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Today, we will discuss …

� How to justify a substantial amount of IT spending in an 

organization?

� What kind of business value can IT generate for a business 

organization?
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How Much are e*Logistics and ByRequest?

� Try to guess – How much do you think Otis and Wyndham have 

spend in e*Logistics and ByRequest?

� How can we justify such a large amount of investments?

� As a CIO, how would you answer this question from your bosses 

– why do we have to throw that much money?

As a CIO, how would you answer this question from your bosses 

– why do we have to throw that much money?
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http://bluegrasstoday.com/gangstagrass-on-justified-tonight/
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Physical Security Management at Airport (1/2)

� Why is security a concern at an airport?

� Which individuals should an airport manage for security?Which individuals should an airport manage for security?

� everyone who works at the airport

� airport employees, retail employees, airline employees, � airport employees, retail employees, airline employees, 

government officials, contractors, and others
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Physical Security Management at Airport (2/2)

� Which information does a security system have to maintain?

� Personnel informationPersonnel information

� Security clearance information (who can enter where and can 

do what?)do what?)

� Which process does the security system have to handle?

� Adding, deleting, and updating personnel and clearance � Adding, deleting, and updating personnel and clearance 

information 

� Information exchange with external systems� Information exchange with external systems

� Tracking and auditing
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Current SFO Security Management Process
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� What are the problems in this existing process?
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Risk in the Current Security System

� What are the risks in the current security system at SFO?

� What could be the WORST-CASE scenarios?What could be the WORST-CASE scenarios?

� An airplane crash with massive casualties

� Another 9-11� Another 9-11
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Net Present Value (NPV)

� The sum of the present values of net cash flows in multiple 

periods up to time T
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� Rt : Cash inflows or savings at time t

� Pt : Cash outflows (payments) at time t� Pt : Cash outflows (payments) at time t

� i : the discount rate (an inflation rate, cost of capital, or an 

interest rate that the firm pays)interest rate that the firm pays)

� Reject the project if NPV < 0
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Internal Rate of Return

� The discount rate (i) in which the net present value is equal to 

zero
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� Reject the project if IRR is lower than the cost of capital

� meaning that it is better to make investments in other � meaning that it is better to make investments in other 

projects

� Help compare returns from multiple investment projects� Help compare returns from multiple investment projects
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Payback Period (1/2)

� The time at which cash inflows or savings recoup the entire of 

initial investments

� The time at which cumulative cash inflows or savings exceed the 

initial investments

Payback Period

= 6.3 years= 6.3 years
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https://www.extension.iastate.edu/AgDM/wholefarm/html/c5-240.html
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Payback Period (2/2)
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https://www.extension.iastate.edu/AgDM/wholefarm/html/c5-240.html
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Your Recommendation

� What is your recommendation? Go ahead with this or not?

� How certain are you? How certain are you? 

� Are you certain that everything will pan out as predicted?

� Which assumption or prediction is most sensitive (critical)?� Which assumption or prediction is most sensitive (critical)?
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http://www.flickriver.com/photos/optick/183566072/
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Sensitivity Analysis

� A ROI analysis hinges on a number of assumptions and 

predictions.

� e.g. The number of new users will increase by 10% annually, 

or the required man-hours for record-keeping will be reduced 

by 88%.by 88%.

� There is no guarantee that all the assumptions will be correct.

� Sensitivity analysis: How would predicted returns (NPV, IRR) � Sensitivity analysis: How would predicted returns (NPV, IRR) 

change when one or more assumed parameters change?

� to find out to which assumption the predicted returns are � to find out to which assumption the predicted returns are 

most sensitive.
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Problems with ROI Analysis

� What would be the 

problems with the ROI 

analysis we just did?analysis we just did?

� What does this fail to 

account for?account for?

� Intangible (hard-to-

quantifiable) benefits quantifiable) benefits 

and costs
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Intangible or unexpected costs

� What would be intangible (hard-to-quantify) costs?

� Employee training and adjustment, work disruptionEmployee training and adjustment, work disruption

� Costs in maintaining old and new systems concurrently

� What would be unexpected costs that we need to be mindful?� What would be unexpected costs that we need to be mindful?

� Project delays and cost overrun, system failures

� Resistance of employees to accept the new system� Resistance of employees to accept the new system

� Unidentified security risk in the new system
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http://maverickinvestors.com/2013/07/30/earnings-surprises-impotent-earnings-shocks-potent/
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Intangible (Soft) benefits

� What would be intangible (hard-to-quantify) benefits?

� How would you quantify benefits from increased compliance? How would you quantify benefits from increased compliance? 

Based on what?

� How would you quantify benefits from reduced security risks?How would you quantify benefits from reduced security risks?

� How would you make your numbers believable to your bosses?
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http://sourcesofinsight.com/quantification/
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Intangible (Soft) benefits from OTISLINE

� What would be the intangible (hard-to-quantify) benefits from 

OTISLINE?

� How to categorize them?
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http://sourcesofinsight.com/quantification/
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� Regional offices are geographically dispersed throughout North America.
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� Regional offices are geographically dispersed throughout North America.

� Zone directors have three to five district managers reporting to them.

� District managers have two to six branch/field offices reporting to them.
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Balanced Score Card (BSC)
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http://vectorstudy.com/management-theories/balanced-scorecard
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http://www.balancedscorecard.org/portals/0/pdf/Make_Performance_Improvement_Strategic_BSI_Rohm.pdf
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http://www.information-management.com/specialreports/20040720/1006858-1.html
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http://www.docstoc.com/docs/4580001/balanced-scorecard-examples
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Key Questions in BSC

� Finance : Through the eyes of the owners of the business, how 

will they judge financial success?

� Customer : Through the eyes of our customers, how will they 

judge the value of our products and services? How will we 

differentiate ourselves in the market?differentiate ourselves in the market?

� Internal Business Process : How can we improve internal 

processes to improve product, program and service quality, processes to improve product, program and service quality, 

timeliness, economics, and functionality?

� Learning and Growth (or Employee) : How can our employees � Learning and Growth (or Employee) : How can our employees 

continuously get smarter, innovative, and improve?
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http://www.balancedscorecard.org/LinkClick.aspx?fileticket=oPNqFu3i3gE%3d&tabid=56
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Business Value of OTISLINE

FINANCIAL

Improved Profits

Increased Service 
Contracts

Increased 
Elevator SalesContracts Elevator Sales

CUSTOMER

Reduced
Customer Complaints

Improved Satisfaction 
and Relationship

with Building Owner

Enhanced
Brand Images

to Individual RidersReducedCUSTOMER with Building Owner to Individual Riders

Improved

Reduced
Contract Cancellation

More Correct
INTERNAL
PROCESS

Reduced
Service Costs

Reduced
Response Time

Consistency in
Service Quality

Improved
Product

Reliability

More Correct
Problem
Diagnosis

LEARNING
& GROWTH

Transparency
& Communication

Faster
Decision Making

& Communication

Flexible
Employee 

Deployment

Improved
Employee
Training
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& GROWTH & Communication Deployment Training
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Business Value from Different IT Categories
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Source: Weill, P. and Aral, S. (2006) “Generating Premium Returns on Your IT Investments,” MIT Sloan Management Review (47:2)
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IT Asset Category

� Transitional IT : IT that is primarily used to cut costs or increase 

throughput for the same cost

� Informational IT : to provide information for purposes such as 

accounting, reporting, compliance, communication, or analysis

Strategic IT : to gain competitive advantages by supporting entry � Strategic IT : to gain competitive advantages by supporting entry 

into new markets or by helping develop new product, services, or 

business processesbusiness processes

� Infrastructure IT : the shared IT services used by multiple 

applications such as servers, network, and databasesapplications such as servers, network, and databases
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Source: Weill, P. and Aral, S. (2006) “Generating Premium Returns on Your IT Investments,” MIT Sloan Management Review (47:2)
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Source: Weill, P. and Aral, S. (2006) “Generating Premium Returns on Your IT Investments,” MIT Sloan Management Review (47:2)
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� What do you think IT savvy is?
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Source: Weill, P. and Aral, S. (2006) “Generating Premium Returns on Your IT Investments,” MIT Sloan Management Review (47:2)

� What do you think IT savvy is?
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Source: Weill, P. and Aral, S. (2006) “Generating Premium Returns on Your IT Investments,” MIT Sloan Management Review (47:2)
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Justification of Business Value of IT

� Business value and benefits from IT investments are multi-

faceted and dynamic.

� A CIO should be able to justify IT’s business value 

� not only in terms of easy-to-measure indicators such as 

efficiency, cost reduction, or product quality

not only in terms of easy-to-measure indicators such as 

efficiency, cost reduction, or product quality

� but also with hard-to-measure (intangible), long-term factors 

such as customer satisfaction, brand, or market value.such as customer satisfaction, brand, or market value.

� A CIO should not overlook strategic values (organizational agility, 

business flexibility) and innovation.business flexibility) and innovation.
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Next Class

� Cost of IT

� Read the IT Adventure Chapter 4 and 5 and write one brief of up Read the IT Adventure Chapter 4 and 5 and write one brief of up 

to 200 words by 5:30pm on Sep. 29.

� Sign up for presentationSign up for presentation

� IT Adventure - Chapter 4

� IT Adventure - Chapter 5� IT Adventure - Chapter 5

MIS 3534 – Strategic Management of Information Technology Min-Seok Pang – Sep.22.2014


