Control Technical Effort

EXHIBIT 10.6 Example of Available IT Process Models

0 1 2 4 5

Process Maturity

Critical Success
Factors

√

√

Ο

Enabled by a documented methodology that is supported
by validated data and a structured transparent decision-
making process

Provides for a prioritization scheme for the business
objectives and quantification of business requirements

Achieves buy-in from IT senior management team

Key Goal
Indicators

25% Percent of strategic plans that are translated into 
long- and short-range plans leading to individual
responsibilities

Key Performance
Indicators

.5 Yrs

.39

Age of Strategic Plan

Plan Quality Index, including timelines of development
effort, adherence to structured approach, and
completeness of plan

EXHIBIT 10.7 Process Measurement Example
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strategic objective is to improve the performance of IT services and capabilities

as reflected in the portfolios.

RESULT

IT, like most organizations, needs to pay attention to short-term, tactical per-

formance as well as to long-term, strategic performance. Correspondingly, there

are measures needed for the identification and diagnosis of operational issues,

and measures necessary to maintain focus on strategic goals and assess progress

toward their achievement. 

The measures described within the Performance Measurement practice pro-

vide a broad spectrum of metrics that can be used for diagnostic as well as strate-

gic purposes. The metrics included in this scorecard are identified through a

process that links strategic objectives to specific resource and process drivers and

to specific metrics associated with those drivers. Most, if not all, of an IT Per-

formance Scorecard’s measures will come from the Performance Measurement

framework as presented in this book.

Exhibit 10.9 shows the overall results of portfolio assessment in Performance

Measurement. Each application in the Application Portfolio can be assessed, first

for alignment, then service level/quality, then for current and future resources.

Taken together, this begins to comprise a complete picture of the Application

Portfolio. Management can assess the components of the Portfolio and make

reasonable decisions about retirement, future investment, or operational con-

cerns about services and quality. For example, in the exhibit, Financial Infor-

mation is the lowest from the Alignment perspective. Does that mean that the

Result 207

Strategic Objective: Planning and Budgeting Process Enhancement

Owners 
John Barnes, IT/CFO 

Brad Snyder, IT Budget Director

Related Initiatives 

Project Management Office (PMO) implementation  

Portfolio Management tool implementation 

Common IT Metrics initiative

Resources 

IT Budget staff 

Budget staff in each business unit 

Consultants

Milestones and 
Indicators 

Step 1 Template development 

Step 2 FY2003 Baseline 

Step 3 FY2004 Budget

Linkages to Process and 
Resource Portfolios  

Management Portfolio—Connect budgets to business objectives 

Project Portfolio—Address project resource allocation 

Lights-On Portfolio—Address alignment issues and the retirement of 
low-value systems

EXHIBIT 10.8 Tracking IT Strategy Implementation

c10.txt (199-212)  1/7/04  3:03 PM  Page 207



financial system needs a refresh? Does it signal a need to consider alternatives?

Similarly, the Manufacturing application ranks lowest in service and quality. The

same questions apply, particularly since that application area is consuming the

largest amount of resources. Again, this means that management can make

informed decisions.

CRITICAL SUCCESS FACTORS: RIGHT DECISIONS/RIGHT 
RESULTS PRINCIPLES IN PERFORMANCE MEASUREMENT

Performance Measurement most directly supports the actions tied to strategy

and resource management principles of Right Decisions/Right Results, but has

an indirect impact on the others as well.

� Actionable Strategic Intentions. Performance Measurement starts with the

company’s strategic intentions and maps key IT activities (and related meas-

ures) to them. Through Performance Measurement, IT’s actions can be

focused on the connection to strategic intentions. This focus will improve

how IT contributes to the achievement of the strategic intentions.

� Actions Tied to Strategy. Performance Measurement closes the loop from

strategy to action. When IT measures the right things and ties its actions to

strategy through measurement, it can be sure that it is doing exactly the

right things for the business, with its measures and activities driven by busi-

ness strategies. See Exhibit 10.10.

208 KEEP SCORE

A
li

g
n

m
e

n
t

S
e

rv
ic

e
 L

e
v

e
l

Q
u

a
li
ty

C
u

rr
e

n
t

B
u

d
g

e
t

F
u

tu
re

B
u

d
g

e
t

Applications

Customer Care Systems 2.9 1.9 2.2 $7M -

Manufacturing 1.1 1.2 1.2 $30M -

Sales Force Automation 2.4 2.1 2.5 $2M ++

Manufacturing 2.5 1.1 2.1 $46M +

Product Planning 1.5 1.2 1.6 $3M +

E-Business 2.2 1.6 1.8 $9M -
Financial Information .8 2.2 2.3 $3M -

Data Warehouse 1.1 2.1 1.1 $1M +

Efficiency

Budget Conformance

Quality

Functionality

Accuracy

Service Level

Availability

Responsiveness

Alignment

Connection to Strategy

EXHIBIT 10.9 Integrating Performance Measures with IT Portfolios
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� Common Understanding of Strategic Intentions. Leadership team consensus

on the goals for performance is the basis for a performance management

process. Additionally, measuring the right things, and communicating and

reviewing performance with business management, leads to a better under-

standing of: (1) what IT is about, (2) the business strategic intentions that

IT is supporting, and (3) IT’s ability to get there.

� Impact-Based Resource Allocation. Performance Measurement works to sup-

port the achievement of planning, prioritization, and alignment, all aimed

at achieving resource allocation consistent with strategic intentions. Perfor-

mance Measurement provides the information that supports decisions regard-

ing the reallocation of resources.

� Portfolio-Based Resource Management. Performance Measurement applies 

to all the portfolios and tracks the performance of all portfolios against

strategic intentions. Performance Measurement is at the center of portfolio

management; it is a necessary tool to using portfolios throughout IT and

business management.

� Business Outcomes. Performance Measurement data indicate the success of

the enterprise in establishing the cause and effect between business and IT.

� Responsive to Change. Performance Measurement’s contribution is based on

enhancing IT’s ability to detect and respond to changes in business priorities

and strategic intentions. Performance Measurement substantially improves

IT’s responsiveness and flexibility.

� Role-Based Culture Management. A key component of the Performance

Measurement practice is the active involvement of business managers in

shaping and providing the context for the specific measures for perform-

ance. Too often, IT performance measures are developed from IT’s inward-

looking perspective. The Performance Measurement practice balances this

existing inward perspective with an outward perspective that reinforces the

Critical Success Factors: Right Decisions/Right Results Principles 209

Goals Practice Principles

1. Actionable Strategic Intentions

2. Actions Tied to Strategy

Actionable,
Commonly
Understood Strategic
Intentions 3. Common Understanding of

Strategic Intentions

4. Business-Focused OutcomesThe Right Business
Results from IT 5. Value-Based Resource

Allocation

Management Culture
and Consensus View

6. Role-Based Culture
Management

Portfolios and
Portfolio Management

7. Value/Portfolio-Based
Resource Management

The Right Actions
and Results

8. Responsive to Change

EXHIBIT 10.10 Goals and Practice Principles
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important role that business managers should play in establishing relevant

performance measure for IT.

SUMMARY: PERFORMANCE MEASUREMENT PRACTICE

Improving IT’s contribution to the business is a complex task that requires a 

set of robust management tools. The power of the Performance Measurement

framework comes not from its individual pieces but from their integration.

Managing IT’s contribution to the business is a process of understanding cause-

and-effect relationships and continually balancing and (re-)allocating resources.

The effectiveness of the framework comes from looking at cost, service level,

quality, alignment, and process measurements as a set of interrelated elements

that, taken together, form a holistic model for managing and improving IT per-

formance. The Performance Measurement practice provides IT and business

management with the tools necessary to improve IT’s performance with respect

to achieving strategic and operational effectiveness.

� Where is Performance Measurement applied? 

The practice is embedded in company processes that produce portfolio

assessments, metrics, and annual plans.

� What outcomes does Performance Measurement produce? 

Practice Description
▫ Measures IT performance in ways related to the business and its strate-

gic intentions.

Desired Management Process Outcomes
▫ IT’s performance measurement methods connect IT to business require-

ments and strategic intentions.

▫ All IT assets and resources are described in portfolios, covering both

new investments and current resources and assets.

▫ IT is able to clearly communicate its performance goals and achieve-

ments with the business.

▫ IT’s performance measurement and portfolio frameworks provide data

for continuous improvement of IT service delivery and management

processes.

Desired Business Outcomes
▫ IT is aligned with the company’s strategic intentions.

▫ Applications are abandoned or renewed because of poor alignment or

service/quality levels.

▫ The overall IT portfolio is regarded as high-quality.

▫ Overall, the entire IT investment is considered as valuable to the com-

pany.
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KEEP SCORE : MANAGEMENT AGENDA

Keep Score : Management Agenda 211

If No, What Is 
Yes or Our Plan for 

Management Question No? Correcting This?

Por tfolio information is actively used at all levels of IT 
management. Por tfolio information includes measures of 
annual cost, service level, quality, intensity of use, and 
categories of use.

Resource allocation decisions and project priorities are 
regularly reviewed between budget cycles.

IT performance measures are linked to business impact using 
cause-and-effect linkages and alignment assessments.

Responsibility for the ongoing management of IT performance 
measurement is clearly defined.

The tracking of IT performance occurs regularly through 
documented measurement processes for which training and 
suppor t are available.

Management has made a commitment to one or more IT 
process maturity models (e.g., COBIT, SEI/CMM).

IT management is able to answer the question “Are we doing 
(working on) the right things?”

IT management is able to answer the question “Are we doing 
things right?”

Business-oriented measures of service level and quality are 
in place.

NOTES

1. For the Software Engineering Institute’s Capability Maturity Model, see Software

Engineering Institute, Carnegie Mellon University, The Capability Maturity Model:
Guidelines for Improving the Software Process (Reading, MA: Addison-Wesley, 1995).

2. Information Systems Audit and Control Foundation (ISACF), Control Objectives
for Information and Related Technology (COBIT)—Management Guidelines, 3rd

edition (Rolling Meadow, IL, 2000).

3. See Chapter 8 for detailed discussions of Strategic Alignment.

4. See Chapter 8 for detailed discussions of Functional Alignment. 
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Deal with Culture

M anagement culture can be defined as the “underlying values, beliefs, and

principles that serve as a foundation for the organization’s management

system, as well as the set of man-

agement practices and behaviors that

both exemplify and reinforce those

principles.”1 Using this definition as a

starting point, Chapter 11 covers

management culture in four parts.

First, we describe the impact of cul-

ture and explain it as a set of factors

that need to be identified, understood,

and dealt with in the course of apply-

ing the five NIE practices. Second, we

explore the need for management cul-

ture change in the Strategy-to-Bottom-

Line Value Chain, and how this affects

the ability of a company to change its

processes and adopt NIE practices.

Third, we introduce 15 categories of

culture issues that separate business

and IT managers. Fourth, we define

the culture management support prac-

tice to deal with the culture issues.

Our intention is to offer a set of diagnostics that enable a management team to

understand the specific cultural hurdles they face and what they may do to over-

come them.

We examine a very small slice of the overall culture issues facing a company,

focusing narrowly on how we can do something about influencing the attitudes

managers have about IT and their role in managing it. We need to change the

way managers work with IT, their role with respect to IT, and the mental mod-

els that managers have about IT.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 11

➤
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PART 1: THE IMPACT OF MANAGEMENT CULTURE

Four basic themes about the impact of management culture have been discussed

in this book. These themes focus on the barriers that culture can erect to the

Strategy-to-Bottom-Line Value Chain, and they will lead us to the best approaches

for reducing these barriers.

1. Weak management support for processes causes disconnects in the Strategy-
to-Bottom-Line Value Chain. Such disconnects are based in culture, where

the culture discounts the importance of connecting IT to business strategy

or the importance of business and IT management working together to meet

business strategic goals. Without management support and commitment,

processes don’t work, and the outcomes of processes such as planning and

prioritization simply don’t make it to the next steps, such as budgeting and

annual planning.

2. Culture restricts management roles. The Strategy-to-Bottom-Line Value Chain

depends on business and IT managers playing specific roles throughout the

steps of planning, innovation, prioritization, alignment, and performance

measurement. This is partly a disconnect, where the culture discounts the

importance of playing the planning and decision-making roles about IT, and

partly management misunderstanding, where the culture gives predefined

limits and boundaries to the levels and categories of roles management plays.

This is especially true in siloed organizations, where NIE practices have

managers playing roles across silos.

3. Culture limits IT’s role. Business and IT management can have inappropri-

ate or conflicting views about IT’s role in helping set and fulfill business’s

strategic directions, and in management processes. Culture predefines IT’s

role in the business, and limits what and how IT can contribute.

4. Culture resists change. Management groups are reluctant to change how

they do business, particularly if the initiative to change is not theirs. To the

extent the Strategy-to-Bottom-Line Value Chain requires process and role

changes, this resistance kicks in.

The most critical resistance is to changes in how decisions are made. Reluc-

tance to accept the results of decisions made in new NIE-based planning and

prioritization processes, which is a great change in “how things are done,” is a

great inhibitor to connecting strategy to results. This is especially apparent in

siloed organizations, where managers are reluctant to change how decisions

affect individual (especially their own) silos.2

These four culture themes can determine whether an individual manager

believes that business/IT processes are important enough to spend time on, and

devote energy to, whether those process outcomes should be paid attention to,

and whether there is enough importance/incentive to change or affect the assign-

ment of resources based on those process outcomes. The four themes, which

obviously overlap, can be traced throughout the management culture discussions
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in Chapters 1–4. The bottom line, however, is that management culture looms

large, and we have to be able to deal with it.

New Management Processes Alone Are Not Sufficient

In order to embed NIE practices in a company’s processes, we need to affect

how business and IT view each other within the context of their respective roles

and responsibilities. We need to influence the beliefs that each management

group has about managing the impact of IT, the processes needed to produce

that impact, and the belief in the needed outcomes.

The particular importance of dealing with culture is more than whether a

process works. In particular, culture determines whether the sort of changes rep-

resented by NIE “take” in the company and become a permanent change in

management behavior. Often, a new process works in its first cycle, when man-

agement is trained and there is a support team to help in using the new tools

and methods. Whether the process change persists, however, is not dependent

on the training, or even on the management support for the process, but rather

on whether the values, roles, and objectives have become a part of the mental

models held by management about business and IT.

In short, change in management process does not persist without culture

change.

Effect of Culture on Management Roles: Involvement and Commitment

The potential effect of culture is highlighted in the extent of the roles managers

need to fulfill in the Strategy-to-Bottom-Line Value Chain. Exhibit 11.1 provides

a summary of the roles that the NIE practices need in order to produce the sig-

nificant deliverables, ranging from the business strategy to the annual plan.3

In NIE, three management groups4 play key roles: the senior leadership

team typically is comprised of the CEO and direct reports; the business leader-

ship team typically is made up of direct reports to the senior management team;

and the technology management team typically is the CIO and direct reports.

These management roles define the involvement and the commitment expected

from each management group. By involvement, we mean the expenditure of

time and energy to participate. By commitment, we mean not only involvement

but also an agreement that the process is important and, more importantly, that

the results of the process are important. Culture, of course, is a significant deter-

miner of each manager’s involvement and commitment, particularly for the

business management team.

The critical role that culture plays is dramatically demonstrated when we do

install an NIE practice, but subsequently the results do not affect other processes

of the Strategy-to-Bottom-Line Value Chain. For example, we recently worked

with a financial services organization to assist with the prioritization of projects,

as a part of the annual project planning cycle. Prioritization is mechanically easy

to do, but the business managers were very uneasy about their participation,

rejected the notion that they should understand something about projects not in
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their direct sphere of responsibility, and were especially uncomfortable about shar-

ing knowledge about their own area’s projects with other management groups.

We encountered another typical scenario in a consumer products company,

where midlevel managers throughout the company were simply unable to ren-

der judgments about IT projects without previously vetting their judgments with

their most senior managers. In this case, the company was such a heavily siloed

company, run with almost military precision, that midlevel managers were

accustomed to following the clear directions of their leaders and were unac-

customed to expressing their own business judgments.

Process change alone is not enough to close the gaps in the Strategy-to-

Bottom-Line Value Chain; the culture, represented by the willingness of individ-

ual managers to be involved and be committed to the results, is equally critical.

Management Culture Limits IT

Management culture can pigeonhole IT into a predetermined role that limits the

goals IT can accomplish and how IT can accomplish them.
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Deliverable Name Senior Leadership 
Team 

Business Leadership 
Team 

Technology Leadership 
Team 

1 Business Strategic 
Intentions 

Approve and weight 
strategic intentions 

Revise and review 
strategic intentions 

2 Assessed Portfolios Review Assess portfolios/
alignment, service, quality 

Contribute to portfolio 
development 

Assess portfolio/ 
technology

3 Strategic IT Agenda for 
Use of IT 

Approve Develop IT agenda Participate in IT agenda 
process 

4 Strategic IT Plan Review Review IT plan Develop IT plan   

5 IT Strategic 
Requirements 

Review Develop requirements 

Prioritization 

Recommend decisions 

Participate in IT require-
ments process S

tr
a

te
g

ic
 P

la
n

n
in

g
 C

y
c

le
 

6 Projects Review and approve 
large projects 

Create project 
requirements and 
business cases 

Form detailed projects and 
technical requirements 

7 Annual Project Plan Make decisions or 
approve funding  

Prioritization

Recommend funding 

Establish annual project 
plan and schedules 

8 Annual Business Plan Approve Review IT plans 

Establish business unit 
plans 

Advise

9 Annual IT Plan Approve Review Develop IT plans  
Establish budgets 

10 Annual and Capital 
Projects Budgets 

Approve Develop budgets Participate in budget 
planning 

11 Annual Lights-On 
Budget 

Review Review Develop budget 

Initiate plans A
n

n
u

a
l/
T
a

c
ti

c
a

l 
P

la
n

n
in

g
 C

y
c

le

12 Performance 
Measurement Metrics 

Approve Establish business 
performance metrics 

Establish IT performance 
metrics

EXHIBIT 11.1 Management Roles in the Strategy-to-Bottom-Line Value Chain
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For example, in a consumer products company, the prevailing culture viewed

IT as a cost center. The culture limited IT management’s access to senior busi-

ness managers by not including IT in the company strategic planning process

and senior corporate retreats. Management simply never thought IT was strate-

gic enough for IT to participate. In a financial services company, on the other

hand, the prevailing culture saw IT as a central element of the company’s oper-

ational and competitive strategies, and IT was included as a full business part-

ner. Management culture in the first company strictly bounded the management

processes in which IT participated and clearly separated IT into a secondary, and

even unconnected, role in the company. IT people weren’t “company people”

in the culture. Management culture in the second company did not attach “not

really our business” labels to people; someone who worked in the IT area was

as much a company manager or professional as anyone else. Everyone was a

financial services person first, and only secondarily specifically connected to IT.

These are simple examples of management culture at work. Neither are good

or bad cultures per se (although the first example is less than ideal, from an IT

person’s perspective). The culture conflict arises when it inhibits the planning,

innovation, prioritization, alignment, and performance measurement processes

required for the company to fully exploit IT’s capabilities.

Culture’s importance is in the roles and responsibilities each manager car-

ries out, establishing expectations for outcomes and defining what is important

to the management teams. Culture, perhaps even more than strategy, can set the

basis for priorities and determine the level of attention given to prescribed roles

and responsibilities. When values, beliefs, principles, management practices, and

behaviors that make up culture limit IT, this prevents the company moving from

strategy to IT action to bottom-line results.

PART 2: THE NEED FOR CULTURE CHANGE

Our experience shows that, however successful and appealing the five manage-

ment practices may be, their success cannot be sustained or repeated year after

year unless the culture in both business and IT is compatible. In all cases, these

culture issues get in the way of the fundamental goal of NIE: enabling the com-

pany to move from Business Strategy to IT Action to Results.

Most managers do understand that “our management culture has to change”

in order to make the kind of progress that is possible with New Information

Economics. We encounter very little argument about the need for, or the value

of, the five practices we suggest; rather, we hear about the practical problems

in actually applying the practices due to existing attitudes among both senior

and midlevel managers directly affected by IT.

The biggest single impediment to any IT-enabled innovation is resistance 

to change, when the underlying culture supports the old way and resists and

resents the new way of doing things. Here, the problem is even more severe,

because we are dealing with basic management processes of planning, prioriti-

zation, and so forth, directly changing the role managers play in those processes
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and changing the expectations managers have about the outcomes to be pro-

duced.

The five practices do affect the relationships between business and IT, and

change the existing roles and relationships between business and IT managers.

While the NIE solutions introduce effective management processes, they

require both IT and business managers to do new things, to play new roles. IT

and business managers have to change their views of their roles and responsi-

bilities with respect to IT and business.

But what if the company’s management culture, for some reason, is unsuited

for a manager playing the kind of role the NIE practice demands? Or what if

the business management culture is different in some substantial way from the

IT management culture and, accordingly, the requirement for them to work

together causes culture conflict. The answer, of course, is that the culture has

to change.

These problems arise from many sources, and their consequence is that the

kinds of processes represented by the NIE five practices will not succeed. More-

over, this issue is not limited to individual NIE practices; the problem is that

the idea of “Strategy to IT Action to Bottom-Line Results” demands new roles

and responsibilities. The problems are based on the inability of business man-

agers to carry out the roles or responsibilities, work together or with other busi-

ness and IT managers, or work with IT managers across their internal IT silos.

Culture strongly affects whether innovations in management process can

succeed. We talk in this book in terms of culture disconnects or conflicts, but

this may sound too mechanical or binary. What management teams believe about

IT’s role, about organizational relationships, and about processes that connect

IT and business, very much sets limits on what can be accomplished. Similarly,

what management does in its practices for managing business and IT itself helps

to establish or modify the culture.

PART 3: CLASSIFICATION OF BUSINESS/ IT CULTURE

We make the case that management culture must accept the process changes and

management role changes required by New Information Economics, and this

may mean culture change. But what do we mean by “culture change?” As we

deal with the ideas and practicalities of change, we will benefit from an “as-is”

description and a “to-be” target. To help with this, we describe a classification

of different aspects of business/IT management culture. In Part 4, we describe

ways to obtain the “to-be”.

Culture shapes and colors management attitude and behavior, but it rarely

is dealt with directly by management action. Our objective is to identify attitudes

and behaviors that are indicators of the management culture at work. For clar-

ification, we offer a classification of these cultures in order to clarify their

sources and, ultimately, find the right kind of actions to deal with them.

These indicators of management culture about IT fall into three categories.
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� IT’s Business Role: Culture that defines IT’s business role and impact.

� Business and IT Relationships: Culture that defines the organizational rela-

tionships between business and IT.

� Business and IT Process: Culture that defines the way that IT and business

managers work together.

The boundaries between these categories are gray. Management attitude and

behavior about IT’s role and impact also influences the organization’s structure

and, consequently, the kinds of management processes that operate between

business and IT. Nevertheless, it is helpful to understand and diagnose the cul-

ture characteristics in these three categories.

Category 1: IT’s Business Role — Culture Defines 
IT’s Business Role and Impact

This category is about management beliefs, values, and principles pertaining to

the role and impact of IT. It deals with the underlying assumptions about how

IT contributes to the business. The management attitudes and behaviors get into

the differences between IT’s strategic and operational benefits, management

insistence on using ROI or other metrics to measure impact, and so forth. As

stated before, these characteristics are not black and white, and they overlap.

The question is whether we can recognize them in a particular company cir-

cumstance, and then do something in response.

IT’s Business Importance
This characteristic is the degree to which business management believes IT is 

an important part of the business. A consequence is whether IT issues are man-

aged and planned as part of the business management and planning processes.

Sometimes people glibly talk about the integration of IT and business. The ques-

tion is, on the business side, does management “think IT” when it thinks of the
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Current

Importance 

of IT 

Operations

to the 

Enterprise

HIGH FACTORY STRATEGIC

LOW SUPPORT TURNAROUND

LOW HIGH

Future Competitive 

Importance of IT in the 

Industry

EXHIBIT 11.2 Culture and IT’s Role

c11.txt (213-232)  1/7/04  3:03 PM  Page 219



business? Are IT considerations part of the planning process, included in the

considerations when business strategies are hashed out?

IT’s Cost versus IT’s Impact
This characteristic is the degree to which business management believes that IT

produces impact, rather than considering IT to be just a cost of doing business.

Does IT, in actual terms, add value? The answer can be ingrained in the man-

agement culture; it becomes the default assumption when any new IT invest-

ment is presented.

IT’s Justification
This characteristic is whether IT is justified solely on ROI or other hard meas-

urement, or whether justification also takes into account other business impact

measures. In the first case, the culture may expect methods such as ROI and

require an ROI-based business case as a part of IT planning and individual sys-

tems development. The second case addresses strategic and other business per-

formance effects.

IT’s Contribution to Business Innovation
The characteristic is management expectations for IT’s contribution to chang-

ing the business. Management expectations could range from operational sup-

port to strategic business innovation.

We mentioned in Chapter 4 that Warren McFarlan and others have devel-

oped a simple matrix that captures much of this cultural concept. Briefly, this

matrix characterizes the strategic importance and the operational importance of

IT in the business.5 See Exhibit 11.2.

The matrix focuses on the actual role of IT as it applies to operational issues

(Would the company stop work if the systems stopped?) and the competitive

issues (Are customers choosing the company because of its IT activities? Does

IT give the company value or cost competitive advantages?).

The matrix also characterizes the cultural implications. If a company is truly

in the support quadrant, meaning that IT has neither operational nor competi-

tive importance, then it is likely that the management culture also does not treat

IT as an integral part of the business. On the other hand, if the business is in

fact strategic, with both high operational and competitive dependencies on IT,

then a management culture rooted in the support quadrant would pose a real

culture conflict.

Such a culture conflict would limit IT’s business role. If the culture is “Sup-

port” or “Factory,” then IT’s role in the business is based solely on aligning itself

with the current business strategies and operational requirements. “Strategic”

and “Turnaround,” on the other hand, would add innovation to the culture,

where IT’s effect comes from enabling new business strategies.
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Summary of Category 1: IT’s Business Role
Culture issues about the role of IT cover all NIE practices. If IT is not seen to

be important, then business managers are predisposed not to pay attention to

planning, not to participate fully in prioritization and alignment, not to view

performance measures as important, and not to see IT as a source of innovation

and future business strength.

IT’s role will change over time as the business context changes and the man-

agement culture surrounding IT lags. IT’s expected role is subject to the exter-

nal forces of new technologies and business competition. Again referring to

McFarlan’s matrix, this means that the expected role of IT can quickly move

from Factory to Strategic. However, the internal management culture and the

processes that successfully supported the Factory role are now less appropriate

and, indeed, can become active inhibitors to IT’s moving to its new Strategic

role. This ongoing dynamic is characterized by the expected changing of IT’s

role in advance of the culture and management processes. This means that the

Strategy-to-Bottom-Line Value Chain can operate with greater effectiveness and

efficiency when cultural and management process gaps and inhibitors can be

regularly identified and addressed (corrected or compensated for).

Category 2: Business and IT Relationship — Culture Defines 
the Organizational Relationships between Business and IT

This class of culture elements is about the beliefs, values, and principles about

how business and IT work together, and deals with such matters as governance

and accountability. These elements are certainly connected to the role and

impact of IT; the way managers view IT impacts the organizational relationships

between business and IT.

These elements deal with the separation of business and IT, whether ex-

pressed in terms of silos, individual line of business autonomy, separate IT

organizations, poor governance processes, or poorly working business/IT teams.

Silo Orientation
The common theme in the silo culture is a parochial, localized focus on those

things that will make the silo successful. Decision making is often decentralized

and relatively autonomous, with an emphasis on locally optimized solutions that

may or may not support an enterprise goal or strategy. Silo priorities are viewed

by silo management as the priorities. In this context, IT is viewed as an opera-

tion to support the silo, and IT resources that are spent in other areas of the

company are of little concern except as resources that could be redirected to the

silo. IT planning is usually done on a silo-by-silo basis, with IT management

responsible for balancing resources across silos, often in a politically sensitive

process. Silo orientation is very similar to line-of-business autonomy.
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Line-of-Business Autonomy
This is a powerful cultural characteristic, which describes whether individual

business units have corporate permission to go their own way in matters like IT.

It is related to the silo orientation, but here, the goals are just part of the prob-

lem. Even if the corporate goals across all business units are the same, individ-

ual business units may still be able to pursue their own strategies and initiatives,

and their own IT implementations. The implications for IT lie in both infra-

structure and applications. The degree to which infrastructure needs to be com-

mon and company-wide is ultimately a business decision, but things are certainly

more difficult, the more diverse the infrastructure is. In this culture, company-

wide initiatives are made much more complicated.

IT/Business Separation
This characteristic is that the IT organization and the business organization are

separated, perhaps physically and organizationally, certainly culturally. Out-

sourcing can be a major contributor to this culture characteristic, as can shared-

services organizations.

IT/Business Integration
This cultural issue is simple. Are the IT managers a normal part of the business

leadership teams that produce results? Or is IT management an add-on, someone

who brings special skills when necessary but ordinarily is not assumed to be part

of the management team? This issue goes beyond management. Do IT profes-

sionals participate in normal business management councils and activities? Or

is the IT organization separate and apart, conducting its management processes

without the benefit of teaming? The issue goes the other way as well. Does IT

include business managers and professionals in its normal activities and events?

IT Governance
This culture characteristic is whether management believes that the processes

for guiding and controlling IT are working or broken. If management believes

governance is working, then it is easier to adopt NIE practices that change the

existing governance environment. For example, doing prioritization immedi-

ately raises questions about authority, decision making, who should be involved,

and so forth. If management believes these processes are broken, then there is

greater difficulty and resistance to change in adopting such NIE practices.

Summary of Category 2: Business and IT Relationships
In all of these aspects of the business/IT organizational culture, the underlying

point is the cohesiveness of the business itself, together with the cohesiveness

of business and IT organizations. Any degree of separation—whether expressed

in terms of silos, individual lines of business autonomy, IT itself being separate,

poorly working governance, or poorly working teams—has significant impli-

cations for the success of company-wide IT activities.
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Category 3: Business and IT Process — Culture Defines 
the Way IT and Business Managers Work Together

This category is about management systems and management practices and

behaviors. It deals with the specific processes and practices connecting IT and

business. This includes planning processes, planning results, business and IT

teams, and so forth.

The cultural characteristics in this area are related to the first set of culture

elements about the importance of IT in the business as well as the second set,

about the degrees of separation of IT and business in the company. Here, the

focus is on the ways IT and business managers work together. Although there are

connections to the first two, these characteristics exist in any company setting.

The significance of this culture category lies in the capability of the com-

pany to successfully undertake initiatives, particularly strategic initiatives, in-

tended to bring about change in the business itself. Whether this is in terms of

internal process change or competitive/customer change, the problems are more

severe if IT and business managers cannot work together.

IT/Business Planning Integration
These characteristics lie in management expectations for connection of IT and

business planning. The issue is what management expects about the following:

(1) IT may or not be involved in business planning; (2) annual plans and budg-

ets may or may not be specifically linked to or driven by strategic plans; (3) IT

and business planning may or may not be done separately, with weak or no

interactions and linkages; business planning assumes IT can react and respond

to requirements, and does not consider IT-enabled innovations; IT planning

focuses on technologies; and (4) IT planning may or may not be highly siloed,

with little or no planning across silos and with few company-wide initiatives.

In a culture that does not expect IT connection to planning, none of the

hoped-for objectives for connecting business and IT, or maximizing the impact

IT brings to the business, can be achieved. The consequences are easy to spot.

Organizations substitute tactical planning for strategic thinking and strategic

direction. IT organizations march to a technology drummer, seemingly unaware

of business direction and opportunity. Senior managers express frustration with

the large operational investments in IT, but without the clear strategic and com-

petitive results that they had hoped for.

IT Solution Orientation
In the minds of business managers, an IT solution can easily substitute for a busi-

ness goal. For example, the IT implementation of an enterprise resource plan-

ning (ERP) system can be management’s definition of the business goal. However,

the underlying business goal, such as standard operating processes throughout

the company and consolidated supply-chain management, is independent of the

technology. ERP is the means, but it is not the same as the business problem or

the business goal.
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Strategic Understanding
The problem in many companies is there is little grip on exactly what the com-

pany’s strategies are. To be sure, most companies do have formal mission state-

ments, often with a high-level strategy statement. Strategic planning often is

ineffective, producing strategy statements that do not easily translate into

actions that people can take. An organization needs plans that let people know

what they should be doing tomorrow.

Role of Plans
The characteristic is whether managers think plans, and the planning activities

that produce them, are important and should guide their behavior. When thought

to be unimportant, plans fail to be specific and, consequently, cannot be used

as guideposts leading to the specific programs or initiatives needed to achieve

the strategies. Too often, the enterprise strategic plan is not actionable; business

units and IT cannot determine from the strategic plan what they should be doing.

Undefined IT Role
This culture issue is the unstated expectation for the IT organization. No one

typically needs to define the role of marketing, or the role of finance, in carry-

ing out the enterprise activities. However, often the leadership team may not

fully understand what role IT could play. Here is where there’s opportunity for

innovation and new leadership expectations.

Accountability
This issue has to do with senior management’s expectations for the accounta-

bility for creating business results with IT. In one typical case, business managers

were passive participants in business changes brought about by IT. The view was

that IT was responsible for producing not only the technology components of

an initiative but also the process change or other innovations. A different cul-

ture would have business managers take the leadership role, with IT providing

the technology but leaving accountability for the business result in the hands of

business management. The significance is both leadership and accountability.

From the leadership perspective, in the one kind of culture, IT bears the brunt

of finding business opportunities and responding to them with effective new ini-

tiatives. In the other, business leadership is expected to take this role. From the

accountability perspective, a similar dichotomy exists. A key difference lies in

business sponsorship of IT projects. In the one case, business management spon-

sors new projects and is accountable for the business results. In the other case,

IT sponsors new projects, is responsible for demonstrating the business case, and

is accountable for the results.

Summary of Category 3: Business and IT Process
As we noted in Category 1, culture about the role and impact of IT can pre-

vent companies from making progress with IT. In Category 2, culture about the
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business/IT organizational relationships, especially those that separate business

and IT, can prevent companies from achieving strategic and operational excel-

lence that crosses organizational lines. Here in Category 3, culture impedes busi-

ness and IT managers getting together and inhibits their working together in

integrated and connected processes.

PART 4: APPLYING CULTURE MANAGEMENT CONCEPTS

Our goal is to enable a company to move from its business strategies to IT action

to the right business results, and to surmount the obstacles presented by its man-

agement culture. The culture management support practice will help change the

underlying management culture to reduce barriers to changing management

processes and using the NIE practices.

We address culture management in three ways: (1) by identifying the as-is and

to-be culture; (2) by assessing the maturity level of the company’s management
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Section Description Focus

1 IT’s Business Performance Whether IT is important enough to include in
business planning and business thinking

2 IT’s Cost versus IT’s Value Whether management has confidence that IT’s
value, in the aggregate, is more than IT’s costs

3 IT’s Justification Management’s use of metrics (e.g., ROI) versus
achievement of strategic intentions

IT’s Role and
Value in the
Business

4 IT as Business Innovation Management expectations for alignment or new
business innovations

5 Silo Orientation Whether there is an enterprise-wide view of IT as
an organization and a role being played

6 Line of Business Autonomy Degree to which lines of business are
autonomous

7 IT/Business Separation Degree to which IT and business are separate,
in culture, practices, and people

8 IT Governance Degree to which IT is driven by the business
through governance

Organizational
Relationships
between IT and
the Business

9 IT/Business Integration Whether business and IT operate as a team

10 IT/Business Planning
Integration

Whether the IT Planning process, and the
resulting plan, is IT-driven versus business-driven

11 IT Solution Orientation Degree to which technology-focused goals are
surrogates for Business Goals

12 Strategic Understanding Degree to which actionable strategic intentions;
planning drives from strategic intentions

13 Role of Plans Whether planning is ineffective, shelfware

14 Undefined IT Role Whether IT is proactive versus reactive with
respect to delivering business results

Management
Processes

15 Accountability Is IT or business management accountable for
applying IT to produce business results?

EXHIBIT 11.3 Identifying As-Is and To-Be Culture

c11.txt (213-232)  1/7/04  3:03 PM  Page 225



processes; and (3) by changing managers’ experiences. This section provides a

set of tools and diagnostics that enables managers to understand the specific cul-

tural hurdles they face and what they can do about them.

Tool 1: Identify the As-Is and To-Be Management Culture

Culture is based on management beliefs, values, principles, and practices, and

can be expressed in terms of the focus statements in Exhibit 11.3. Management

culture can be identified by examining what managers believe and what they can

do with respect to business and IT and the processes that connect them. The 15

classifications of IT/business culture are the starting point for the identification.

Exhibit 11.3 shows the focus for each class of management culture, and gives

the framework for possible as-is and to-be statements.
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Management Culture Template 1

Management Beliefs and Actions As-Is Statement:

Is this
statement true?

Are Current
Plans and
Actions

Consistent with
this Statement?

To-Be Statement:

Should this
statement be

true in the
future?

IT activities—new initiatives and current
operations—are integral to the
achievement of our business strategy.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

IT is an important component of our
strategic business initiatives.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

IT is an important component of, and
consideration in, our business plans and
business planning processes.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

IT planning is integral to, and done
concurrently with, our business plans.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

Our business initiatives stand alone; any

necessary technology support is filled in as
needed.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

Our business unit annual and strategic
plans specifically include IT initiatives.

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

❑ Yes

❑ No

❑ Don’t Know

EXHIBIT 11.4 Sample Questions for Identifying Culture

Exhibit 11.4 lists a sample focus for identifying the culture within the first

of the 15 culture classifications shown in Exhibit 11.3. The sample statements

in Exhibit 11.4 express some aspects of the business-to-IT connection. We do

not suggest that any of these culture situations is right or wrong. However, some

culture situations are better for successfully adopting NIE practices. Consequently,

we identify the as-is situation within a company for each culture classification,
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and then the to-be. The gap between the as-is and to-be establishes a target for

change.

The assessment is based on a set of questions for each of the 15 culture clas-

sifications. While Exhibit 11.4 is a sample, the complete questionnaire process

is tailored to the individual company’s situation in three important ways. First,

the relative significance of the 15 culture classifications is determined. This pri-

oritizes them, to assure the most important ones to the company’s situation are

addressed. Second, the questions themselves are selected to meet the exact com-

pany circumstances. For example, we will employ a different set of questions

for companies that are organized functionally rather than around lines of busi-

ness. Finally, the set of managers answering the questions depends on the com-

pany circumstances.

Exhibit 11.4 is a sample questionnaire template for the first culture classi-

fication, IT’s importance to the business. Two specific objectives are addressed:

first, the as-is to to-be gives a sense of the gaps to be filled. Second, the “con-

sistent with statements” gives direction for the real culture impact on manage-

ment processes, and the prospects for embedding NIE practices within them.

Tool 2: Assess the Maturity Level of the Company’s 
Management Processes

Chapter 12 will introduce the Business Value Maturity Model as a tool for assess-

ing the company’s process maturity in areas covered by NIE practices. Although

the focus is on process, there is a close connection between where a company

is with respect to its processes and its culture about the importance and accept-

ance of those processes.

In Chapter 12, we point out that maturity assessment establishes the cur-

rent as-is ability of companies to perform strategy-to-results processes, and

enables a decision on what the company needs to do to improve its ability to

perform those processes. The Chapter 12 goals are overcoming management

culture barriers and improving the company’s ability to act.

Culture sets the boundaries of what is possible for a company to do through

its management processes. The maturity of those processes is dependent on the

culture accepting and acting upon the outcomes of the processes. The ability to

connect the processes (i.e., whether the Strategy-to-Bottom-Line Value Chain can

actually function within an organization) is dependent on management culture.

Tool 3: Change Managers’ Experiences

Culture change is experiential in nature. While Tools 1 and 2 above are about

assessing culture and process maturity, this section is about changing the culture

and impacting process maturity. Our approach is based on the principle that cul-

ture is not changed by dictate or decision or rational arguments. Culture changes
when managers’ experiences lead them to new ways to think about the business.
Culture changes when managers are required, whether by crisis or by new cir-

cumstances, to perform different tasks and different roles.
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Accordingly, our approach focuses on managers performing new roles and

tasks, through participating in and owning NIE processes. Exhibit 11.1 lists many

of the roles to be played by various leadership teams in the steps of the Value

Chain. We assert that the experience of playing the roles changes that culture.

Peter Senge provides one way to think about culture, its influence, and what

needs to change. He uses the term “mental model” to describe how a manager

views the world: “Mental models are deeply held internal images of how the

world works, images that limit us to familiar ways of thinking and acting. Very

often, we are not consciously aware of our mental models or the effects they

have on our behavior.”6 In this view, moving managers to new ways of thinking

and acting requires changing the mental models managers have.

This is what our experience approach is about: changing the mental mod-

els, the culture, that managers have about business and IT.

Changing Culture through Experience
Traditional thinking about management culture emphasizes the role of senior

management in setting and changing it, through, for example, using world-class

performance targets, leadership changes, major reorganization, or changing

reward structures. While these techniques may be useful, they are not sufficient.

Management culture about IT is created, and exists, as an accumulation of the

observations and experience of individual managers. If their experience is not

changed, the culture will endure.

Our approach moves business managers from passive, reactive observers of

IT to active participants in managing and directing IT. Management culture is

a collection of experiences, and the Culture Management principles affirma-

tively change the experiences of managers. For example, when the business lead-

ership team participates in an enterprise-level prioritization process, the team

gets an enterprise view of business strategy, a view of what each of the com-

pany’s silos is doing and relative importance of that to the company. The cul-

ture changes as individual managers participate and engage in processes that

affect what they know and what they experience about IT and business.

Again, our approach to changing culture through management experience

has three basic elements:

1. Identify the mental models managers have about business and IT. This analy-

sis is based on the as-is assessment, and leads to understanding the culture

hurdles we face in making the Strategy-to-Results process changes and adapt-

ing NIE practices.

2. Establish to-be culture goals and through the Maturity Model (see Chapter

12) establish process targets; these goals and targets explicitly define the

new roles and experiences expected of managers.

3. Engage the appropriate managers and give them the experience of working

with NIE practices; this gives them hands-on experience with the values and
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processes represented by the NIE goals and critical success factors. The

identities of appropriate managers are defined partly by their roles (see

Exhibit 11.1) and partly by the degree of support for this process from sen-

ior management (discussed further below).

The third point above is key. Our experience tells us that managers change

their attitudes and opinions only as a result of successful experience and learn-

ing based on experience. Rarely do managers change because they’re told to.

Even more rarely do managers change their attitudes based on logic and per-

suasion. Management culture grows out of experience, and changes in man-

agement culture are based on experience.

Summary of Part 4: Concepts of Culture Management

In an ideal world, the idea of addressing culture in three steps is very appeal-

ing. First, identify the as-is for culture. Then establish the to-be management

process target and assess the current management process status, thereby high-

lighting the requirements for culture change. Then provide a method for achiev-

ing culture change.

In reality, the process is much more circular and much less serial. Assess-

ing culture and process maturity, and changing managers’ experiences, are all

part of the same set of problems and issues. We know that culture is critical and

that it limits (or enables) what needs to be done. By shedding some light on it

through assessment, establishing targets for process maturity change, and chang-

ing management’s experiences, we get closer to our overall goal of increasing

IT’s impact.

We have emphasized throughout this book that culture inhibits these new

roles, as well as inhibiting the adoption of the new practices and processes. In

practical terms, how can we get managers to expend time and energy and to

commit to the results of the process when the culture doesn’t support their

doing so? The answer is that certain standard management roles are important

to beginning the process of culture change. The first role is senior management

support. This is where the importance of assessing the current culture and

assessing the process maturity level becomes so critical. These tools make it pos-

sible to communicate the problem, and the nature of the solution, to senior

management. Indeed, this is vital. Whereas making a rational argument for

change will not work (only experience will work), support does need to exist

for gaining the experience. Getting this support is important, and making the

case for the support and for adopting one or more NIE practices, is based on

the understanding and assessment that comes through assessment of culture and

process maturity. A second role is leadership, exercised by the management team

most directly concerned about the company’s success in Strategy-to-Bottom-

Line-Results. This leadership provides the energy to carry out the assessments

and process changes.
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DEAL WITH CULTURE: MANAGEMENT AGENDA

230 DEAL WITH CULTURE

If No, What Is 
Yes or Our Plan for 

Management Question No? Correcting This?

Our management culture suppor ts business and IT planning 
processes being fully connected and integrated.

Our management culture suppor ts IT-enabled innovations that 
impact business planning and result in new business 
strategies and better ways to implement existing strategies.

Business and IT managers can work together so that IT 
investments are prioritized in relation to business strategy.

The entire IT spend, including development, operations, 
maintenance, and services, aligns with business strategy.

Performance measurement is a par t of our culture, so IT 
business and technical performance is tracked.

Business and IT management teams can work together to 
consistently execute the management processes that improve 
IT’s contribution to the business’s bottom-line performance.

Business managers can par ticipate in the planning and 
management processes that focus on the entire IT investment, 
both lights-on and projects.

IT and business managers par ticipate effectively in these 
management processes.

ADDITIONAL READING

The book’s website contains additional information:

Website Note 3: IT, Bottom-Line Impact, and Government

Website Note 10: Stage Theory and Management Culture

Website Note 11: Right and Wrong in Management Culture

Website Note 12: Value and Values

The appendices also contain related information for Chapter 11:

Appendix B: Management Team Roles in Right Decisions/Right Results

NOTES

1. Taylor Cox, Jr., Cultural Diversity in Organizations: Theory, Research & Prac-
tice (San Francisco: Berrett-Koehler, 1993), p. 161.
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2. A company CFO once told us that a business manager complained that “the pri-

oritization process wasn’t working.” The CFO pressed the issue, and the busi-

ness manager reported that the projects “which we know are important” weren’t

scoring high on the business impact assessments. The CFO understood: priori-

tization was working, it just wasn’t giving the answers that the business manager

wanted.

3. This exhibit is a complete specification of possible leadership team roles. The

exhibit implies that a company must simultaneously and immediately adopt all

nine deliverables and all nine roles for each leadership team. This implication

could be a barrier to doing anything. Rather, adopting NIE practices is an incre-

mental process, and a company can approach the development of these man-

agement roles incrementally as well.

4. See Appendix B for a complete discussion of the management teams and their

roles and responsibilities for processes and outcomes in the Strategy-to-IT-

Action-to-Results Value Chain.

5. F. Warren McFarlan, “Portfolio Approach to Information Systems,” Harvard Busi-
ness Review, September–October 1981, pp. 142–150.

6. Peter M. Senge, The Fifth Discipline: The Art and Practice of the Learning Orga-
nization (Doubleday Currency, 1990), p. 8.
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Chart the Path to Implementation

Chapter 12 introduces the Business Value Maturity Model� as a tool to

improve how the company directs and applies IT for maximum value. The

chapter briefly describes this maturity model, shows how it can be used, and

introduces maturity model specifics as

applied to each area of New Informa-

tion Economics practices. Here, we

make four points:

1. Business strategy to IT action to
results is a chain of events and
processes. This chain is constrained
by the weakest process and the
disconnects between processes.
Management should examine the

chain to find the weakest links

and disconnects, and fix them.

2. To examine the chain, manage-
ment should assess the maturity of
the company’s strategy-to-bottom-
line processes, focusing on those
that do planning, innovation,
prioritization, alignment, and per-
formance measurement as well as
portfolio and culture management.
The maturity assessment establishes the current as-is ability of companies

to perform Strategy-to-Bottom-Line Value Chain processes and enables a

decision on what the company needs to do to improve its ability to perform

those processes.

The Maturity Model will identify the weaker, less capable processes,

which the company can then improve. The model can also be used to set

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Chart the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 12

➤
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targets for improvement. Such an assessment begins by considering the busi-

ness outcomes such processes should produce, including:

� The company gains maximum strategic and operational impact from its

IT investments.

� The company excels in innovating through IT in its products, processes,

and performance.

� The company consistently chooses the highest impact IT investments.

� The company achieves increased returns from its IT activities.

� Performance measures lead to improved IT and business performance.

� The entire IT investment contributes to business performance.

Once management determines that the company needs improvement 

in these areas, the Business Value Maturity Model� helps identify specific

opportunities to use NIE practices. The model can also be used to set tar-

gets for making the appropriate improvements.

3. Management should determine and eliminate the management culture bar-
riers to changing its Strategy-to-Bottom-Line processes and adopting NIE
practices. NIE practices give management teams new experiences in dealing

with business and IT decisions. The Business Value Maturity Model� helps

to identify the as-is—and by extension the to-be—targets of the culture

related to management’s new roles and responsibilities. This is part of chang-

ing the processes, which makes them more effective and raises their matu-

rity levels.

4. Management should connect the company processes that lead from strategy
to the bottom line. While improving the maturity of each management

process is vital, it is equally important to assess the maturity of the col-

lection of processes, taken together, that move the company from strategy

to results. Each individual process can be a silo, unconnected to related

processes. This is the “disconnect” problem described in previous chapters.

To be successful, the company’s management processes need to connect,

both to each other within the Strategy-to-Bottom-Line realm and to the

affected company processes such as budgeting, business strategic planning,

and operational /annual planning. The Business Value Maturity Model� is

used to make this assessment, leading to an understanding of the discon-

nects and what actions are needed.

Improving the company’s strategy-to-IT-actions-to-results processes, and

improving their connections, is critical to achieving the business results listed

previously and thereby obtaining greater impact from IT. Our goal is to assess

all of the related management processes, show how to improve and better con-

nect them, and thereby vastly increase the impact IT has on a company’s bottom-

line performance.
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INTRODUCTION TO THE BUSINESS VALUE 
MATURITY MODEL�

In previous chapters, we discussed NIE practices and their application through

the company’s management processes. NIE practices such as planning, prioriti-

zation, and alignment are embedded in the company’s own management

processes, with the result that the desired business outcomes are produced. NIE
goals1 set the framework for adopting and using NIE practices. Culture creates

the environment in which the practices, and management processes, successfully

produce the desired results. Expected business outcomes states a simple business

outcome for the use of the practice.

Considerable limitations on the capability of a company to successfully

employ NIE practices originate from the company’s culture and the company’s

own capabilities for performing the practice. It is the purpose of this chapter to

introduce a powerful tool, the Business Value Maturity Model�, to help a com-

pany overcome the two limitations. In short, previously we described the desired

business outcomes that we want to produce through the NIE practices; now we

introduce “maturity” as an indicator of whether the company can, in fact, pro-

duce the outcomes based on a combination of culture barriers and company

capability to act on the results.

Maturity models have evolved over the last 20 years in areas as disparate as

software engineering, project management, non-IT business processes, and data

management. They share two basic characteristics. First, they are based on the

original work of the Software Engineering Institute, supported by the federal gov-

ernment, in developing the Capability Maturity Model (SEI/CMM) for processes

around the development of software. Second, they are used to assess the “matu-

rity” of related management processes as a means to improve those processes

in order to achieve organizational goals. This is based on the assumption that

more effective and more mature management processes will produce better

results: better software, better projects, better financial decisions, and so forth.

The Business Value Maturity Model� follows the structure first introduced

by the work of the Software Engineering Institute. Beginning in the 1980s, Watts

Humphreys2 and others formalized ideas of growth and organizational change

in SEI’s Capability Maturity Model,3 which focused on the processes and manage-

ment practices an organization should apply to software development. SEI’s matu-

rity model defines five levels and is used to describe both the goals a company

should establish for its processes and the current as-is state of the processes it uses.

The Business Value Maturity Model� is built around similar basic expres-

sions of maturity as shown in generic terms Exhibit 12.1. The description of

each level includes the characteristics of the management processes and their

maturity with respect to achieving the desired outcome.The complete Business

Value Maturity Model� includes specific descriptions for each NIE goal, cul-

ture, and practice.
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The Business Value Maturity Model� enables, through assessment and subse-

quent improvement, more effective and better-connected management processes.

“More effective processes” that produce those results can be described as follows:

� IT and business planning are fully connected and integrated.

� IT-enabled innovations impact business planning and offer new strategies.

� IT investments are prioritized against business strategy.

� The entire IT spend is aligned with business strategy.

� IT business and technical performance is tracked.

� Business and IT management teams execute the processes that improve IT’s

contribution to business performance.

� Planning and management processes focus on the entire IT investment.

� IT and business managers participate effectively in all NIE-enabled processes.

What Does the Business Value Maturity Model� Cover?

We are concerned with the maturity of the company’s management processes that

carry out planning, prioritization, and so forth. The Maturity Model, accordingly,

is based on the five NIE practices and three supporting practices. At the same

time, we are equally concerned with the overall connections of the management

236 CHART THE PATH TO IMPLEMENTATION

Level 1—Initial/Ad Hoc.  No formal

management processes, but a few managers attempt to

apply the practice informally to produce the outcomes.

Level 0—Nonexistent.    No management

processes apply the practice to produce the desired

outcomes.

Level 2—Repeatable but Intuitive.  No

formal management processes, but the idea is understood

and informally applied to produce the desired outcomes.

Level 3—Defined Process.  Management

processes exist to apply the practice, but no company-

wide standards or enforcement.

Level 4—Managed and Measurable.
Management processes are standard practices; execution

is monitored; outcomes affect the  business.

Level 5—Optimized.  Management processes

that apply the practices are central to the company and

continuously improved.

EXHIBIT 12.1 Business Value Maturity Model�
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process, both among themselves and with other company processes. Conse-

quently, the Business Value Maturity Model� also assesses the maturity of the

connection of management processes that deal with IT planning to business

results, for the purpose of assessing the connections among the processes.

MATURITY MODEL GOALS

The goal for using the Business Value Maturity Model� is to overcome manage-
ment culture barriers and improve the company’s ability to act.

A basic point made in Chapter 11 was that management culture is the main

determinant of success in adopting NIE practices such as prioritization, align-

ment, and so forth. These practices enable management teams to make the best

decisions and take the best actions. This requires the active, and accepting, par-

ticipation of both business and IT management teams. As we pointed out ear-

lier, these management teams need to play certain roles, and the management

culture may not support those roles. More to the point, the management cul-

ture may not respect the results of the processes or the desired outcomes they

are intended to produce.

For example, we successfully introduced the innovation and prioritization

practices into their strategic business and IT planning processes of a large finan-

cial services institution. By “successfully introduced,” we mean the practices were

understood, the management teams participated fully in the exercises we con-

ducted, and the CEO felt that the exercises were valuable to the management

team. However, none of the results appeared in any of the senior managers’

annual plans for the coming year; none of the IT-enabled innovations produced

any lasting changes to the company’s strategic plan. Why not? The pervasive

management culture did not support the manner in which the practice results

were produced, did not support the idea of IT-enabled innovation in the busi-

ness, and was not capable of producing actions based on “interesting” meetings.

However, some progress was made. For the first time, the senior leadership team

understood the problem. The individual managers who participated observed the

potential for changing how planning was done. A sense of disappointment was

shown when the meetings didn’t produce lasting results, along with a sense of

missed opportunities. In the long run, progress in changing the culture had begun.

The second main determinant of success in adopting new practices such as

alignment and prioritization is the company’s capability of executing the busi-

ness process in which they are embedded, and acting on the results produced.

As we discussed in Chapter 1, this is partly an issue of process connections; for

example, will the results of a strategic planning process connect to the annual

planning and budgeting process?

But we are also dealing with the larger issues: How does one fundamentally

change how a company manages its IT? For example, Exhibit 12.2 shows the

deliverables in the Strategy-to-Bottom-Line Value Chain; in order to produce

them, how does one fundamentally affect the behavior of the company itself?
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The answers lie in setting goals, adopting new practices, and influencing the cul-

ture of the company, in a way that shows both the long-term goal—where we

want to be—and the roadmap for getting there.

REQUIREMENT FOR MANAGEMENT ACTION

Management action is necessary to produce the desired outcomes.

The combination of process execution and taking action based on process

results was captured in the deliverables and roles charts introduced in Chapter

6 and repeated here.

Without regard to whether NIE practices are used, each of the nine deliv-

erables is part of how the company manages itself and its IT. Success in getting

from strategy to action (through the budget, annual, and operational plans of

every component in the business) depends on the holistic collection of manage-

ment actions. Management has to act, and the maturity of the processes them-

selves, along with the connections between them, determines the likelihood of

getting the right actions.4

Every deliverable important to getting from strategy to action is tied to an

NIE practice. See Exhibit 12.3. In other words, the management processes that

perform strategic planning, or prioritization, or creating the annual plan, require

the kind of activity and discipline that the NIE practice brings.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic Business

Plan)

Strategic IT Planning

Projects

Annual IT Planning

Action
Strategic IT

Requirements

Strategic IT

Agenda

Strategic IT Plan

IT Plan
(Annual)

Business Plan
(Annual)

Project Plan
(Annual)

Projects Budget

Lights-On

Budget

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Deliverables

in the

Strategy-to-

Bottom-Line

Value Chain

Business

Strategies

IT

Actions Line

Results

Bottom-

1

2

3

4

5
6

7

9

8

12

11

10

Performance Measurement Metrics

The IT Enterprise:  Four “Lights-On” Asset Pools

The Business Enterprise: Lines of Business, Departments

EXHIBIT 12.2 Management Process Deliverables in the 
Strategy-to-Bottom-Line Value Chain
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Furthermore, each of the NIE practices requires considerable involvement

and commitment by business and IT management teams. The heart of each prac-

tice is how the management team makes decisions about the relative importance

of business strategies, about the priorities for IT initiatives supporting those

strategies, about the alignment of current IT investments, and so forth. The

involvement lies in making the decisions. The commitment lies in following

through to the next step and creating the desired business outcomes.5

While this is being described in management process terms, the implications

are more fundamental. The situation can be described by the statement: “With-

out action, strategy is meaningless.” Here, without action, all of the ideas,

benefits, and potential outcomes to be delivered by NIE practices are equally

meaningless. In process terms, this means getting to the annual plans and budg-

ets, and getting management to commit to actions that will implement the deci-

sions made, the priorities established, and the strategies identified.

Management roles are critical as well (see Exhibit 12.4). In Chapter 11, we

introduced the management roles required, as a descriptor of the problems of

culture that we need to understand and overcome. In order to get to action,

management has to play the needed roles, and this may require dealing with cul-

ture as well.

Requirement for Management Action 239

Strategy-to-Bottom-Line Value Chain

Deliverable Name Deliverable Description NIE Practice

1 Business Strategic 
Intentions

Mission plus weighted 
Strategic Intentions 

Demand/Supply Planning 
Innovation

2 Assessed Portfolios As-is alignment, service, 
quality, technology, use  

Alignment
Performance Measurement

3 Strategic IT Agenda for 
the Use of IT 

Strategic Intentions to 
Strategic Initiatives 

Demand/Supply Planning 

4 Strategic IT Plan Strategic Intentions to 
Strategic Initiatives 

Demand/Supply Planning 
Innovation

5 IT Strategic 
Requirements

Initiatives—3 to 5 years 
horizon—portfolio format 

Demand/Supply Planning 
Prioritization

S
tr

a
te

g
ic

 P
la

n
n

in
g

  

6 Projects Real, doable projects  Not an NIE deliverable

7 Annual Project Plan One year annual horizon—
with portfolio format 

Prioritization

8 Annual Business Plan Documentation according 
to company practices 

Not an NIE deliverable 

9 Annual IT Plan Documentation according 
to company practices 

Not an NIE deliverable

10 Annual and Capital 
Project Budgets  

Documentation according 
to company practices 

Alignment, Prioritization

11 Annual Lights-On Budget Documentation according 
to company practices 

Alignment

A
n

n
u

a
l/

T
a

c
ti

c
a

l 
P

la
n

n
in

g
  

12 Performance 
Measurement Metrics 

Documentation according 
to company practices 

Performance Measurement

EXHIBIT 12.3 NIE Practice: Detailed Deliverables
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EMBEDDING NIE PRACTICES INTO 
MANAGEMENT PROCESSES

It comes down to changing management processes.

To be effective, NIE practices need to be embedded in the company’s man-

agement processes. While these management processes are company-specific,

the NIE practices are standard toolsets that can be applied to any company’s sit-

uation. The key is how the company’s management processes apply the NIE
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Deliverable
Name 

Senior
Leadership

Team 

Business
Leadership

Team 

Technology 
Leadership Team 

Planning Process 
Owner

1 Business 
Strategic
Intentions

Approve and 
weight
strategic
intentions 

Revise and 
review strategic 
intentions 

 Create initial draft 
strategic intentions 
(strawman)

2 Assessed 
Portfolios 

Review Assess 
portfolios/
alignment,
service, quality 

Contribute to portfolio 
development

Assess portfolio/ 
technology

Manage portfolio 
development

Manage the 
assessment process

3 Strategic IT 
Agenda for 
Use of IT 

Approve Develop IT 
agenda

Participate in IT 
agenda process 

Create the initial 
drafts (strawman)

4 Strategic IT 
Plan 

Review Review IT plan Develop IT plan   Create the initial 
drafts (strawman)

5 IT Strategic 
Requirements

Review Develop 
Requirements 

Prioritization 

Recommend
decisions 

Participate in IT 
requirements process 

Drive the processS
tr

a
te

g
ic

 P
la

n
n

in
g

 C
y
c
le

 

6
Projects

Review and 
Approve large 
projects 

Create project 
requirements
and business 
cases 

Form detailed 
projects and technical 
requirements 

Assure that project 
formation works right

7 Annual Project 
Plan 

Make
decisions or 
approve
funding

Prioritization

Recommend
funding 

Establish annual 
project plan and 
schedules 

Drive the process

8 Annual
Business Plan

Approve Review IT plans 

Establish
business unit 
plans 

Advise Assure this happens

9 Annual IT Plan Approve Review Develop IT plans 
Establish budgets 

Assure this happens

10 Annual and 
Capital
Project
Budgets 

Approve Develop 
budgets 

Participate in budget 
planning 

Create initial draft 
(strawman)

11 Annual Lights-
On Budget 

Review Review Develop budget 

Initiate plans 

Create initial draft 
(strawman)
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12 Performance 
Measurement
Metrics 

Approve Establish 
business
performance
metrics 

Establish IT 
performance metrics 

Assure this happens 

Create initial drafts 
(strawman)
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practices and the concepts and principles that underlie them. The company can-

not consistently achieve its goals of applying IT more effectively and increasing

shareholder value through IT without integrating strategy-to-bottom-line prac-

tices into its existing management processes.

Effective processes make things happen. The better defined and followed

the processes are, the better the performance of managers and organizations

becomes. Watts Humphreys said it best: Mature processes lead to disciplined

work, and disciplined work is what produces better and more predictable

results.6 Good practices enable their underlying processes to consistently achieve

their goals, while also establishing and reinforcing a congruent culture about

those goals. It is important to assess the maturity of management processes with

respect to the specific practices they use in order to determine the likelihood

that those processes will actually proceed from business strategy to IT action to

results—the basic goal of New Information Economics.

Improving Management Process Connections

Increasing maturity by improving management process connections is equally
important.

As we noted above, we are equally concerned with the connection of

processes, both within the NIE framework and between the IT-related processes

and the rest of the company’s business processes. If a company uses NIE’s Prior-

itization practice, higher impact projects will come to the top of the project queue.

But this is significant only if the result is connected to budgeting processes, man-

agement performance evaluation processes, tactical planning processes, and so

forth (see Exhibit 12.5). Using only the NIE Prioritization practice will achieve

little unless the prioritization outcome drives budgeting and resource decisions.

As stated previously, the overall problem is to translate a company’s busi-

ness strategies and goals into the right IT actions that produce the right busi-

ness results. But just the adoption of one or more new practices isn’t enough.
Ever since Information Economics appeared in 1988, there’s been a continual

evolution and advancement of “point solutions” to improving IT’s business im-

pact. (For example, the idea of investment portfolio management has emerged,

with many consultants and authors promoting its virtues. This follows manage-

ment’s interest in prioritization and strategic alignment.)

As a result, the Business Value Maturity Model� looks at the individual

practice areas, as well as the overall, holistic set of processes that takes a com-

pany from its Strategy to IT Action to Results.

Maturity Model Goals — Summary

The goals are overcoming management culture barriers and improving the com-
pany’s ability to act.

Culture affects and limits management processes by defining roles and expec-

tations, especially what roles managers play in and around IT and how they play
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them. We want to assess the maturity of the management processes used to estab-

lish, encourage, and strengthen the desired culture. The critically important

point is that the simple adoption of new practices such as prioritization is not

enough to significantly change company performance. The worldwide CIO for a

multi-business Fortune 500 company expressed the issue this way: “The CIOs in
each of our business units understand the principles. How do I get them to apply
them?” This is the problem of organizational change and cultural change. Getting

managers to adopt new ways of doing and thinking about things is never easy.

The Business Value Maturity Model�, through assessing as-is management

processes, helps identify the cultural problems and disconnects that limit the com-

pany’s ability to act. It enables the establishment of targets for process improve-

ment and helps the company determine where improvement initiatives are needed.

USING THE BUSINESS VALUE MATURITY MODEL�

A company uses the Business Value Maturity Model� for two primary purposes:

1. To assess where the company is with its current practices relative to a stan-

dard model and relative to where the practices need to be to meet the com-

pany’s strategic requirements. In this way, the model helps the company to

identify process gaps that can impact IT’s contribution to shareholder value.
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2. To establish the targets for process improvement. Because the model describes

the characteristics and requirements for each maturity level, a company can

use the model as a set of trail markers that indicate where the opportunities

Using the Business Value Maturity Model� 243

Business Value Maturity Model™

High-Level Assessment Form
Instructions

• Check the one that most closely describes the

current state of affairs.

• Circle the one that most closely states what you

believe is necessary to achieve Strategy to IT 

Actions to Results.
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and plans for the supply of the necessary

IT capabilities.

0

�

1
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4
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are for improving a specific practice. In this way, the company can set tar-

gets to improve its processes.

Using the Business Value Maturity Model� for Assessment

The Business Value Assessment (see Exhibit 12.6) is a high-level simple instru-

ment that illustrates how a manager can self-assess the current maturity situation

for the company. The instrument also provides for defining the “to be” situa-

tion that the manager believes is necessary for the company to achieve its goals.

This high-level instrument does not show the detailed descriptions of each

maturity level—for example, what describes “defined process” for a given

process. A full maturity assessment uses more detailed instruments that include

the description of each maturity level. However, a generic set of maturity level

descriptions is shown below:

� Level 0: Nonexistent. No management processes apply the NIE practice to

produce the business outcome and thereby improve IT’s bottom-line impact

and control the IT spend.

� Level 1: Initial/Ad Hoc. No formal management processes exist, but a few

managers attempt to apply the NIE practice to produce the business out-

come and thereby improve IT’s bottom-line impact and control the IT spend.

� Level 2: Repeatable but Intuitive. No formal management processes exist,

but the idea of the NIE practice is understood and informally applied to

produce the business outcome and thereby improve IT’s bottom-line impact

and control the IT spend.

� Level 3: Defined Process. Management processes exist to apply the NIE

practice, but there are no company-wide standards or enforcement to pro-

duce the business outcome and thereby improve IT’s bottom-line impact

and control the IT spend.

� Level 4: Managed and Measurable. Management processes are standard

practices throughout the company, execution is monitored, and outcomes

are recognized to affect business in terms of producing the business outcome

and thereby improve IT’s bottom-line impact and control the IT spend.

� Level 5: Optimized. Management processes that apply the NIE practice are

central to the company and continuously improved.

The person completing the surveys marks each goal, culture, or practice by

answering two basic questions:

1. Which maturity level best describes the situation in the company today?

What is the maturity of the company’s management process with respect to

seeking the goal, influencing the culture, or applying the practice?

2. Which maturity level best describes what the maturity should be, in order

for the company to realize its strategic intentions with the aid of IT?
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Using the Business Value Maturity Model� for Process Improvement

Assessments using the Business Value Maturity Model� are useful for determining

where a company is in regard to a specific practice and describing where a com-

pany wants to be in its use of that practice. As with the SEI/CMM, not all com-

panies need to achieve, or can achieve, Level 5 in all practice areas. It is important

that management prioritize the implementation and improvement of NIE prac-

tices based upon their expected impact on IT’s contribution to shareholder value.

Once these priorities have been established, implementation and improvement

plans can be developed to address the Key Process and Cultural Elements asso-

ciated with the achievement of a given Maturity Level within a specific practice.

For example, as expressed in the generic maturity model (see Exhibit 12.1),

to move from Level 1 to Level 2 requires developing the relationship between

business and IT so that repeatable collaboration is possible and both parties deem

the results of this collaboration useful. Moving from Level 2 to Level 3 requires

actionable and commonly understood strategic intentions as a necessary part of

the defined process. Documentation and training around the defined process is

also required. In this way, the Business Value Maturity Model� becomes a road-

map for practice improvement.

SUMMARY: THE BUSINESS VALUE MATURITY MODEL�

We have introduced five business-driven NIE practices, portfolio management,

and the management culture hurdles that come with them. Taken together, they

raise key questions: How does one fundamentally change the way a company

manages IT? How do you fundamentally affect the behavior of your company?

The answers lie in setting appropriate goals, adopting new practices, and influ-

encing the culture of the company in a way that identifies both the long-term

goal and the roadmap for getting there.

Two main ideas summarize the use of the Business Value Maturity Model�.

First, deciding exactly which NIE practices to introduce depends on where the
company is with respect to its needs and its ability to employ the practice effec-
tively. The correct starting point cannot be selected using a simple shotgun

approach; the appropriate choices depend on the state of current management

processes, expectations, and understanding and acceptance of the problems to

be solved. Second, new management practices aren’t effective without consider-
ing all of the interactions between them and how the company behaves in related
areas. For example, prioritizing projects does not achieve anything unless the

results of prioritization affect budgets, affect actual work priorities, and change

business management’s expectations about what IT is to accomplish. The pri-

oritization process must also impact business managers’ understanding of what

they must do to make the process and management behavior changes, in order

to fully implement the IT projects being prioritized.

The Business Value Maturity Model� addresses both points. It serves as a

method to help determine the next steps in adopting the principles and practices
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of NIE and helps in understanding the relationship between NIE practices and

other related management activities.

The Business Value Maturity Model� represents a rational framework that

a company can use to assess and improve its practices to better connect IT activ-

ities to business strategies and, thereby, increase IT’s contribution to shareholder

value.

CHAPTER 12 APPENDIX A: DETAILS OF THE 
BUSINESS VALUE MATURITY MODEL�

We adapt the generic maturity model to each of the NIE practices. The idea 

is to apply the resulting Business Value Maturity Model� to the company’s

processes that address the same issues as the NIE practice. For example, the Pri-

oritization model is applied to any company process that prioritizes IT invest-

ments. Of course, in the absence of any such process, the company’s maturity

would be 0.

The Business Value Maturity Model� description is in four parts: (1) a prac-

tice description (from Chapters 8–10); (2) critical success factors (CSF) for the

application of the practice; (3) keys to maturity for the practice; and (4) the six-

level description of the specific levels of maturity. This appendix gives details

for Parts 1, 2, and 3, including the complete Business Value Maturity Model�

for all five NIE practices and the three NIE support practices. This appendix

also includes the process outcome and business outcomes for each practice, at

each maturity level.

We use the Business Value Maturity Model� in two contexts. The first deals

with each NIE practice area individually and is described in the following sec-

tion. The second deals with the complete set of processes from Strategy-to-

IT-Action-to-Bottom-Line Results and assesses the maturity of the company’s

processes taken as a group, focusing on connection and completeness.

1. Business Value Maturity Model�— Process Area Descriptions

Chapters 8–10 describe each of the practices, and Exhibit 12.7 repeats the high-

level description. The practice description establishes what the NIE practice is

intended to accomplish in the company’s management processes. This descrip-

tion is the same for each maturity level.

2. Business Value Maturity Model�— Critical Success Factors

The CSFs express the important factors leading to increased process maturity

using the NIE practices. A close inspection will show that many of these CSFs

are, in fact, culture-based. See Exhibit 12.8. This shows the close connection

between process maturity and the company’s management culture.

This also demonstrates why we use the maturity model approach to deal

with culture change as well as process effectiveness. The same initiatives that
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are needed to make the processes effective are also needed to affect the culture.

More important, the experience that the senior business and IT management

teams have in applying the NIE practices and achieving increased levels of matu-

rity, are exactly the experiences necessary to change the underlying management

culture.

Examination will also show that the CSFs have considerable commonality.

This is probably not surprising since all of the NIE practices are targeted on sim-

ilar objectives.

3. Business Value Maturity Model�— Keys to Maturity

Each NIE practice produces deliverables that move the company from strategy

to action. The keys to maturity, shown in Exhibit 12.9, combine CSFs with the

essential outcomes for each practice. These keys to maturity form the founda-

tion for the maturity model, and the expression of increased levels of maturity

are based on these keys. Just like the CSFs, many of these keys to maturity are

management culture-based.

CHAPTER 12 APPENDIX B: THE DEVELOPMENT 
OF MATURITY MODELS

The ideas of maturity models have developed over the last three decades to

describe how a company and its management team can develop and grow in the

use of information technology. Their origins lie in the ideas of “stages” or

“phases” that a company goes through as it adapts its cultures and management

practices to manage and apply technology. These ideas represent the organiza-

tional growth and learning that occurs as new methods and technologies affect

how managers operate.

Richard Nolan had perhaps the earliest and most widely understood mes-

sage, expressed in his Four Stages of EDP.7 The four stages (Initiation, Conta-

gion, Control, and Integration) were used to describe how management issues

changed as the organization gained more experience with information technol-

ogy. Nolan’s stage theory expresses the organizational development and growth

that occurs as the organization matures in the use of information technology.

Nolan observed that the transformation from one stage to the next requires

explicit changes in organizational process and policy.

Beginning in the 1980s, Watts Humphrey and others formalized ideas of

growth and organizational change in the Capability Maturity Model, focused

on the processes and management practices that a company applies to software

development. This maturity model expressed five stages of maturity and was

used to define the goals a company may have for its processes and the current

as-is state of its current processes. The Capability Maturity Model has been

developed extensively by the Software Engineering Institute and is widely used

in companies to assess and develop their capabilities in software development.
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As stated, the maturity model that SEI has developed identifies the charac-

teristics of each stage. For example, at maturity level X, a management process

has the characteristics of Y. Those characteristics of Y then also serve, in ad-

vanced stages, as the definition of the goals the company would set for its man-

agement processes. Consequently, the maturity model is both an assessment tool

and a roadmap for process improvement.

Others have adapted the ideas of the maturity model. For example, SEI itself

has developed a People Maturity Model,8 which deals with the management of

people in software development. Others have developed a Project Management

Maturity Model,9 an E-Business Maturity Model,10 and so forth. The Informa-

tion Systems and Audit and Control Foundation (ASACF), in conjunction with

PricewaterhouseCoopers (PwC) and Gartner, developed a set of maturity mod-

els that cover 34 IT management processes. This set of maturity models is col-

lectively called Control Objectives for Information and Related Technology

(COBIT).11

The COBIT models follow the SEI precedent of using a five-level maturity

scale with descriptions of the characteristics of each IT management process at

each of its maturity levels. The COBIT model also includes CSFs, key goal indi-

cators (KGIs), and key performance indicators (KPIs). The relationship between

these three elements can be expressed as:

CSFs are what you need to do based on the choices made in the maturity

model, while monitoring through KPIs whether you will reach the goals

set by the KGIs.12

COBIT applies the idea of maturity models to 34 IT management processes.

Its description of the generic maturity model states very well the basic charac-

teristics of each level. See Exhibit 12.10.
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COBIT’s Statement of Generic Maturity Model

1 Initial/Ad
Hoc

There is evidence that the organization has recognized that the issues exist and need to 
be addressed. There are, however, no standardized processes but instead there are ad
hoc approaches that tend to be applied on an individual or case-by-case basis. The overall
approach to management is disorganized.

2 Repeatable
but Intuitive

Processes have developed to the stage where similar procedures are followed by different
people undertaking the same task. There is no formal training or communication of
standard procedures, and responsibility is left to the individual. There is a high degree of
reliance on the knowledge of individuals and, therefore, errors are likely.

3 Defined
Process

Procedures have been standardized, documented, and communicated through training.
It is, however, left to the individual to follow these processes, and it is unlikely that 

deviations will be detected. The procedures themselves are not sophisticated but are 
the formalization of existing practices.

4 Managed and
Measurable

It is possible to monitor and measure compliance with procedures and to take action where
processes appear to be working effectively. Processes are under constant improvement
and provide good practice. Automation and tools are used in a limited or fragmented way.

5 Optimized Processes have been refined to a level of best practice, based on the results of continuous
improvement and maturity modeling with other organizations. IT is used in an integrated
way to automate the workflow, providing tools to improve quality and effectiveness,
making the enterprise quick to adapt.

EXHIBIT 12.10 COBIT Generic Maturity Model
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COBIT is emerging as an important framework and standard that can sup-

port benchmarking between organizations while also allowing for company-

specific elements that connect to company-specific performance issues and

requirements.

ADDITIONAL READING

Appendix F contains detailed Business Value Maturity Model� descriptions for

each NIE practice.

NOTES

1. For example, the goal of “Produce action and use budgets, projects, and per-

formance measurement to achieve business results” sets the foundation for

employing the NIE Performance Measurement practice. See Chapter 1 for the

definition of the NIE goals.

2. Watts S. Humphrey, Managing the Software Process (Reading, MA: Addison-

Wesley, 1989) and A Discipline for Software Engineering (Reading, MA: Addison-

Wesley, 1996).

3. Software Engineering Institute, Carnegie Mellon University, The Capability
Maturity Model: Guidelines for Improving the Software Process (Reading, MA:

Addison-Wesley, 1995).

4. Note that we do not disagree with constructs like the Balanced Scorecard that

highlight the importance of measurement and management incentives that flow

from business strategy. Indeed, we highlight performance measurement as an

important NIE component. Our focus here is on the means for getting action

to occur—that is, the maturity of individual processes and the maturity of the

holistic connection of those processes.

5. See Chapter 1 for a statement of process and business outcomes expected from

NIE practices.

6. Watts S. Humphrey, Managing the Software Process. Humphrey applied man-

agement process maturity concepts to software development and systems engi-

neering, on the premise that more mature processes produce better software.

7. Richard Nolan, “Managing the Computer Resource: A Stage Hypothesis,” Com-
munications of the ACM, vol. 16, no. 7, July 1973.

8. SEI, People Capability Maturity Model� (P-CMM�) Version 2.0, July 2001,

www.sei.cmu.edu/publications/documents/01.reports/01mm001.html.
9. Harold Kerzner, Strategic Planning for Project Management Using a Project

Management Maturity Model (Hoboken, NJ: John Wiley & Sons, 2001).

10. PricewaterhouseCoopers, with the assistance of Carnegie Mellon University, has

developed the E-Business Maturity Model (emm@�).

11. Information Systems Audit and Control Association, COBIT, 3rd edition. Avail-

able at: www.isaca.org/cobit.htm.
12. Ibid.
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Define What’s Next

This chapter introduces IT Impact Management as a framework for helping 

companies and managers decide how to move forward with Right Decisions/

Right Results and the NIE practices. The goal is to give managers guidance for

“what’s next.” Because companies, cul-

tures, and circumstances are unique,

there is no single right answer. There

are, however, general guidelines that

can be followed.

This chapter provides guidance 

in three ways. First, we present three

alternate methods to establish goals

for adopting Right Decisions/Right

Results. Each method assesses the 

as-is and to-be with respect to IT 

management processes, which then

become the basis for defining the

goals. Second, we present a method

to set goals from the perspective of

corporate governance and processes.

Third, we describe how a company

can establish a program for the adop-

tion of Right Decisions/Right Results,
which we call “IT Impact Manage-

ment.”

Exactly what are the Right Decisions/Right Results goals? They fall into

three categories:

1. Where should we start? Which NIE practice should be done first?

2. Who should be involved? IT management? Business management?

3. What should the outcomes be? (See, for example, Exhibit 13.17).

This chapter shows how to answer these questions.

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 13

➤
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THREE METHODS TO ESTABLISH RIGHT DECISIONS/
RIGHT RESULTS GOALS

We offer three related methods to establish goals. In all three methods, the

approach is to determine the as-is, decide what the company’s goal should be

to achieve a to-be state, and then decide where to start and how to establish the

set of actions needed to reach the to-be goal.

The first method starts with the current performance stage of IT in the com-

pany, based on the stage model introduced in Chapter 2. This establishes an as-

is starting point for applying Right Decisions/Right Results. Companies then can

begin with one or two practices such as prioritization or alignment, based on

their as-is starting point.

The second method applies the Business Value Maturity Model� from

Chapter 12. This establishes an as-is and to-be for each basic NIE practice, and

permits management to set goals to address maturity-level gaps. Management

decides which of the to-be gaps will become a “should be” and sets the roadmap

accordingly.

The third method works from the practical problems described in Chapter

7 and establishes an as-is and to-be goal. As with the maturity model approach,

management then decides what the priority should be and plans accordingly.

Method 1: Setting Goals Based on the Stage of IT Performance

The status of stakeholders, current management processes, and business/IT gov-

ernance comprise an important as-is in terms of applying the concepts and prac-

tices of Right Decisions/Right Results.

The stakeholders fall into four groups:

1. IT management (referred to as the Technology Leadership Team elsewhere

in the book).

2. Senior management (called the senior management team elsewhere in the

book), including business unit managers with bottom-line accountability for

the units they manage.

3. Business unit and functional managers (referred to as the Business Leader-

ship Team elsewhere).

4. Managers of related management processes in the company (e.g., corporate

budget, program management offices, and financial officers such as CFOs).

Each group’s perspective on current IT performance has a substantial effect

on what its members will regard as solutions to the problems they care about.

(It certainly is possible to go forward with individual NIE practices without

careful consideration of these groups’ points of view. The risk, however, is the

initiative won’t stick and will simply be a one-time exercise; worse, the expe-

rience can serve to harden management attitudes concerning IT management

processes.)
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A company begins by determining the stakeholders’ attitudes about the cur-

rent stage of IT performance. In Chapter 2, we introduced a simple stage analy-

sis of IT performance. See Exhibit 13.1.

A company is at Stage 1 when IT can competently perform IT operations.

A company is at Stage 2 when IT is conducting systems development compe-

tently. A company is at Stage 3 when governance and planning processes react

well to new tactical needs. A company is at Stage 4 when governance and plan-

ning processes react well to new strategic requirements. Finally, a company is at

Stage 5 when IT significantly contributes to business planning with new, inno-

vative directions that lead to new strategic intentions or new ways to address

current strategic intentions.

Three Methods to Establish Right Decisions/Right Results Goals 255

Stage 1: Performance of Operational Processes and Tasks

Stage 2: Performance of Development Processes and Tasks

Stage 3: Performance in Response to Tactical Needs

Stage 4: Performance in Response to Strategic Needs

Stage 5: Performance in Creating Strategic Opportunities

EXHIBIT 13.1 Five IT Performance Stages

Company Stage Management View on IT Performance
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Stage 1 IT competently  
performs
operations.   

    

Stage 2 IT competently  
conducts systems 
development.   

    

Stage 3 IT’s governance and planning 
processes react well to new 
tactical needs. 

    

Stage 4 IT’s governance and planning 
processes react well to 
strategic requirements.   

    

Stage 5 IT contributes innovative 
directions leading to new 
strategic intentions.  

    

EXHIBIT 13.2 Management Views on IT Performance
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Understanding where management believes IT is, in these stages, leads to

appropriate goals and strategies for adapting Right Decisions/Right Results. A

simple test is shown in Exhibit 13.2. The answers are simple yes’s and no’s. The

company’s stage is the highest at which a “yes” is the answer. Where there are

differences between senior management and profit/loss managers, senior man-

agers’ views should prevail. The answers can be obtained directly from man-

agement, or can be estimated by the CIO or CFO. If the answer is “don’t know,”

this shows an opportunity for addressing planning and management disconnects

between the management groups and IT management.

The results are useful from several perspectives. The first is using the results

to set the stage for determining where to begin using Right Decisions/Right

Results. This is shown in Exhibit 13.3. A second perspective is the differences

between management groups. See Exhibit 13.2 for the data collection on per-

spectives. Senior management’s views are important, but from the perspective of

success in adopting new processes, the views of process managers and business

functional managers are at least as important. A third perspective is differences

between IT management and the other business managers. This is particularly

important in identifying disconnects between the management groups.

Based on the stage answers, management can consider the appropriate start-

ing place for Right Decisions/Right Results initiatives. The table that follows

identifies the focus of efforts according to the as-is stage; it does not preclude  the
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Stage 1: IT does operations 
well but does not do 
systems development well.   

Prioritization: Controls the system backlog and improves overall project 
formation process, documentation, and business case development. 

Demand/Supply Planning: Leads to IT improvement strategies and 
actions about systems development and project management.

Stage 2: IT does both 
operations and systems 
development well but does 
not respond well to new 
tactical needs. 

Alignment: Leads to a better understanding of the match of the current 
portfolios to business requirements. Assures current resources applied 
to right problems. 

Prioritization: Better matches projects to business requirements.

Stage 3: IT does 
operations, development, 
and tactical responses well 
but does not respond well to 
new strategic requirements. 

Strategy-to-Bottom-Line Value Chain: Establishes process connections 
from strategic plan to IT plans and actions. 

Innovation: IT contributes to business plans. 

Demand/Supply Planning: Defines IT responses to strategic 
requirements. 

Prioritization: Matches projects to strategic requirements. 

Alignment: Assures current resources applied to the right problems.

Stage 4: IT does 
operations, development, 
tactical, and strategic 
responses well but does  
not contribute innovative 
directions to business 
planning.

Strategy-to-Bottom-Line Value Chain: Establishes process connections 
from strategic plan to IT plans and actions. 

Innovation: IT contributes to business plans. 

Demand/Supply Planning: Defines IT responses to strategic 
requirements. 

Stage 5: IT does innovation 
well.

Strategy-to-Bottom-Line Value Chain: Establishes improved process 
connections from strategic plan to IT plans and actions.

Company Stage Possible Focus for Management Efforts 

EXHIBIT 13.3 Establishing a Focus for Action
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use of other NIE practices. The practices identified can be adopted as a first step.

The roadmap then consists of moving forward in the stages of IT performance.

Method 2: Setting Goals Based on Business Value Maturity Model�

The Business Value Maturity Model� is another way to define the goals, based

on an as-is, to-be assessment of management processes. As we showed in Chap-

ter 12, a maturity model enables a management team to decide on what the

company needs to do to improve its ability to perform the individual NIE prac-

tices described in the Strategy-to-Bottom-Line Value Chain, as well as to con-

nect them effectively.

Three Methods to Establish Right Decisions/Right Results Goals 257

By conducting a maturity assessment and completing the Scorecard (see

Exhibit 13.4) using a framework such as that shown in the list below, the as-is

can be defined for a company. A to-be determination of where the company wants

to be identifies exactly where focus should be placed, to establish a goal for process

improvement. By doing so, company management can substantially improve

how it controls the IT spend, and produces improved IT bottom-line impact.

The Right Decisions/Right Results Maturity Model 

Scorecard

NIE Practice Business Bottom-Line Impact Maturity
As-Is 

Maturity
To-Be

Strategic
Demand/ 
Supply
Planning 

The company gains maximum strategic and 
operational impact from its IT investments. 

Innovation The company excels in innovating through IT 
in its products, processes, and performance.

Prioritization The company chooses the most valuable IT 
investments. 

Alignment The company achieves maximum returns from 
its IT activities. 

Performance
Measurement 

Performance measures lead to improved IT  
and business performance..

Strategy-to-
Bottom-Line 
Value Chain 

IT processes, NIE Practices, and corporate 
processes are connected and consistent. 

IT Impact 
Management 

IT’s contribution to business performance is 
maximized. 

Portfolio
Management 

The entire IT investment contributes to business 
performance. 

Culture
Management 

IT’s contribution to business performance is 
maximized. 

EXHIBIT 13.4 Business Value Maturity Model� Applied
to NIE Practices—Scorecard
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The basic indicators for maturity levels, described in Chapter 12, are:

Level 0—Nonexistent,

Level 1—Initial/Ad Hoc

Level 2—Repeatable but Intuitive

Level 3—Defined Process

Level 4—Managed and Measurable

Level 5—Optimized

Chapter 12 contains detailed definitions of each level as applied to each NIE

practice.
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Business Value Maturity Model™

High-Level Assessment Form
Instructions

• Check the one that most closely describes the

current state of affairs. This is the As-Is.

• Circle the one that most closely states what you

believe is necessary to achieve Strategy-to-

Bottom-Line Value Chain goals. This is the To-Be.

R
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o

 9

Practice
Title

Practice Description

(The description is established
in Chapters 8 through 10.)

N
o

n
e

x
is

te
n

t

In
it

ia
l/

A
d

 H
o

c

R
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c
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e
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b
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O
p
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m

iz
e

d
P

ro
c

e
s

s
e

s

Im
p

o
rt

a
n

c
e

Demand/
Supply

Planning

Explicitly connecting IT strategies and

plans to business strategic intentions.

Establishing the business strategic
demand for IT, and then IT’s strategies
and plans for the supply of the necessary

IT capabilities.

0

�

1

�

2

�

3

�

4

�

5

�

Innovation Translating IT opportunities into new

business strategic intentions and finding
new ways for IT to support existing

strategic intentions.

0

�

1

�

2

�

3

�

4

�

5

�

Prioritization Assessing the business impact of new 
IT initiatives and prioritizing them
according to strategic intentions. 0

�

1

�

2

�

3

�

4

�

5

�

Alignment Assessing the business impact and

support of business strategic intentions of
the existing IT infrastructure,

applications, and services.

Assessing the quality and service levels

for existing IT resources, as input to
demand/supply planning.

0

�

1

�

2

�

3

�

4

�

5

�

Performance

Measurement

Measuring IT performance in ways

related to the business and its strategic
intentions. 0

�

1

�

2

�

3

�

4

�

5

�

Strategy-to-
Bottom-Line
Value Chain

Connecting the processes doing
planning, innovation, prioritization,

alignment, and performance measurement
with themselves and with the other 

appropriate company processes.

0

�

1

�

2

�

3

�

4

�

5

�

EXHIBIT 13.5 Assessment Form—Part I
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Exhibit 13.5 shows the scoring that can be used to define the as-is and to-

be. The scoring provides for both the as-is and the to-be on the same sheet. A

second scoring sheet that covers the NIE support areas is shown in Exhibit 13. 6.

This provides for rank-ordering the importance of the practice, and conse-

quently the steps to be followed in establishing a roadmap.
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Business Value Maturity Model™

High-Level Assessment Form
Instructions

• Check the one that most closely describes the

current state of affairs. This is the As-Is.

• Circle the one that most closely states what you

believe is necessary to achieve Strategy-to-

Bottom-Line Value Chain goals. This is the To-Be.

R
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n
k
 1

 t
o

 9

Practice
Title

Practice Description

(The description is established
in Chapters 8 through 10.)
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IT Impact

Management

Establishing and achieving IT’s business
value proposition.

Managing IT based on business value

outcomes.

0

�

1

�

2

�

3

�

4

�

5

�

Portfolio
Management

Establishing baseline, business value,

and performance information for the

entire IT investment. 0

�

1

�

2

�

3

�

4

�

5

�

Culture

Management

Establishing baseline, business value,
and performance information for the

entire IT investment. 0

�

1

�

2

�

3 4

�

5

��

EXHIBIT 13.6 Assessment Form—Part II

Note that Chapter 12’s Appendix A offers considerably more information

about the maturity model for each practice, which can assist in determining the

best as-is and to-be answers.

Method 3: Setting Goals Based on Practical Problems

Chapter 7 introduced seven basic problems affecting management perspectives

about IT. By determining whether the problems discussed in Chapter 7 apply to

a company, management can set goals adopting Right Decisions/Right Results.
Exhibit 13.7 provides a short instrument for this purpose; each Practical Prob-

lem statement can be answered with a simple “yes” or “no.”

Based on “yes” answers to the questions in Exhibit 13.7, goals for address-

ing the problems can be adopted. Exhibit 13.8 identifies specific goals that can

be accomplished, in terms of specific directions for overcoming culture and

process difficulties. These solutions were suggested in Chapter 7 as part of IT

Impact Management, discussed below.
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Practical 
Problem 

Current
Company
Situation

As-Is—Practical Problem 
Description 

Process
Disconnects

Existing management processes are unable to consistently carry 
through from business planning to IT action to bottom-line results.  

Legacy and 
Entitlement

The company’s existing IT applications, infrastructures, and 
project backlogs are the legacy of the current inadequate 
strategy-to-results management practices and prevent starting 
with a clean slate. Managers feel entitled to “their” systems  
and support. 

Management
Roles

The company’s management culture prevents business and IT 
management from playing the roles needed to effectively direct 
and apply IT resources to achieve maximum bottom-line impact. 

Company
Processes

The new or changed management practices that connect 
business and IT will have to coexist and work with many other 
existing company management practices (e.g., capital budgets, 
HR, management performance/compensation, corporate  
budgets, purchasing, and so forth).

Management
Expectations

Senior company managers expect only financial returns from  
IT and simple ROI-based measurement of its alignment and 
affordability.  

It Ain’t Broke Business and IT managers get what they need from current 
processes, and they resist new processes that appear to make it 
more difficult to obtain what they need. 

Multiple
Perspectives

The company does not speak with one voice. 

EXHIBIT 13.7 Establishing the As-Is for Practical Problems

Practical
Problem

To-Be—IT Impact Management Goals

Process
Disconnects

Connect and coordinate with company practices—budgets and planning.

Connect with people performing these practices. 

Engage management across the company in NIE practices.

Legacy and 
Entitlement

Examine 100% of IT spend from affordability perspective.

Engage management in prioritization and alignment, and alignment 
assessment for quality and service level.

Management
Roles

Management involvement in decision making through prioritization, alignment, 
budget, and planning. 

Company
Processes

Employ Strategy-to-Bottom-Line Value Chain from business planning through 
technology management through corporate budget processes. 

Engage the corporate process owners (e.g., CFO, corporate budgets) in the 
NIE practices and the deliverables of the Value Chain.

Management
Expectations

Engage senior management and management process owners in strategic 
intention thinking, through prioritization and IT spend control.

It Ain’t Broke IT Impact Management, a program management approach focusing on 
management engagement in NIE practices that establishes the basis by which 
they understand the objectives and outcomes.

Multiple
Perspectives

All business units are represented in management groups in each NIE 
process.

EXHIBIT 13.8 To-Be Goals
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We suggest a company can adopt the goals listed in Exhibit 13.8, which will

serve to focus on exactly what needs to be accomplished. While this practical

problem approach is not as practice-specific as the other two methods, it works

well to establish goals for management process change. These goals can also be

established in conjunction with the specific steps to be taken, as identified in the

first two methods.

SETTING GOALS FROM A CORPORATE GOVERNANCE 
AND PROCESS PERSPECTIVE

The focus, until this point, has been on specific IT management processes such

as prioritization and alignment, and on IT performance in its role in the company.

An alternative is to view the as-is problems from a corporate or company-

wide perspective. The Strategy-to-Bottom-Line Value Chain, introduced in Chap-

ter 6, gives the right perspective on this.

Setting Goals from a Corporate Governance and Process Perspective 261

Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic Business

Plan)

Strategic IT Planning

Projects

Performance Measurement Metrics

Annual IT Planning

Action
Strategic IT

Requirements

Strategic IT

Agenda

Strategic IT Plan

The IT Enterprise:  Four “Lights-On” Asset Pools

IT Plan
(Annual)

Business Plan
(Annual)

Project Plan
(Annual)

Projects Budget

Lights-On

Budget

The Business Enterprise: Lines of Business, Departments

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Deliverables

in the

Strategy-to-

Bottom-Line

Value Chain

Business

Strategies

IT

Actions Line

Results

Bottom-

1

2

3

4

5
6

7

9

8

12

11

10

EXHIBIT 13.9 Strategy-to-Bottom-Line Value Chain

The corporate or company-wide management processes that produce the

business strategic plan (Deliverable 1 as shown in Exhibit 13.9), annual plans

(Deliverables 7, 8, and 9) and budgets (Deliverables 10 and 11) provide an alter-

native point for introducing Right Decisions/Right Results and NIE practices.

Often, the CFO of the organization, who typically owns these processes, is a

good leverage point.
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The CFO, for example, should be vitally interested in controlling IT spend

and improving IT bottom-line impact. As a consequence, the NIE practices can

be supported and encouraged by the CFO as a means for submitting and review-

ing IT plans and/or budgets. The core idea is to use the discipline and company-

wide standards that come with corporate processes such as budgeting and capital

planning as a vehicle for introducing change into IT management methods. This

approach also directly addresses the process disconnect problems that we’ve dis-

cussed throughout the book.

The goals for adopting Right Decisions/Right Results and the NIE practices

are based on working backward from these corporate process deliverables. 

(See Chapter 6 for a complete definition of each of the deliverables shown in

Exhibits 13.9 and 13.10.)
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Deliverable
Name 

Deliverable
Description 

Roadmap Perspective Corporate
Process
Connection

1 Business 
Strategic
Intentions

Mission plus 
weighted strategic 
intentions 

Required as part of project business 
case documentation: specifically, how the 
project supports business strategic 
intentions. 

Capital, corporate 
budgeting

2 Assessed 
Portfolios 

As-is alignment, 
service, quality, 
technology, use 

Required as part of annual plan or 
budget submission. 

Required as input to IT project planning, 
with specific reference to the gaps to-be 
filled by the project. 

Annual plan

3 Strategic IT 
Agenda for 
Use of IT 

Strategic Intentions 
to Strategic 
Initiatives 

4 Strategic IT 
Plan 

Strategic Intentions 
to Strategic 
Initiatives 

5 IT Strategic 
Requirements

Initiatives—3 to 5
years horizon—
portfolio format 

S
tr

a
te

g
ic

 P
la

n
n

in
g

  

6 Projects Real, doable 
projects

Business case requires connection to 
strategic intentions; reference to as-is 
assessed portfolios.

Capital, corporate 
budgeting

7 Annual Project 
Plan 

One year annual 
horizon—with
portfolio format 

Prioritized against strategic intentions. Capital budgeting, 
corporate 
budgeting

8 Annual
Business Plan

Documentation
according to 
company practices 

9 Annual IT Plan Documentation 
according to 
company practices 

Strategies and plans connected to 
business strategic intentions and the 
Strategic IT Agenda. 

Annual plan

10 Annual  
and Capital 
Projects
Budgets 

Documentation
according to 
company practices 

Prioritized against strategic intentions. Capital, corporate 
budgeting

11 Annual Lights- 
On Budget 

Documentation
according to 
company practices 

Budgets specifically apply assessed 
portfolios (through alignment) and 
business strategic intentions. 

Corporate
budgeting

A
n

n
u

a
l/

T
a

c
ti

c
a

l 
P

la
n

n
in

g
  

12 Performance 
Measurement
Metrics 

Documentation
according to 
company practices 

IT metrics consistent with business 
strategic intentions. 

Performance
measurement

EXHIBIT 13.10 Establishing the Roadmap
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By focusing on the corporate process connections (capital budgeting, cor-

porate budgeting, annual plan, performance measurement, etc.) and their own-

ers, and by introducing the Value Chain deliverables as components required in

their processes, goals, and a specific plan for applying them, can be delivered.

The truly important thing here is that controlled IT spend and improved IT

bottom-line impact goals are directly in the interests of the corporate process

owners, and they should be interested in helping to achieve the goals.

THE IT IMPACT MANAGEMENT PROGRAM TO IMPLEMENT 
RIGHT DECISIONS/RIGHT RESULTS AND NIE PRACTICES

We encourage management teams to adopt one or more elements of the 

Strategy-to-Bottom-Line Value Chain, based on the goals established in the meth-

ods described above. However, management teams must understand that, to be

effective, outcomes have to connect to budget and management actions for both

IT and business. For example, as we have pointed out, prioritization without

affecting project budgets, or alignment without affecting lights-on budgets, does

not accomplish anything. Planning that does not change projects, or change

budgets, does not accomplish anything.

As a result, achieving the management process goals we suggest can require

a long-term, possibly multi-phased effort. It is very unlikely, in our view, that

company or IT management can accomplish all elements at one time. Given the

culture issues, the difficulty of change, and the significant number of players

affected, it may make more sense to explicitly adopt a multiphase, multiprocess-

cycle approach. This makes a program approach important. (We want to be clear

on this. It is very useful for a management team to perform one of the NIE prac-

tices, such as prioritization. As we discussed in Chapter 11, this experience can

have a major impact on management culture, and encourage further adoption

of NIE practices. Accordingly, we do not discourage a management team from

considering adopting one practice as a starting point, as a proof of concept. But

we also emphasize that, to actually affect the IT spend and IT’s bottom-line

impact, the connection to corporate processes is needed. Adopting one practice

is a starting point but probably will not provide the significant outcomes for

which we hope.)

Companies do best by adopting an overall “program” approach to imple-

menting a Right Decisions/Right Results and NIE practices. We introduced IT

Impact Management in Chapter 6, and described its role in addressing practi-

cal problems in Chapter 7. In addition to thinking through the above sugges-

tions for defining the as-is, and the culture management and maturity model

instruments, a program approach establishes an overall framework for the

effort. This framework identifies participants, establishes methods for commu-

nications, defines overall goals, and generally works to assure that all manage-

ment groups are on the same page with respect to the need for and the planned

changes expected to be implemented. Exhibit 13.11 reminds us of the many

groups affected.

The IT Impact Management Program to Implement Right Decisions/Right Results 263
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A Program

A program for a particular company will depend on the specific problem and

circumstance, as well as its culture and politics. Generally, however, a program

consists of four basic elements.

1. Define the program requirements.

2. Manage the program stakeholders.

3. Establish program participants.

4. Create bottom-line impact.

Note that this program discussion does not deal with content—that is, the

specific practices or deliverables to be addressed. Those are defined by the

roadmap approaches we described above. Here, we assume that we know where
we want to go (e.g., prioritization, planning); now the issue is how to get there,

in general terms.

The primary flavor of this program is based on managing the many players

and organizations affected. In simple terms, we are dealing with issues that cross

the IT and business unit barriers. But within that simplicity, we are dealing with

multiple parts of IT (e.g., enterprise architecture, systems development, IT plan-

ning, IT financial management, IT governance) and multiple parts of the business

(e.g., corporate processes like budget and planning, business unit management,

individual user departments).
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Projects

Business

Unit

Annual Plan

Project

Plan

IT

Annual

Plan

Projects

Budget

Lights-On

Budget

Corporate

Strategic

Planning

Budget

Procurement

Capital Budget

Measurement

IT Finance

IT Procurement

IT Measurement

Systems Development

IT Planning

Business Unit Planning

Strategic

IT Agenda

Strategic

IT

Requirements

Strategic

IT Plan

Enterprise Architecture

Project Management (PMO)

EXHIBIT 13.11 Management Processes Involved in the Value Chain
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Also, note that we have dealt with issues of management participation as

parts of each individual practice (e.g., in prioritization: who participates in scor-

ing projects, who carries out business case development, what standards are

associated with that, etc.). Here, we are focusing on the overall set of activities.

We cannot lose sight of the fact that our success is ultimately based on making

the connections all the way from business strategic intentions to the actions that

ultimately affect the IT spend and IT’s bottom-line impact. As we have observed

before, it is not merely a question of completing a practice (e.g., prioritization);

it’s a matter of getting the results of that practice into annual plans, budgets,

and ultimately action.

The focus here, then, is on the program approaches that will succeed in

making the connections to action and ultimately bottom-line impact. The fol-

lowing discussion will refer back to the Chapter 7 presentation of practical prob-

lems as the impediments to success. The IT Impact Management program

approach is designed to specifically overcome those impediments. They are in

the nature of suggestions, as every company situation is unique. But they are

suggestions rooted in the experience of companies that have been successful in

adopting the concepts and practices described in this book.

1. Define the program requirements. This is the process of defining exactly

what can be accomplished and the tasks needed to accomplish it. The key

The IT Impact Management Program to Implement Right Decisions/Right Results 265

IT Impact Management Practical Problem 
Addressed

Build the program to be responsive to the politics in
a positive, responsive way. 

Focus on doing what’s practical, in terms of 
responding to the politics.

Legacy and entitlement

Management roles

Company processes

Determine hurdles, impediments, and problems, and
strategize to respond to each, with specific program 
elements.

All

Establish a phased approach to the adoption of 
Value Chain and NIE Practices.  

Plan the program to do something tactical and simple 
in the short term.

Process disconnects

Legacy and entitlement

Company processes

It ain’t broke

Establish a clear, simple, practical vision of the 
problem being solved and the outcome to be 
produced.

Establish continuing means for communicating this 
vision to all managers affected.

Management roles

It ain’t broke

Management expectations

Establish a clear and simple theme and banner 
headline (e.g., we’re examining lights-on budget, with 
focus on affordability).

Management expectations

It ain’t broke

Establish
the
program

Focus on measuring outcomes and, if needed, 
establish a parallel Performance Measurement/ 
Metrics project.

Management expectations

EXHIBIT 13.12 Establish the Program
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is to match the program against culture, politics, and practical outcomes. A

general framework is shown in Exhibit 13.12.

2. Manage the program stakeholders. This consists of the actions to keep the

program on track and connected to the managers and business units affected

by it. The key is to communicate effectively to all managers involved. A gen-

eral framework is shown in Exhibit 13.13.
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IT Impact Management Practical Problem 
Addressed

Establish one-on-one personal connections to the 
other corporate and IT process owners (e.g., 
budgets, CFOs, PMO, performance measurement, 
enterprise architecture); getting them on board with 
respect to the problem and outcome. 

Process disconnects 

Management roles 

Company processes

Create strawman example of results and 
management benefits to be derived. 

Multiple perspectives

Conduct continuous communication of vision, 
outcomes, and intermediate results to peer 
managers, both within IT and the business.

Process disconnects 

Management roles

It ain’t broke

Multiple perspectives

Manage the 
program
stakeholders 

Hold the hands of every IT manager with respect to 
the process and the outcomes. 

Legacy and entitlement 

It ain’t broke

EXHIBIT 13.13 Stakeholder Management

3. Establish program participants. This consists of a single basic step of estab-

lishing workgroups for each practice area. Though simple, this is an under-

lying foundation, for it addresses most of the major problems in doing this

work. Getting management directly involved, from senior to each business

unit to each process area, is the core idea for addressing culture and process

disconnects and setting management expectations. A framework is shown

in Exhibit 13.14.

IT Impact Management Practical Problem 
Addressed

Establish 
program 
participants 

Establish a management workgroup for each 
practice. 

Management roles 

Management expectations 

It ain’t broke 

Multiple perspectives

EXHIBIT 13.14 Program Participants

4. Create bottom-line impact. This is the outcome we’re seeking. The key idea

is to provide leadership and suggested content, throughout all the practices
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and through engaging all managers and workgroups. A framework is shown

in Exhibit 13.15.

Although the above IT Impact Management discussion is intended as a

framework, with suggestions, experience has shown that they are the kinds of

things needed to be successful.

Conclusion to Chapter 13 267

IT Impact Management Practical Problem 
Addressed

Provide the leadership for each workgroup. Process disconnects

Develop the strawman inputs to things like Strategic 
Intentions. 

Process disconnects 

Multiple perspectives

Use prototype for data collection, analysis, and 
demonstration of outcome. 

Process disconnects 

It ain’t broke

Create
bottom-line 
impact

Persist through several cycles. Process disconnects 

Company processes 

Management expectations

EXHIBIT 13.15 Bottom-Line Impact

CONCLUSION TO CHAPTER 13

The challenge we address is how both business and IT leadership can work

together to improve the impact their IT resources have on the financial per-

formance of the company. In simple terms, we answer questions like: “Are we

spending our resources in the right places?” and “Are we spending the right

amount on IT?” These questions are preparatory to “How can we get results

from IT?” and, ultimately, “How can we drive our business strategies to effec-

tive IT actions?” These are important, critical issues for management. The key

part is that these are practical solutions. Business and IT management can get

the answers to these questions and, therefore, produce action and impact—the

right business results—from IT. See Exhibit 13.16.

The five NIE practices have developed and evolved in the two decades since

the original Information Economics book. The core concept has remained as

powerful as when we started in 1985: that IT has to fundamentally improve

how the business1 performs, and to do this, business management must be

directly involved in IT decision making. The NIE goals further elaborate this

core concept, defining exactly what the business goals are, assessing and prior-

itizing alternatives, and implementing the right ones and measuring the results.

The five practices implement the ways and means for achieving the goals.

Right Decisions/Right Results is an integrated approach to connecting and

integrating an enterprise’s strategic intentions with the IT capabilities and activ-

ities that can enable them. New Information Economics is a complete and
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proven suite of tools to coordinate planning, innovation, prioritization, align-

ment, and performance measurement activities within the enterprise. We have

seen these methods help companies make major advances in their business.

The individual methods can also be applied as stand-alone activities to address

specific issues, and they can be applied to all areas of the business, not just IT.

All five of the activities use the same techniques to develop management con-

sensus and produce implementable action plans that support enterprise strate-

gic intentions.

However, even though we offer five practice areas to deal with the issues,

this is not merely a management practice book. The basic problems we face, and

their solution, are at least as much a management culture problem as a practice

problem. Consequently, we address culture directly, and address these problems

as being of equal importance. The most elegant and well-defined practice means

nothing if the management team is unwilling or incapable of applying it.

In Chapter 1, we set the basic framework for the book, in these terms:

Right Results: The “right results” we want are to control IT’s cost and at

the same time improve bottom-line impact.

Right Decisions: The “right decisions” lead to the management actions

needed to produce the right results. These right decisions lead to:

� Creating better investment alternatives, or in IT terms, creating better

ideas for development projects

� Choosing the right investments and projects from the alternatives
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� Eliminating nonperforming and poorly performing existing IT resources

from current spending

� Improving the performance of the remaining existing IT resources

� Producing the right actions by business and IT managers to implement

and follow through on the right investments and performance improve-

ments

The book carries through in presenting frameworks, concepts, and processes

to make the right decisions and produce the bottom-line impact and controlled

IT expenses.

We expect that companies and management teams can apply the frameworks

and processes to place themselves in the IT Improvement Zone. The character-

istics of the IT Improvement Zone—the Right Decisions/Right Results Out-

comes—are shown in Exhibit 13.17.

Conclusion to Chapter 13 269

NIE Practices 
and Support 
Practices 

Process—
Desired Outcomes  

Business—
Desired Outcomes 

Strategic
Demand/Supply 
Planning

IT and business planning are fully 
connected and integrated. 

The company improves strategic and 
bottom-line impact from its IT 
investments.

Innovation IT-enabled innovations impact 
business planning and offer new 
strategies. 

The company excels in innovating 
through IT, in products, processes, and
performance.

Prioritization IT investments are prioritized against 
business strategy.

The company chooses the most 
valuable IT investments in terms of 
bottom-line impact.

Alignment The entire IT spend is aligned with 
business strategy. 

The company improves returns from its 
IT activities in terms of bottom-line 
impact. The total IT spend is effectively 
controlled.

Performance
Measurement 

IT business and technical 
performance is tracked. 

Performance measures lead to 
improved IT and business performance.

IT Impact 
Management 

Business and IT management teams 
execute the processes that improve 
IT’s contribution to business 
performance.  

IT’s contribution to bottom-line impact 
is improved. The total IT spend is 
effectively controlled.

Portfolio
Management 

Planning and management 
processes focus on the entire IT 
investment. 

All IT investments and resources 
contribute to bottom-line impact.

Culture
Management 

IT and business managers 
participate effectively in all  
NIE-enabled processes. 

IT’s contribution to bottom-line impact
is improved through the effective 
application of NIE practices.

EXHIBIT 13.17 Right Decisions/Right Results Outcomes

The Strategy-to-Bottom-Line Value Chain and NIE practices, and the man-

agement processes we have introduced, are listed by chapter in the table below.
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ADDITIONAL READING

The book’s website contains additional information:

Website Note 4: Tests for Connected Business and IT

The appendices also contain related information for Chapter 13:

Appendix A: The Role of Enterprise Architecture in Right Decisions/Right 

Results

Appendix B: Management Team Roles in Right Decisions/Right Results

Appendix E: The CFO Role in Right Decisions/Right Results

NOTES

1. Although the terminology here and throughout the book is in “business” terms,

the concepts and practices apply with equal force to government and nonprofit

organizations. While business is concerned with competitive strategy and finan-

cial outcomes, government is just as concerned with strategy and performance

to organizational mission.

270 DEFINE WHAT’S NEXT

Chapter Chapter Title Key Framework or Process

1 Define the Goals Right Decisions/Right Results Templates

2 Ask the Right Questions The Right Questions

3 Connect to the Bottom Line Shareholder Value and Bottom-Line Principles

4 Understand Costs and Resources Por tfolio Management

5 Focus on the Right Things Right Decisions/Right Results Goals and 
Principles

6 Adopt Effective Process to Strategy-to-Bottom-Line Value Chain
Produce Action

7 Tackle the Practical Problems IT Impact Management

8 Make the Right Decisions Prioritization and Alignment Practices

9 Plan for the Right Results Planning and Innovation Practices

10 Keep Score Performance Measurement Practice

11 Deal with Culture Culture Management

12 Char t the Path to Implementation The Business Value Maturity Model�

13 Define What’s Next IT Impact Management

14 Answer the “So What?” Question The IT Improvement Zone
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Answer the “So What?” Question

WHY THIS TRIP IS NECESSARY

The Right Decisions /Right Results message is straightforward: First, tell 

people what the business is trying to accomplish in simple, actionable state-

ments, and second, get business and IT

people to use a common and integrated

set of management tools to get those

things done. The result is also straight-

forward: The business ends up spend-

ing money and focusing people’s

efforts on activities that most fully sup-

port the business’s strategies and goals,

and stops spending resources on things

that don’t. The IT budget is more

effectively controlled and IT’s impact

on the bottom line is improved. Using

NIE practices moves the company

from business strategy to IT action to

bottom-line results in an efficient, con-

sistent way.

After almost 50 years of IT being

used in business, these messages may

be commonly understood but are infre-

quently put into practice. Companies

continue to take an anecdotal, piece-

meal approach to IT investments, and the business–IT connection, while improv-

ing, remains fragmented in most organizations. However, NIE practices improve

the business–IT connection by providing processes and tools for translating

business strategies into actionable IT goals, choosing the IT activities that best

support those business strategies, and helping IT measure performance against

those goals.

Integrating these processes leverages the entire range of IT activities and

turns every dollar spent on IT into a carefully considered investment in making the

Control Spending and Maximize
Impact on the Bottom Line

1 Define the Goals

2 Ask the Right Questions

3 Connect to the Bottom Line

4 Understand Costs and Resources

5 Focus on the Right Things

6 Adopt Effective Process to Produce Action

7 Tackle the Practical Problems

8 Make the Right Decisions

9 Plan for the Right Results

10 Keep Score

11 Deal with Culture

12 Char t the Path to Implementation

13 Define What’s Next

14 Answer the “So What?” Question

CHAPTER 14

➤

271
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company successful. By taking a complete view of IT investment, from business

strategy to performance measurement, company management can be sure that

IT is doing what the company wants, when it’s wanted, and having a significant

impact on the company’s intended business performance.

FIRST, HIT THE IT IMPROVEMENT ZONE

It is clear what CEOs, CFOs, CIOs, and anyone who is interested in the bottom

line of the company want: controlled costs and better results from IT. To achieve

that, we need to look at two parts of IT: lights-on expenses and new develop-

ment projects (including both impact and cost). Although we split IT budgets

this way, clearly a dollar is a dollar everywhere in the business. Dollars spent on

IT are dollars not spent on other parts of the company (and, more critically, are

not profit), and dollars spent on unnecessary lights-on expenses are dollars not

spent on new projects that will improve IT’s impact.

The key to controlled budgets and better impact is hitting the IT Improve-

ment Zone (see Exhibit 14.1). No budget in any company is without “excess”

expenses. By focusing NIE practices on the alignment, service level, and qual-

ity of lights-on budgets, management can improve the overall cost structure of

IT by eliminating or redeploying “excess” resources (and improving the bottom-

line impact as well). In conjunction, by focusing all new IT development on the

highest bottom-line impact projects, IT’s contribution to the business can be

increased dramatically.

Obviously, no company will hit the ideal of the “Achievable Cost and Impact”

target due to cultural, process, and other constraints. But, by using NIE practices

272 ANSWER THE “SO WHAT?” QUESTION
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wherever and whenever possible, the company can move from today’s situation

into the IT Improvement Zone and achieve higher impact with lower costs.

THE “SO WHAT?” FOR THE COMPANY

NIE principles and practices help business get from strategy to IT action to bot-

tom-line impact. Putting these practices in place is straightforward; keeping them

in action and having the discipline to follow through is difficult. The hard issues

of moving from strategy to action are outside of the processes themselves but

are integral parts of the impact that adopting NIE practices can have on a com-

pany. NIE practices tackle these hard issues head on and become the tools for

solving them.

Cultural barriers loom large in changing any company’s processes, especially

when a silo orientation gets in the way of company-wide thinking and planning.

Using NIE practices forces a company-wide and portfolio-based view of IT

investments, effectively changes the cultural issues that obstruct the most effec-

tive IT investments, and begins the process of eliminating the silo-think present

in many companies. Business management becomes engaged not only in IT plan-

ning and execution but also in a company-wide process of evaluating the best

places to spend IT resources. The process eventually becomes secondary; the

way that management thinks about and acts on IT possibilities becomes the most

important impact of adopting these principles and concepts.

NIE practices must also operate in an existing business planning/budget-

ing/performance measurement environment. The proposed practices tie directly

into these parts of the company’s management processes and leverage the struc-

tures that the company uses for all of its investments in business strategy.

Finally, NIE practices promote a consistent, integrated approach to the five

practices in the strategy-to-results chain. Each is helpful on its own, but an inte-

grated adoption of all five can “supercharge” a company’s efforts.

Many things work to break the strategy-to-results chain. NIE practices help

get rid of these roadblocks and let managers focus on actions, not obstacles.

THE “SO WHAT?” FOR THE CEO

For the CEO, IT is but one tool for implementing business strategies. Unfortu-

nately it is often the least understood tool, leading to ineffective IT investments

and misdirected IT resources. Although the business strategies may seem to be

clear and adequately articulated, the interpretations of those strategies through-

out the company may differ, and this eventually results in poorly focused IT

investments. The CEO is left to ask, “Why am I spending so much and getting

so little?”

The more appropriate question to ask may be, “Which IT-enabled business

initiatives give the most business bang for the buck?” By integrating the strategy-

to-results processes, the CEO can have more confidence that the company is
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spending money where it will have the most impact and is avoiding spending

money that won’t contribute to business success.

Additionally, by introducing the notion of “affordability,” Right Deci-

sions/Right Results puts IT on notice that every dollar is valuable to the com-

pany and makes sure that every dollar spent—whether for new investments,

infrastructure, or lights-on activities—will be examined, justified, and managed.

The result for the CEO is a controlled IT budget and improved business results.

THE “SO WHAT?” FOR THE CFO

For the CFO, IT is also only one possible way to invest scarce dollars to sup-

port business strategies. Years of questionable IT results, indefensible ROI meth-

ods, and infrastructure “sunk costs” have moved many CFOs into a skeptical

posture. The CFO is asking a simple question: By what means can I judge the

return on the IT investment?

Again, the better question may be, “How can I evaluate widely different IT

investments with a consistent, business-based yardstick?” By giving business

management a consistent tool for assessing the business impact of projects across

the company and by quantifying an investment’s impact on business strategies,

the NIE practices and principles give the CFO a solid way to choose IT invest-

ments from among a range of IT possibilities.

The CFO is also charged with controlling the expenses and budgets of the

company. With IT, it’s hard to ensure that all budgets—especially the lights-on

budgets that are always defended on “keep the doors open” grounds—are being

effectively controlled and wisely invested. The NIE practices give the CFO a

tool to set a top-line limit on IT expenses (setting affordability targets) with the

assurance that the IT and business managers have the tools and processes to

make rational, business-impact-based investment decisions for the entire IT

spend. IT expenses are controlled, and bottom-line impact is improved.

THE “SO WHAT?” FOR LINE OF BUSINESS MANAGEMENT

Business management has a simple message for IT: Spend money in the right

places (from a business perspective), do what you say you will do for us, and

tell us about all of that in words we understand. (And oh, also, get rid of all of

our technology headaches in the meantime.) Unfortunately, this message begs

important questions: How does IT decide where “the right places” are, what

are the best ways to talk about what IT is promising, and what words does busi-

ness understand?

Again, the fragmented business–IT connection introduces problems in two

areas. First, the conversation between business mangers and IT managers occurs

anecdotally, often in a business planning vacuum (or, at least, in a context sig-

nificantly disconnected from business planning processes) and with no common

language for describing goals and performance. Second, and sometimes even
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more destructively, business managers cannot agree among themselves (or 

simply don’t think they need to) about where IT should be spending its re-

sources—again, with no common language for understanding IT activities and

alternatives.

NIE principles and practices provide a means for taking business’s simple

message to IT and making it operational for both business and IT management.

Starting with strategic intentions, business management, often for the first time,

can agree on the language, intent, and relative importance of the things it is try-

ing to accomplish. This common language provides a consistent way for man-

agement as a group to look at IT activities and evaluate their potential impact

on the business. These same strategic intentions communicate to IT exactly what

the business wants from it, in terms of business outcomes, and gives IT a way

to describe to the business how its activities will help achieve those intentions.

Additionally, NIE practices are explicitly intended to tie into the business

planning, budgeting, and performance processes already in place in the com-

pany. IT planning and execution ceases to become an “over there” phenome-

non and starts to be integrated into the business planning and execution fabric

of the company.

Finally, and most significantly, the NIE practices produce an important side

effect that in the long run may be the most significant result. Companies that

adopt these practices and concepts tend to develop a new culture for employ-

ing, managing, and leveraging IT, in which IT is an integral part of all business

activities. Business and IT managers become partners in employing IT for busi-

ness results; IT people become active contributors to the business success of the

company; and everyone involved communicates in terms of business goals and

business performance measures. In short, businesspeople understand what IT

can really do for the company, and IT people understand what the business is

trying to do in the first place.

THE “SO WHAT?” FOR IT MANAGEMENT

IT asks a simple question of the business: On what basis do we define projects,

set priorities, allocate resources, evaluate performance, and help the business

innovate using technology? Historically, business answers each question anec-

dotally, looking at individual initiatives, needs, and business strategies, without

viewing all IT activities as a whole that is intended to contribute to business

results.

IT can use NIE principles and practices to understand what it needs to do,

based on the business results that the company is looking for. The practices help

the business and IT, together, understand the business’s strategic intentions, use

them to assess the value of each IT initiative to the business, and set priorities

and resource allocations on a consistent, agreed-on, business-focused basis. The

conversation between business and IT changes from “what do we do next” to

“what are the best things that IT can do for the business.”
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Perhaps most importantly for managing IT in the future, the NIE practices

provide a disciplined, business-based way to make resource decisions in a cost-

control environment. Often IT, and the business, are told to “cut X% of your

costs,” often in mid-year. The tools of alignment and prioritization give IT a

structured way to control costs, with business participation, by focusing on 

bottom line impact, service and quality levels, and importance to the operations

of the company.

THE “SO WHAT?” FOR THE BUSINESS

NIE is a set of practices and principles for moving from business strategy to IT

action to bottom-line impact. NIE also requires and promotes a philosophical

and cultural change in a company, and this moves the company from anecdotal

and technology-focused assessment of IT activities to a holistic, business-results-

oriented view of the IT–business connection. By implementing the practices and

adopting the principles, the company moves, culturally and managerially, to a

position in which IT is an active contributor to the business’s performance.

While implementing the NIE practices may seem straightforward, getting

results often requires significant change in the company’s culture. Changing the

culture is difficult at best and, in some cases, almost impossible. Business and

IT management must together commit to the NIE principles, suffer the dis-

locations in existing planning and execution processes, and work together to

implement a new culture and philosophy for planning and managing IT.

CONTINUING DEVELOPMENT

This book is a work in progress. Further research and experience in companies

in the United States and Europe will continue to develop these ideas. We expect

to update chapter information on a regular basis.

Our websites, www.NewInformationEconomics.com and www.beta-books.
com, contain directions on how to obtain future updates. We can be reached

individually by e-mail at:

Bob Benson bbenson@aismail.wustl.edu
Tom Bugnitz tbugnitz@aismail.wustl.edu
Bill Walton wwalton@lincoln.midcoast.com
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The Role of Enterprise Architecture
in Right Decisions/Right Results

M any companies apply enterprise architecture (EA) as part of their IT management 

and planning activities. From their perspective, it would seem that EA should play

an important role in strategic planning (e.g., strategy demand/supply planning), align-

ment (e.g., assessment of the as-is IT activities), and prioritization (e.g., deciding on the

projects to be implemented). They might see that right decisions means decisions driven

by or guided by EA, and that right results means using EA to assure that projects do

improve IT’s bottom-line impact.

What should EA’s role be in Right Decisions/Right Results? We address this in

three parts: (1) What is EA? (2) How is EA applied? (3) What role does it play in Right

Decisions/Right Results?

WHAT IS EA?

Several years ago, we contributed an EA article to an IT dictionary. Part of it said:

Enterprise architecture describes the structure of a company in terms of means of

production, customer service, strategy and objectives, and use of information and

information technology. It provides models to portray component parts of a com-

pany and how they work together to achieve its business mission and goals. It

connects the company’s business structure, use of information and information

technology, and the technology architectures needed. 

Enterprise architecture is a family of related architecture components. These

include information architecture, organization and business process architecture,

and information technology architecture. Each consists of architectural represen-

tations, definitions of architecture entities, their relationships, and specifications

of function and purpose. Enterprise architecture guides the construction and devel-

opment of business organizations and business processes, and the construction and

development of supporting information systems. 

Diagrams and schematics are commonly used to represent enterprise architec-

ture. For example, an entity-relationship diagram may portray enterprise informa-

tion architecture, and an organization chart may portray the enterprise management

structure. Such diagrams and schematics come from other disciplines such as orga-

nizational design. They have been adapted to describe enterprise architecture. 

APPENDIX A
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Enterprise architecture is a holistic representation of all the components of

the enterprise, and the use of graphics and schematics are used to emphasize all the

parts of the enterprise and how they are interrelated. Data and process models

originally designed for computer application development are used in describing

information architecture. For example, entity-relationship diagrams that describe

information as a set of business entities (e.g., customer and products) and how

they relate (e.g., customers order products) can also be used to represent an enter-

prise information architecture. 

Enterprise architectures are used to deal with intra-organizational processes,

inter-organizational cooperation and coordination, and their shared use of infor-

mation and information technologies. Business developments, such as outsourcing,

partnerships, alliances, and electronic data interchange, extend the need for archi-

tecture across company boundaries. 

New technologies add to the need for enterprise architecture. Client-server

approaches and related communications networks enable distribution of infor-

mation and computer applications throughout the enterprise. The need for archi-

tecture includes rapid information technology proliferation, incompatible and

non-communicating application systems, multiple networks, inaccessible data in

parts of the enterprise, piecemeal technical solutions to business problems, unco-

ordinated developments in common areas of the enterprise, un-integrated data, and

inadequate integrity and security of results.1

John Zachman is an effective spokesman for enterprise architecture. For over two

decades, he has promoted a framework that describes the content of enterprise archi-

tecture, the models used, and their purposes. The simple diagram shown in Exhibit A.1

captures his ideas.
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Data Function Network

Enterprise
Model
(Conceptual)

Enterprise-wide 
data model (e.g., 
Entity/Relationship
model) 

Enterprise-
wide
business
process
model 

Enterprise
business
model (e.g., 
logical
location
model)

System
Model
(Logical)

Logical data 
model 

Data flows  Geography-
based
processing
model

Technology 
Model
(Technical)  

Database design Process 
and task 
specification 

System
and network 
model

EXHIBIT A .1 Simplified Zachman Framework

The chart states our interpretation of the purposes of the framework. While it

oversimplifies the full Zachman Framework (for example, his framework has three more

columns and several more rows), it does show some of the major components and the

levels of models.2
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The federal government places great emphasis on EA. The diagram in Exhibit A.2

describes the Federal Enterprise Architecture which is in the process of development. It

is intended to guide federal agencies in the development of their technology plans and

projects.

How Is EA Applied? 279

Performance Reference Model (PRM)
Government-wide, LOB specific performance measures

and outcomes

Business Reference Model (BRM)
Lines of business, agencies, customers, partners

Service Component Reference Model (SRM)
Service domains, service types, components, access,

delivery channels

Data and Information Reference Model (DRM)
Business focused data standardization, cross-agency

exchange

Technical Reference Model (TRM)
Technologies, standards, specifications, component

frameworks

EXHIBIT A .2 Federal Government Reference Models

HOW IS EA APPLIED?

Ken Orr describes architectures as critical to managing the IT assets in large complex

companies.3

We find that companies apply EA in two basic fashions. Most fundamentally, either

the tools of EA—meaning the models that John Zachman categorizes in his framework—

or the reference models that the federal government is defining, are used to describe

the enterprise in an “as-is” and a “to-be” context.

The as-is is used in a documentation and knowledge management fashion; defin-

ing exactly how it is that the current enterprise functions and interrelates. Companies

differ as to which elements of the models will be applied; most tend to focus more on

the technology issues and much less on the business process and data aspects.

The to-be is used as a target definition for a future state. Again, companies differ

as to which elements will be defined; most tend to focus on the technology to-be.

The as-is and, if available, the to-be architecture definitions are then used as a

standards-enforcement tools for assessing proposed projects. If the to-be exists, then

the projects can be fitted into a future-looking architecture. The as-is provides current

standards and definitions. These are helpful for interoperability, interchange of informa-

tion, and integration of the business processes. Again, the EA application is a standard

or a framework with which to assess new projects and investments. See Exhibit A.3.
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A second, much more dynamic use of EA is to generate better projects. In this role,

EA provides insight into what those projects should be, by doing gap analysis between

the as-is and to-be architectures. This use of EA makes it a strategic planning tool—

in the sense that the decisions of the to-be models, particularly the data and function

models in Zachman’s terms, represent a strategic design for what the enterprise should

look like. Hopefully, this occurs in response to business drivers and strategic intentions. 

WHAT IS THE ROLE OF EA
IN RIGHT DECISIONS/RIGHT RESULTS?

In the context of the Strategy-to-Bottom-Line Value Chain shown in Exhibit A.3, EA

can provide many of the key inputs into the processes that produce the deliverables.

The important objective is the consistent connection of those processes and the con-

sistency of the deliverable. What we do not want is a duplication of effort and multiple

voices about planning, projects, prioritization, and annual plans. This can happen if the

EA role isn’t considered in the context of the Value Chain deliverables.

This very much depends on the role EA plays in the IT organization. Exhibit A.4

suggests some of the considerations. As every company situation is different, there are

no absolute rules about this. But the questions about EA roles need to be answered. 

Exhibit A.4 also suggests EA roles. Again, this is highly dependent on the com-

pany situation and role and capabilities of EA.
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Assessed

Portfolios

(Alignment,

Service/Quality,

Technology)

Business

Strategic

Intentions

(Strategic Business

Plan)

Strategic IT Planning

Projects

Annual IT Planning

Action
Strategic IT

Requirements

Strategic IT

Agenda

Strategic IT Plan

IT Plan
(Annual)

Business Plan
(Annual)

Project Plan
(Annual)

Projects Budget

Lights-On

Budget

Effective Planning

Appropriate Resource Decisions

Workable Budgets, Projects, and

Operational Plans

Performance Measurement Metrics

Deliverables

in the

Strategy-to-

Bottom-Line

Value Chain

Business

Strategies

IT

Actions Line

Results

Bottom-

1

2

3

4

5
6

7

9

8

12

11

10

Performance Measurement Metrics

The IT Enterprise:  Four “Lights-On” Asset Pools

The Business Enterprise: Lines of Business, Departments

EXHIBIT A .3 Strategy-to-Bottom-Line Value Chain
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NOTES

1. Robert J. Benson, “Enterprise Architecture,” in Blackwell Encyclopedic Dictionary of
Management Information Systems, edited by Gordon B. Davis (Oxford, UK: Blackwell,

1997), pp. 71–73.

2. There are many references to the Zachman model. Among the first is John A. Zachman,

“A Framework for Information Systems Architecture,” IBM Systems Journal, vol. 26,

no. 3, 1987.

3. For a very good discussion of EA, see Ken Orr, “Frameworks and Processes for Devel-

oping Enterprise Architectures,” Cutter Executive Report, vol. 6, no. 2, 2002.
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Deliverable Name EA— As-Is
Technology 

Focus 

EA— To-Be
Technology 

Focus 

EA— with 
Business

Process and 
Data Focus 

EA To-Be with
Gap

Assessment
for Projects

1 Business Strategic 
Intentions

2 Assessed 
Portfolios 

3 Strategic IT Agenda 
for Use of IT 

4 Strategic IT Plan 

5 IT Strategic 
Requirements

S
tr

a
te

g
ic

 P
la

n
n

in
g

  

6 Projects    

7 Annual Project Plan 

8 Annual Business
Plan

9 Annual IT Plan    

10 Annual and Capital 
Projects Budgets 

11 Annual Lights-On 
Budget
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12 Performance 
Measurement
Metrics

EXHIBIT A .4 Enterprise Architecture Role Template
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APPENDIX B
Management Team Roles in

Right Decisions/Right Results

This appendix discusses the relationship of Right Decisions/Right Results to the com-

pany’s IT governance processes. It focuses on how governance processes are affected

and in particular, how they cope with the complexities of modern corporations in terms

of multiple business units and multiple lines of business. This appendix makes the basic

point that the management roles in Right Decisions/Right Results is IT governance. One

of our colleagues remarked, “It’s not portfolio management, it’s managing the place.”

The thrust of Right Decisions/Right Results is the set of goals, principles, and man-

agement processes needed to control IT spending and improve IT’s bottom-line impact.

The Strategy-to-Bottom-Line Value Chain and the NIE practices define how these goals

can be reached and how to reach them. See Exhibit B.1.
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Performance Measurement Metrics

The IT Enterprise:  Four “Lights-On” Asset Pools

The Business Enterprise: Lines of Business, Departments

EXHIBIT B.1 Deliverables in the Strategy-to-Bottom-Line Value Chain
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Throughout the discussion of the Value Chain and the NIE practices, management

roles have been defined. Overall, we have defined a standard view of these roles (see

Chapters 4 and 11) for each of the leadership teams.

These roles are specified in terms of the deliverables in the Value Chain (shown

in Exhibit B.1). These deliverables are created in the company processes that deal with

the topic. For example, the strategic intentions and the strategic IT plan deliverables

are a result of the company processes that do business and IT planning. In Chapters 6

and 11, we discussed at length the cultural impediments involved and, in Chapter 14,

how to address them.

To review, the leadership teams are defined in Chapters 6 and 11 as:

� Senior Leadership Team—typically comprised of the CEO and direct reports.

These direct reports can include the chief executives of lines of business as well

as functional (“CxO”) reports.

� Business Leadership Team—typically made up of direct reports to the senior

management team.

� Technology Leadership Team—typically the CIO and direct reports.

In addition, there’s the team responsible for the Right Decisions/Real Results processes.

These teams are described as enterprise-wide. For example, the Business Leader-

ship Team represents all the business functional areas and the key lines of business (if

they are free-standing SBUs). Examining the roles we’ve identified for each of these

teams looks a great deal like the governance role these groups should play in the man-

agement of IT. See Exhibit B.2.

284 MANAGEMENT TEAM ROLES IN RIGHT DECISIONS/RIGHT RESULTS

Deliverable Name Senior Leadership Team

1 Business Strategic Intentions Approve and weight strategic intentions

2 Assessed IT Portfolios Review

3 Strategic IT Agenda for Use of IT Approve

4 Strategic IT Plan Review

5 IT Strategic Requirements Review

6 Projects Review, approve large projects

7 Annual Project Plan Make decisions or approve funding 

8 Annual Business Plan Approve

9 Annual IT Plan Approve

10 Annual and Capital Projects 
Budgets

Approve

11 Annual Lights-On Budget Review

12 Performance Measurement Metrics Approve

EXHIBIT B.2 Senior Leadership Team Roles

The role of the Senior Leadership Team is to review and approve the basic re-

source allocation and budget decisions made through the Right Decisions/Right Results

processes. See Exhibit B.3.
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The role of the Business Leadership Team is to operationalize the main activities,

ranging from assessing the current as-is portfolios in the lights-on budget through cre-

ating and prioritizing projects and establishing budgets. The core of these activities is the

business-driven establishment of requirements through projects, and then the determi-

nation of the financial resource allocations to realize them. See Exhibit B.4.

Management Team Roles in Right Decisions/Right Results 285

Deliverable Name Business Leadership Team

1 Business Strategic Intentions Revise and review strategic intentions

2 Assessed Portfolios Assess portfolios/alignment, service, quality

3 Strategic IT Agenda for Use of IT Develop IT agenda

4 Strategic IT Plan Review IT plan

5 IT Strategic Requirements Develop requirements

Prioritization

Recommend decisions

6 Projects Create project requirements and business cases

7 Annual Project Plan Prioritization

Recommend funding

8 Annual Business Plan Review IT plans

Establish business unit plans

9 Annual IT Plan Review

10 Annual and Capital Projects 
Budgets

Develop budgets

11 Annual Lights-On Budget Review

12 Performance Measurement Metrics Establish business performance metrics

EXHIBIT B.3 Role of the Business Leadership Team

Deliverable Name Technology Leadership Team

1 Business Strategic Intentions

2 Assessed Portfolios Contribute to portfolio development

Assess portfolio/technology

3 Strategic IT Agenda for Use of IT Participate in IT agenda process

4 Strategic IT Plan Develop IT plan

5 IT Strategic Requirements Participate in IT requirements process

6 Projects Form detailed projects and technical 
requirements

7 Annual Project Plan Establish annual project plan and schedules

8 Annual Business Plan Advise

9 Annual IT Plan Develop IT plans, establish budgets

10 Annual and Capital Projects Budgets Participate in budget planning

11 Annual Lights-On Budget Develop budget

Initiate plans

12 Performance Measurement Metrics Establish IT performance metrics

EXHIBIT B.4 Role of the Technology Leadership Team

The role of the Technology Leadership Team is to support the process and gener-

ate IT plans and projects consistent with the business requirements established by the

Business Leadership Team. See Exhibit B.5.

appb.txt (283-288)  1/7/04  2:57 PM  Page 285



The role of the Right Decisions/Right Results team is to drive the process forward,

work out the organizational, cultural, and political deals, and “make it happen.” Chap-

ter 14, “IT Impact Management,” gives guidance on how to do this.

THE CHALLENGE OF MULTIPLE LINES
OF BUSINESS AND GLOBAL BUSINESSES

Most reasonably sized companies have multiple lines of business. How do the manage-

ment roles play in this situation?

The problem is most severe when each line of business has bottom-line, profit/loss

responsibility. Typically, this means that centralized, or single-focus, planning and pri-

oritization processes don’t work well if they attempt to ration or allocate financial

resources across the lines of business. The reason, of course, is that the chief executive

of each line of business is essentially free to make his or her own decisions on resource

allocation.

Companies that deal with this problem, particularly global companies where the

problem is complicated by multiple-country operating locations and the likelihood of

profit/loss responsibility devolved to the county level, have evolved a balance between

central governance and the business units that has decentralized financial responsibility. 

The corporate center’s role is to establish standards and processes. These can

include:

� Definition of standard strategic intentions—A corporate-wide set of strategic

intentions, at least in terms of basic themes, can provide important guidance to

the individual lines of business

� Expectations of standard processes—The corporate center can encourage and

support each line of business to conduct the planning through bottom-line processes

discussed in this book.

286 MANAGEMENT TEAM ROLES IN RIGHT DECISIONS/RIGHT RESULTS

Deliverable Name Value Chain Process Owner (IT Impact 
Management)

1 Business Strategic Intentions Create initial draft Strategic Intentions 
(strawman)

2 Assessed Portfolios Manage portfolio development 

Manage the assessment process

3 Strategic IT Agenda for Use of IT Create the initial drafts (strawman)

4 Strategic IT Plan Create the initial drafts (strawman)

5 IT Strategic Requirements Drive the process

6 Projects Assure that project formation works right

7 Annual Project Plan Drive the process

8 Annual Business Plan Assure this happens

9 Annual IT Plan Assure this happens

10 Annual and Capital Projects Budgets Create initial draft (strawman)

11 Annual Lights-On Budget Create initial draft (strawman)

12 Performance Measurement Metrics Assure this happens 

Create initial drafts (strawman)

EXHIBIT B.5 Role of the Value Chain Process Owner
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� Preparation of standard budgets—A standard budgeting format, focusing espe-

cially on costs within the lights-on portfolios, helps in company-wide communi-

cations and management.

� Use of enterprise architectures and CTO roles—This can help drive the planning

processes in each line of business.

� Definition of standard roles for management teams—Perhaps the most impor-

tant, this encourages each business unit to follow through on business-driven

processes such as those stated above.

Viewed from the individual business unit perspective, they carry forward with Right

Decisions/Right Results by doing some or all of the following:

� Adjustment of the strategic intentions to the local business unit requirements—

Although the corporate framework might be appropriate, the specific details in

terms of goals and weights are more likely to be different for each line of business.

� Establishment of prioritization and alignment processes—This is the basis for

understanding the as-is IT spend and making the appropriate decisions for the to-

be projects and ongoing lights-on budgets.

� Establishment of planning process in the Value Chain—Understanding the con-

nection between strategic intention and bottom-line results, and taking action con-

sistent with this understanding. This is how the business unit can control IT spend

and improve IT’s bottom-line impact.

� Establishment of portfolios—Understanding the total IT spend, particularly in

the lights-on, is important to effective business-driven management. It is the basis

for applying the basic NIE practices.

� Implementation of management roles—This is critical.

The Strategy-to-Bottom-Line Value Chain and the management roles provide for

a way for both the corporate center and each business unit to think about and under-

stand IT governance, as well as the connections to controlling IT spend and maximiz-

ing IT’s bottom-line impact. The Value Chain provides the foundation for: (1) establishing

the standards, (2) providing for cross-line of business issues (e.g., corporate-wide ini-

tiatives), and (3) enabling effective governance processes that connect from planning

to the bottom line.

The Challenge of Multiple Lines of Business and Global Businesses 287
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The Development of Strategic
Intentions, with Examples

Appendix C’s purpose is to discuss how “strategic intentions” can be documented for 

a company. A colleague wrote to us as he reviewed Chapter 3, saying: “Most IT

professionals do not understand how to derive the strategic intentions of an organi-

zation through what management thinks is important. Management’s actions and deci-

sions outline their strategic intentions; we have to be smart enough to determine what

that is and how we communicate IT’s support of it.”1

The problem in many companies is that there is little awareness of exactly what the

company’s strategic intentions are. (Note that strategic intentions do not equal strat-

egy. Strategic intentions are what management intends to do, over time. Strategies are

one of the means they have available to do them.) Most companies do have formal mis-

sion statements, often with a high-level strategy statement. For example, we worked

with a financial services company that proudly pronounced its mission and strategy.

Its stated mission: to provide a complete set of personal and corporate financial serv-

ices in its region. Its stated strategy: to offer the highest quality services at the lowest

costs possible, to the most customers in the region. However, what we really need to

know is what management intends to do—that is, what its strategic intentions are.

How will the company offer the highest quality services? How will those services be

offered at the lowest costs possible? And so forth.

In another consumer products company, the overall enterprise goal was to improve

relationships with customers. To achieve this, senior management developed strategic

intentions for each area, such as customer service (e.g., establish call centers and man-

age them for improved customer relations), finance (e.g., improve all aspects of customer

contacts for billing and collections), and marketing (e.g., develop comprehensive cus-

tomer information). These strategic intentions were the basis for developing implemen-

tation strategies. Unfortunately, in this particular case the strategic intentions were not

consistent with each other or with the overall goal. This is why clear strategic intentions

are so important, and why it is critical that they become the organizing principles around

which business units and IT focus their activities. This is why we use strategic intentions

in each of the NIE practices, throughout the Strategy-to-Bottom-Line Value Chain.

Often, companies do have well-thought-out statements of management’s strategic

intentions. Where this is the case, we can adopt these statements directly and apply

them throughout the NIE practices. If a company does not have a clear statement of

APPENDIX C
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its strategic intentions, then a management that is interested in applying NIE practices

and the Value Chain needs to develop one, using what management is intending to do

as a basis.

DEVELOPING STRATEGIC INTENTIONS

From a process perspective, we suggest a five-part approach:

1. Develop strawman statements of strategic intentions.

2. Review strawman statements with individual CxO and line-of-business chief

executives.

3. Submit a revised statement to the senior leadership team.2

4. Circulate the revised statement to the business leadership team.

5. Agree on this statement as the basis on which to go forward.

It sounds simple, and it can be. Our experience has been that: (1) senior manage-

ment teams do not invent strategic statements very easily, but (2) they respond very

effectively when presented with strawman statements. Furthermore, there are plenty

of clues as to what the strawman statement should contain. These include senior man-

agement messages to the company, budgets, significant programs and initiatives, annual

reports, and any other indicator of what management is actually doing. By “doing,”

we emphasize those things on which senior management is, or is proposing to, spend

money on.3 Strawman statements also come from the management culture. See Chap-

ter 13 for ideas on how culture can be defined.

A complicating factor can be the degree of independence of individual business

units, particularly when they view themselves as conducting significantly different busi-

ness activities from other business units. A large holding company with various business

units is a clear example of this.

On the one hand, it is questionable whether IT is to be managed centrally in such

a situation. Typically, a shared service organization provides data center and perhaps

systems development services to the business units. But the drivers for determining IT

spend and development investments may be unique to each business unit. In this case,

the Real Decision/Real Results activities are most likely focused on each individual busi-

ness unit. Then, the issue of strategic intentions is a business-unit-level issue. On the

other hand, it may be company culture to use common strategic intentions for all busi-

ness units but to allow those units to vary their relative importance (e.g., weighting for

prioritization) and goal-setting (e.g., for establishing performance metrics). Finally, some

companies have chosen to mix the two, using some corporate strategic intentions (with

a predetermined weight relative to business unit strategic intentions) combined with

strategic intentions specific to each business unit.

A WORKSHOP APPROACH

An alternative is to conduct a workshop, primarily with the Business Leadership Team.

This workshop can be part of the Innovation practice activities, part of strategic plan-

ning, or part of the IT governance process. For example, some companies regularly

290 THE DEVELOPMENT OF STRATEGIC INTENTIONS, WITH EXAMPLES
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convene an IT management committee as a steering committee to oversee IT activities.

This group can participate in this workshop activity.

An example of a workshop agenda follows:

1. Introduction and expectations.

2. Facilitated discussion of issues and opportunities, enabled by “strawman” inputs

developed by the facilitator prior to the workshop.

3. Focus on management strategic intentions, based on competitive conditions, strat-

egy development.

4. Develop consensus on the most pertinent and important issues and opportunities. 

5. Create preliminary strategic intention statements.

6. Closure based on crystallizing the results and positing the next steps to be ac-

complished.

Examples of questions for issues and opportunities include:

� What are the key business and competitive drivers affecting my markets, my indus-

try, and my business? What are the key opportunities presented by the business

change in markets, industry, and business?

� What are the critical things the management team intends to do: What are the

most likely scenarios that describe what my company would need to do to respond

to business changes and technology opportunities? 

� What are the major initiatives that we’d need to undertake to meet these strate-

gic intentions?

� What are the major hurdles that stand between my company and accomplishing

any of these scenarios?

Examples of questions that can be used in developing strategic intentions include:

� What are my company’s goals and strategies? What are the initiatives on which

we’re currently working?

� What are the basic principles on which my company rests? 

� What major initiatives are most likely to be undertaken in the coming one to two

years?

� What are the major initiatives that most likely would be necessary to achieve the

scenario?

� What are the strategic intentions that best synthesize my company’s goals, strate-

gies, initiatives, and principles?

� Given these strategic intentions, which of the scenarios are most likely for my

company? What is the priority of the scenarios, compared against the company’s

values and business goals?

Generally, such a workshop can be successful in producing a first round of strate-

gic intentions statements suitable for use in the NIE practices.4

A Workshop Approach 291
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EXAMPLES OF STRATEGIC INTENTIONS

Several examples of strategic intentions were included in this book’s chapters. They are

repeated here for reference. Following these, several other examples are provided.

From Chapter 3

292 THE DEVELOPMENT OF STRATEGIC INTENTIONS, WITH EXAMPLES

Strategic Intention 
Name 

Strategic Intention Goals Strategic Intention Metrics Weight

Focus on Specific,
Narrow Markets

• Focus on markets in which the 
company can profitably compete  

•  Build strategic partnerships with 
key customers  

•  Market share in specific 
markets  

•  Profitability in specific markets  

30

Improve Efficiency 
through Common 
Business Practices

•  Employ best practices throughout 
the company  

•  Reduce the unique systems and 
processes in each operating 
location

• Percent of standard systems 
used throughout the company

• Percent of standard processes 
in use throughout the 
company  

10

Be the Lowest-
Cost Supplier in
Focused Markets

•  Reduce the administrative, 
manufacturing, and operations 
costs of the company  

•  Optimize purchasing power  

•  Production throughput  

•  Net delivered cost of product  

40

Grow through 
Acquisition

•  Increase the capability of the 
company to rapidly integrate new 
applications and operations, with 
decreased cost  

•  Time to integrate a new 
acquisition or operation  

20

EXHIBIT C.1 Strategic Intentions 1

Category Standard
Information
Economics
Strategic Intentions 

Company One Example Company Two Example

A Return on investment Internal rate of return  Profitability index Measurable
Business
Performance 

B Competitive impact Effect on market 
share 

 Customer satisfaction  

C Management 
information

Connectivity and 
decision support 

 Product shelf life 
improvement 

D Strategic alignment Quality performance  NA 

E Competitive response Manufacturing cycle 
reduction 

 Empowered employee 

Management
Agenda
(connection
to business 
strategic
intentions)

F IT strategic alignment Comprehensive 
management system 

 Point of sale global 

G Project and 
organization risk 

NA  NA 

H Definitional 
uncertainty 

NA  NA 

I Technical uncertainty NA  Project milestone 
achievements 

Risk and 
Uncertainty 

J IS infrastructure  NA  Enterprise network 
installation

 Total weight 100 Total weight 100

EXHIBIT C.2 Strategic Intentions 2

From Chapter 8
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From Chapter 8 (Continued)

Strategic Intention Description Goal Key Metric Weight

Wholesale Market 
Share

Attract, retain, and 
provide high-quality 
service to wholesaler

Strengthen the product 
line available to dealers

Build the relationship 
based on wholesaler 
financial incentives 

Wholesale market 
share 

Wholesalers
satisfaction 

50

Retail Market Share Attract, retain, and 
provide high-quality 
service to end 
customers  

Improve ease of doing 
business 

Provide effective 
products and financial 
incentives 

Retail market 
share 

Customer
satisfaction 

20

Securitization/ 
Funding Efficiency 

Capability to securitize 
receivables

Reduce cost of funds Time to market 

Cost of funds 

15

Reduce Losses/ 
Improve Portfolio 
Quality 

Receivable portfolio 
quality and collection 
efficiency   

Reduce collection 
losses 

Improve collection 
efficiency 

Collection losses 

Wholesale losses 

Residual losses 

10

Reduce
Administrative and 
Operating Costs 

Management and 
performance of all 
organizations and 
functions 

Reduce the total cost of 
doing business 

Administration
percent of 
revenue 

5

EXHIBIT C.3 Strategic Intentions 3

Other Examples

Strategic Intention 
Name 

Strategic Intention 
Description

Support Business Growth The Company will be capable of sustaining efficient operations 
during  high business growth periods, such as that caused by 
mergers and acquisitions.

Intimate Knowledge about 
Customer and Producer 
Requirements

The Company will develop and maintain knowledge about the needs 
and requirements of its target producers and high end customers.

Complete and Integrated 
Management Information

The Company will develop complete and integrated information 
about products, producers, and customers and make it available 
throughout The Company and its distribution networks.

Simplified, Common Business 
Models and Processes

The Company will increase its efficiency by reducing the complexity 
and variations of its internal management and systems processes. 

The Company will move to a single business model and standard 
processes across the organization.

Strengthened Distributor 
Relationship

The Company will build and strengthen its relationships with highly 
productive producers. 

Superior, Touch-Point-Sensitive 
Service to Producer and 
Customer

The Company will improve its services to producers and customers 
through improved systems capabilities and interfaces, particularly in 
key touch-point areas. 

EXHIBIT C.4 Strategic Intentions 4
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294 THE DEVELOPMENT OF STRATEGIC INTENTIONS, WITH EXAMPLES

Strategic
Intention Name 

Strategic Intention Description Candidate
Measure 

Weight

Customer
Request
Response

The Company will respond to customer requests 
better than any competitor. 

Customer
satisfaction 

15

Customer
Product
Response

The Company will lead the market in customizing 
products and responding to customer requests 
for new products. 

Market share 9

Customer
Relationships

The Company will lead the market in customized 
business and management relationships. 
[Providers will choose and remain with The 
Company because of these innovations.] 

Customer
retention 

27

Management
Information 

The Company will lead the market in creating  
and using the best information to manage the 
Company business. 

Benefit and 
utilization cost 

9

Bottom-Line 
Performance 

The Company will add $XM to the reserve.  Addition to 
reserve

18

Customer
Growth 

The Company will achieve 10 percent growth in 
customers. 

Customers 11

Cost per 
Customer

The Company will reduce the rate of growth of 
cost per member by 50 percent. 

Cost per 
customer 

11

EXHIBIT C.5 Strategic Intentions 5

Name Management Factor Description Metrics Weight

Customized
Product Delivery 

The Company will connect, and customize, the best 
channels for delivering product to each customer. 

Revenue and profit 22

Customer
Information
Services

The Company will provide personalized information 
services to provide exactly the information the 
customer wants, when wanted. 

Customer base 21

Product
Development Time 
Cycle 

The Company will continuously reduce the time from 
product conception to implementation. 

Elapsed time and 
deadlines

19

Market-Driven 
Initiatives 

The Company will create new products and services 
based on market demands. 

Number of projects 17

Knowledge about 
Customer 

The Company will develop complete information 
about its customers and markets. 

Percent coverage 
consumers and 
markets 

15

Virtual Enterprise The Company will connect with Company suppliers 
and alliances to create seamless information 
services for customers. 

Percent supplier 
costs via 
connection 

7

EXHIBIT C.6 Strategic Intentions 6

Other Examples (Continued)

NOTES

1. Thanks to Tom Porter, Rollins Corporation.

2. See Chapters 6 and 12 for the definition of the leadership team and the role its mem-

bers play.
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3. For those old enough to remember, we remind you that Deep Throat advised, during

the Watergate investigation, to “follow the money.” We believe that executive spending

patterns are a significant indicator of what managers believe is important and, hence,

what their intentions are.

4. There are some parallels between our approach to developing strategic intentions and

the approaches taken for the development of “business maxims” as described in Peter

Weill and Marianne Broadbent, Leveraging the New Infrastructure: How Market Leaders
Capitalize on Information Technology (Boston, MA: Harvard Business School Press,

1998).
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Applying Strategic Intentions
in Prioritization

In a number of sections of this book, we referred to the concept of “cause and effect” 

as a way to determine the bottom-line impact of a proposed new investment on the

set of strategic intentions. We tried to answer the question “if we undertake Project

X, what will be the impact on Strategic Intention Y?” We repeated the question for each

strategic intention and developed an overall assessment of the bottom-line impact of

the project.

Using the same assessment scale for each project is key to this concept and to the

Prioritization practice. First, we want to be sure that there is a level playing field for

all projects and that all are assessed against the same yardstick. Second, we want to be

sure that every manager involved in assessment uses the same vocabulary and means the

same thing when he or she describes the bottom-line impact of a project. Finally, we want

to add substance to the assessment and take it beyond simple “this is 3 on a scale of

0-5” answers to a scoring system that has a specific definition for each level of poten-

tial bottom-line impact.

We propose the scale in Exhibit D.1 as an example of a scoring tool for a specific

strategic intention. Using a simple 0-5 scale, we use a consistent definition of bottom-

line impact, varying by degrees the specific impact that the project will have on various

characteristics specific to the strategic intention. Take the example of a bank that had

as one of its strategic intentions an e-commerce initiative to provide services electron-

ically while helping the bank improve its competitive position.

Strategic Intention: The bank will improve its competitive position by providing

its services and products to customers through e-commerce channels, including the

Internet and all of its connection options (wireless, home, office, wireless phone,

PDA, etc.).

In most cause-and-effect scales, 0 and 5 are easily defined: 0 is a project with no

impact, while 5 is a project that is critical to the initiative. Note that in the example,

though, scores 1–4 vary according to the impact of the project on competitive posi-

tion and the type of services the bank can offer.

We propose that all scoring scales follow this format, so that managers can look

at a project and use clear criteria, rather than intuition or gut feeling, to assess the

impact of proposed projects.
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298 APPLYING STRATEGIC INTENTIONS IN PRIORITIZATION

Cause-and-Effect Language Score Effect

• The Project has no relationship to electronic commerce objectives. 0 None

• The Project is indirectly related to providing electronic commerce-
based products and services.  

1 Minor

• The Project will enhance existing electronic commerce applications or 
products and services in a minor way, but will not measurably impact 
the bank’s electronic commerce offerings. 

2 Small

• The Project will create a new electronic commerce product or service, 
but will not significantly change the bank’s competitive position in 
electronic commerce. 

3 Important

• The Project will create a new electronic commerce product or service, 
which will provide a significant improvement in the bank’s competitive 
position in electronic commerce, or provide a broad-based competitive 
advantage.

4 Very 
Important

• The Project is critical for implementing electronic commerce-based 
products and services, or is itself an important electronic commerce 
product or service. This project is critical to establishing or maintaining 
the bank as a major player in the electronic commerce area, and 
represents a major advance relative to competitors. 

5 Critical

EXHIBIT D.1 Cause and Effect Used in Prioritization
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The CFO Role in
Right Decisions/Right Results

Increasingly, the CFO is responsible for IT plans and budgets and is being asked to 

ensure that the IT investments are improving shareholder value. The CFO, in turn,

is asking IT people hard questions: How do we justify new IT investments? Are we

balancing our resources between requests for new investment and the needs of exist-

ing IT activities? How do we know IT is contributing to our business success? How do

we measure and report the business return on IT investments? Overall, the CFO should

also be asking, “How can I evaluate widely different IT investments with a consistent,

business-based yardstick, and ensure that they produce predictable, consistent results

for the company?”

In the past, senior management teams have looked to IT management for answers

to these IT value questions. However, the questions are not simply about IT but are con-

nected to business as well. IT is, fundamentally, an enabler of business activity, enabling

managers to make better decisions using information. It may also, for example, enable

marketers to target more profitable markets, or may enable the reengineering of a busi-

ness process to reduce time cycles. In all of these cases, IT’s contribution is to enable

a more efficient or effective business activity, which in turn results in improved profit-

ability. IT is a partner in the bottom-line result, but it isn’t the only determining factor. 

Traditional IT financial analysis works to translate IT’s enabling contributions into

concrete estimates of reduced cost or increased income and, thereby, produce a meas-

ure of IT’s contribution to profitability, or ROI. Clearly, the financial community needs

new ways to assess IT bottom-line impact. Whatever we do with IT, we do it with the

expectation of directly or indirectly improving financial performance. The problem is,

what constitutes a “direct contribution to” profitability? 

First, IT can enable improvements in a company’s operations (operational effective-

ness). If these business operational improvements reduce cost or improve revenue, the

benefits may be directly measurable and an ROI can be calculated. In other cases, the

connection to profitability may be less clear (e.g., improves customer satisfaction) and

ROI is difficult. IT can also enable the success of a company’s strategy (strategic effec-

tiveness). For example, if a key strategy is increasing customer loyalty through improved

customer service, IT has value when it provides tools and information for improved

customer service.

In this context, the CFO plays a critical role, not only in understanding and com-

municating IT value but also in shaping the way a company uses IT. By insisting on a
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consistent, business-based yardstick for measuring all IT investments (new and ongoing

support for existing IT activities), the CFO can bring rigor to an historically political,

informal process of making corporate decisions about IT. By making operational and

strategic effectiveness the basis for this yardstick, the CFO can also inject a business-

results rationale for assessing all IT investments.

Unfortunately, many companies lack IT and business planning processes that fol-

low these principles and, hence, cannot produce IT plans and budgets that consistently

support business strategies. For companies to effectively answer the hard questions posed

above, the CFO and the rest of the senior management team needs to work not only

to adopt the principles but also to implement process and culture changes to explicitly

link IT investments and business strategic intentions.

We want the CFO to be able to say: (1) We are able to translate our business strate-

gies into IT actions; (2) We are investing new IT resources in the right places; (3) We

are getting sufficient value from our existing IT assets and resources; and (4) We are

spending the right amount on IT. Any company can learn and implement these prac-

tices. With effective management leadership, proper training, and a focus on adapting

these practices to fit the company’s culture, the CFO will answer the value questions

with confidence.

300 THE CFO ROLE IN RIGHT DECISIONS/RIGHT RESULTS
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301

The Details of the
Business Value Maturity Model™

Chapter 12 introduced the Business Value Maturity Model™ and described the six 

basic levels, shown in Exhibit F.1. Definitions for the areas covered by NIE prac-

tices are given in Exhibits F.2– F.6.

APPENDIX F

Level 1—Initial/Ad Hoc.  No formal

management processes, but a few managers attempt to

apply the practice informally to produce the outcomes.

Level 0—Nonexistent.    No management

processes apply the practice to produce the desired

outcomes.

Level 2—Repeatable but Intuitive.  No

formal management processes, but the idea is understood

and informally applied to produce the desired outcomes.

Level 3—Defined Process.  Management

processes exist to apply the practice, but no company-

wide standards or enforcement.

Level 4—Managed and Measurable.
Management processes are standard practices; execution

is monitored; outcomes affect the  business.

Level 5—Optimized.  Management processes

that apply the practices are central to the company and

continuously improved.

EXHIBIT F.1 Business Value Maturity Model™
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 d

o
e

s
 n

o
t 

v
ie

w
 i
n

n
o

v
a

ti
o

n
 a

s
 

s
o

m
e

th
in

g
 t

o
 b
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e

s
p

o
n

s
e

 
o

rg
a

n
iz

a
ti
o

n
a

l 
p

re
s
s
u

re
s
. 

P
ro

je
c
ts

 a
re

 i
s
o

la
te

d
 f

ro
m

 o
th

e
r 

p
ro

je
c
ts

 a
n

d
 a

re
 t

re
a

te
d

 i
n

d
iv

id
u

a
lly

. 

P
ri
o

ri
ti
e

s
 w

it
h

in
 a

 b
u

s
in

e
s
s
 u

n
it
 a

re
 

in
fo

rm
a

lly
 n

e
g

o
ti
a

te
d

 b
e

tw
e

e
n

 
b

u
s
in

e
s
s
 s

p
o

n
s
o

rs
 a

n
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