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Realizing Benefits of IT Investments:
Overcoming the Silver-bullet View

Traditionally an IT project was evaluated on

the basis of whether it was completed on time,
within budget and according to the technical
specifications. Little consideration was given

to its use by business or its ability to deliver
expected business benefits. Even today, most
mature organizations follow only a process of
business case formulation and validation before
investing in technology enablers. However, even
in such cases, the focus is more on what IT can
achieve, rather than on the changes required at
an enterprise level to fully utilize the technology’s
capabilities.

More often than not, organizations adopt a
silver-bullet view—"once we get it in, benefits
will begin to flow”—without taking into account
whether the IT investments can deliver the
expected business benefits. This has resulted in
failed projects and programs.

Thus, a benefit realization stream, forcing
the validation of the business case assumptions
underpinning the program or project, is needed.
This, in turn, will enable the creation of a
decision framework tuned to the business need
for all scoping, prioritizing, scheduling and risk
management activities on the project or program.

BENEFIT REALIZATION STREAM

Benefit realization ensures that program success

is determined in terms of the benefits delivered

to the business. Thus, the focus is on planning,
demonstrating and communicating benefits so
that the contribution of IT investment to the
success of the overall business is clear.

Hence, the key design principles of a realistic
benefit realization approach encompass:

e Linking IT investments to business changes—
To identify the full extent of business changes
and investment options required to achieve the
investment objective

e Selecting the optimum solution to meet the
investment objective—To finalize the optimum
technology solution from various options to
achieve the investment objective

¢ Formulating the business case—To build a
business case with cost and realizable benefit
figures for the finalized technology option

¢ Planning for benefit management—To
structure and track benefits through benefit
modeling and defining, establishing and
tracking measures

This approach demonstrates that the benefit
realization of IT-enabled business investments
aims to ensure that the desired business changes
have been clearly defined, are measurable and
provide a sound business case for investment,
finally leading to the tracking of achievement of
desired changes.

LINKING IT INVESTMENTS TO BUSINESS CHANGES
The realization of value from IT investments is
based on the fact that IT has no inherent value by
itself. It is the usage of IT systems and solutions
enabling people to perform things in a different
way that leads to the realization of business
benefits from IT investments. Thus, benefits
derived from IT investments arise from the changes
executed by individuals or groups—internal or
external to the organization. These changes need to
be identified, tracked and managed for successful
benefit realization from IT investments.
The core framework addressing this key
principle of the benefit realization plan is
the Benefits Dependency Network (BDN).!
BDN provides a framework to understand
the full scope of changes required to achieve
the investment objective. One fundamental
element of BDN is working backwards from the
objective of the investment. This ensures that the
investments are driven by business demands and
not from the need to implement an IT solution.
A leading airline in the Asia-Pacific region
has adopted BDN design as an integral part
of its project evaluation process. Figure 1
illustrates part of a network for an infrastructure
virtualization solution for the airline. The actual
network was significantly more detailed.
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Figure 1—Partial BDN Diagram for Infrastructure Virtualization Solution

«<
Technology Enabling Business Benefit o?;}l;gfi%e{;f Drivers
Enablers Changes Changes Eieee
L Change the o Solutioning
VM Ware Server Process ™ Reduction in
Architecture w_ ™ Change Request Cost of Server  ¥J.[ Reduce Total
\ Design Process for ~ |» Procurement Cost of
Reduction in the Capacity Ownership M-
Contract — Number of Enhancement Reductionin || ™~ Strggtsliral
Management Existing Servers Server Health Maint?e(relglrfcr o Fee Reduction
Process m Built-in Check Taking
Flexibility in Tech Progress Into Reduction in
Contract Consideration Cost of Server 1
- - Negotiation of Admin and
ITIL-certifi Ability to
Ticckztinged ] Monito_yr the j Fee/Rates Year to Year| Provisioning
System n Effort Tickets Tracking Effort Reduction in
™ |nc0rp0rati0n of for SerVe_r Admln Cost of DC "
Best Practices and Provisioning Operations
Operations/ Operations Electricity, etc.)
Optimizing of ——
Service Management Optimization of
Processes) w~J|Service Management
Sl o Process
witch Overto |
: Regular Health M
Hosting Center Check of Cooling
Systems (HVAC)
Source: TATA Consultancy Services
To analyze the investment option for the virtualization e Various technology enablers (solutions, processes,
solution, the team worked from right to left to develop BDN, mechanisms, etc.) to facilitate the one-off changes

that is, from the agreed investment objectives and benefits As evident from figure 1, linking the investment objective

that the service delivery and infrastructure manager identified, to the required changes through BDN resulted in the

through the required changes in IT processes and standards, detection of a few more technology options, over and above
to the various technology options capable of delivering the the envisaged infrastructure virtualization solution.

stated benefits.

Thus, in the given example, BDN helped to link: SELECTING THE OPTIMUM SOLUTION TO MEET THE

¢ The outcome or objective of the investment (reduce total INVESTMENT OBJECTIVE
cost of ownership) to the driver (cost reduction, one of the BDN analysis helps to identify alternative ways to achieve
key result areas per the business strategy) the desired business outcomes. However, these alternatives

* The various benefits (server procurement, maintenance and need to be assessed to select the optimum means to meet the
administration) to the investment objective investment objective. The assessment can be based on:

* The business or permanent changes to the working ¢ Financial analysis of benefits (as derived from the BDN
practices and processes (solutioning, change request, server analysis) and costs measured in terms of return on investment
administration and provisioning, etc.) to the benefits (ROI), internal rate of return (IRR), net present value (NPV),

e The enabling or one-off changes (server architecture, effort payback period and so on. At this stage, that is, before the
monitoring, contract flexibility, etc.) to the previously business case is made, the financial analysis is based on

mentioned business changes, as they are the prerequisites
for making the permanent changes
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industry and analyst data for similar investments for other
organizations. As such, risk-adjusted business benefits (based
on a total economic impact methodology) and consideration
of benefits realizable in the organizational context lend more
credibility to the entire assessment process.

¢ Risks, both from the business and technology standpoint,
need to be assessed for each alternative course of action.
A scoring mechanism for risk rating, based on impact and
probability of occurrence of risks, can be used to evaluate
one option against the other.

Typically, the option with the highest potential rate of
return and value, at affordable cost with an acceptable level of
risk, is selected as the way forward. Once an option is selected
among the alternatives, a detailed business case is prepared
for approval.

FORMULATING BUSINESS CASES AND PLANNING FOR

BENEFIT MANAGEMENT

The business case is a top-down assessment of the investment

case for the program. It includes alignment, financial/

nonfinancial benefit, cost, risk and value (relative value of
the program at the portfolio level) elements, as well as an
assessment of who will decide when a benefit is delivered and
when the acceptance will occur.

The assessment is repeated after significant changes to the
benefit model (or cost/risk basis) have occurred, and no less
than once a year. (This article does not delve into the details
of framing of business cases, as there are ample frameworks
[e.g., Val IT] and literature available on business case
formulation and maintenance.)

Modeling benefits and risks are critical elements of a
benefit management plan and include:

* Value flash point analysis—It is the moment when the
improvement is first felt by the business and is a key event
in the value delivery schedule. It answers the question of
whether or not the desired change has happened. It can
also be used for nonfinancial benefits that may be hard to
include in the business case or benefits model in other ways.
For example, the first sign that a virtualization program is
on the right track is that no purchase requisition of servers
is made during solutioning and the change request process.

® Benefit breakdown structure—It helps to map out the
benefit stream required from the program using a program
evaluation and review technique (PERT) chart to enable
decomposition of the overall objectives into lower-level
packages, and to highlight dependencies among the

elements of benefit, e.g., a reduction in servers results in
a reduction of server administration cost and data center
power costs.

¢ Benefit and risk register—A benefit and risk register is the
single central repository of the benefits and risks associated
with the proposed program/project. For example, the
detailed attributes of all the benefits captured are scoring
and ranking by value/effort criteria, scoping statements,
due dates, ownership, unique identifiers (using hierarchical
numbering so that enablers are listed under direct benefit)
and dependencies. The attributes captured in the risk
register are the impact (severity), probability of occurrence
of the risk and mitigation strategies.

¢ Risk benefit matrix—It helps in aligning identified risks
with the specific benefits that are threatened. Thus, for each
of the top-level, direct benefits (i.e., the program objectives),
the risk involved in the component elements is summed up,
which, in turn, illustrates where the relative weight of
risk lies.

Thus, it is evident that a benefit management plan that
ensures program success is determined in terms of benefits
delivered to the business. This means planning, demonstrating
and communicating benefits so that their contribution to the
success of the overall business is clear.

CONCLUSION

The current economic downturn has led to the focus shifting
to discretionary spending as an automatic choice to contain
cost. However, to enable business growth and enhance
competitiveness of firms, IT will have to continue investing
in change initiatives. A robust benefit management modeling
and realization approach consisting of linking IT investments
to business changes, assessing alternative solutions, building
a business case and the benefit management plan would go

a long way in removing unpredictability from IT-enabled
business investments. This approach, as compared with an
approach that is just based on formulation and approval of
business cases, will lead to identification of the full extent

of business changes and finalization of optimum technology
solutions before building the business cases and structuring
benefit management plans.

ENDNOTE

! Peppard, Joe; John Ward; Elizabeth Daniel; “Managing the
Realization of Business Benefits From IT Investments,”
MIS Quarterly Executive, March 2007
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