IT MANAGEMENT

“The prudent management of IT has emerged as an essential element
for corporale success. Weill and Ross have written a compelling guide
for non-lechnical execulives that clearly explains how top-performing
companies make and manage IT investments that deliver winning
results.”

—DMichael Fleisher, Chairman and CEQ, Gartner, Inc.

VIT faces tremendous pressure 1o deliver tangible and sustained value.
Exccutives must address five key decisions 1o assure effective gover-
nance and predictable results. In this book, Weill and Ross distill
insight from the successes and failures of numerous organizations to
help you improve your decision making and recognize the patlerns
that lead to overall business success. Can you describe your IT gover-
nance? Will your peers describe it similarly? Not sure? Then you need
this great resource 1o imprint effective governance throughout your
organization,” .

—Shaleen Charania, Director of Business Value,
Microsoft Corporation

“Brilliant; insighttul, and actionable: a brealthrough framework. A
must-read for all CIOs and senior executives who want to generate
real strategic value from their information technology investments.”

—Andre Spatz, Chief Information Officer, UNICEF

T Governance is thorough, perceptive, and packed with real-life
examples. Weill and Ross find that good technology governance leads
lo betler business results. Many ClOs in large firms will hope their
company’s CEQ takes this book with him on the next plane ride”

—Stephen Norman, Chiel Technology
Oflicer, Merrill Lynch
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Preface and Acknowledgments

LTS HARD TO PINPOINT when the importance of information
technology (I'T) governance became clear to us. It wasn't like a bolt
of lightning that struck and left us first stunned but then seeing
more clearly. Rather, pradually over a period of vears, nvolving
hundreds of conversations with managers and multiple research
studies, we became convinced that 1T governance is the most im-
portant factor in generating business value from IT, Our convic-
tion—slow to develop but now heartlelt—is that [T governance can
actually deliver on the langlime managemenlt paradox of encourag-
ing and leveraging the ingenuity of all the enterprise’s people while
ensuring compliance with the overall vision and principles,

Although this book is about IT governance, we place [T in an
organizational context as one of the six key assels (human, Anan-
cial, physical, intellectual property, 1T, and relationships) that must
be governed Lo create value, Too often books and discussions focus
on one piece of the organizational puzzle. Value comes from in-
tegrating the enterprise’s key assels. That said, to be practical and
Hmit the book to only one volume, we [ocus on providing con-
cepts, frameworks, and lessons from top-performing cnterprises on
how to get more value from their IT investments via better [T Fov-
ernance in the firm's strategic context.

Unsuccessful quests for business value from 1T ollen exasperate
senior business managers. For five years, the MIT Sloan School of
Management Center for Information Swstems Research has pre-
sented thrice-annual programs for non-IT executives struggling to
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manays IT better, In this program we adidress capable business cxec-
utives who recognize that they cannot hand olf responsibility for
[T walue to their IT units, Tvpically, they are concerned officers of
an enterprise (CEQ, CFO, COO, and other senior managers) fook-
ing for practical guidelines for what they can do tomormow to im-
prove their returns from 1T investments, The more than one thou-
sand executives who have attended this course often feel frustrated,
insecure, bewildered, and even angry about the high cost of IT and
its limited measurable benefits, One executive implored: “Whal can
Ide? I don't understand IT well enough o manage it. My IT people
work hard bul there is a disconnect somehow . . . wilh the real busi-
ness | manage. They don't feel my pain.” This book is designed for
these executives and the CI0s and other IT professionals who will
work logether to generate increasingly strategic benefits from IT,

IT governance is an idea whose time has come, Information
and I1 are the least understood of the key assets in the enterprise,
With the huge growth of I'T spending in enterprises and the strong
evidence that significant bottomn line premiums ceward better T
decision making, it is time to make 1T governance more profes-
sienal, There has been little feld-based research on [T governance,
and lew publications help managers understand the issues involved
in designing effective governance structures and processes, Our
objeclive in writing this book was to addresses that gap.

Looking ahead, the influence of 1T on enterprise performance
will continue to grow. Whether an enterprise is [ocused on effi-
ciency, innovation, growth, customer responsiveness, or business
integration, Il has become an essential ingredicnt lor business
competitiveness, IT supports standardized process components,
shared knowledge, instantaneous communications, and electronic
linkages—the foundations for new business strategies, In an envi-
ronment demanding faster responses and increasing agility, man-
agerent feams must ensure that 1T 15 an enabler of, not an obstacle
to, organizational change.

The Research

The insights here come from a series of research projects exploring
I'T governance in more than three hundred enterprises in over
twenly countries during the period 1999-Z003 Most of the re-
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search was done at the MIT Sloan School of Maragement Center
for Information Systems Research (CISR), The rescarch consisted of
three main studies:

Lo A CISR study (2000-2003) led by Peter Weill of how enter-
prises govern [T, which provided the framework for the
book. We studied 256 enterprises spanning the Americas,
Eurape, and Asia Pacific, and conducted several in-depth
case studies. We studied who had input to and who held
decision rights for five key IT decisions, We also measured
governance and financial performance and the effectiveness
of the mechanisms used to implement governance, The
study and survey was designed at CISR. Marianne Broadbent
and her colleagues at Gartner created an interactive Web site
(during 2002} and facilitated distribution of the survey elec-
tronically and on paper to CI10s of Gartner EXP member
enterprises and other organizations who attend CISR [ri-
grams. Gartner also contributed to the ressarch by conduct-
ing ten case studies on 1T governance,

2. Forty case studies developed lor a series of CISKE research
projects (1995-2003) led by Jeanne Hoss. The cases explored
the relationship between 1T architecture and busines strat-
egy and identificd governance issues associated with IT and
organizational change efforts, Firms in the studies were
building IT architectures as part of ERP implementations,
e-business initiatives, ¥2K remediation, and business trans-
lormations. CISR research team members included Peter
Weill, Richard Woodham, Natalia Levina, Lreorge Wester-
trn, and Nils Fonstad, Michae) Vitale, then at the Univer-
sity of Melbourne, also participated in the case research,
David Robertson at IMD in Switzetland contributed ton
Buropean cases, including TNG Direct and Panalpina, which
provided the background for some of our vignelles,

3. A number of related projects, including:

s A CISR study (2001) by Jeanne Ross, Cynthia Beath
(University of Texas), and Mani Subramani (University
of Minnesota) involving interviews of thirty CLOs to
explore I management practices.
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= An exploratory study of IT governance (19981998 by
Peter Weill and Michael Vitale at the Melbourne Business
School,

= An examination of IT governance arrangements and perfor-
mance of twenty-four Fortise 100 [rms at MIT CISR (2000)
Iy Peter Weill and Richard Woodlam, using data collected
as part of "Justifving and Funding IT Infrastracture,” the
Hesults Research Project IT1, The Concours Group,

Who Should Read This Book

We wrote this book for all executives who have ever celebrated,
wortied about, or cursed IT—including CIOs. We discuss the roles
of senior business and 11" managers in tostering effective and em-
powering use of IT through IT governance. The language, siyle,
data, examples, and lessons concern business issues that rely on
technology, We discuss the strategic governance decisions wilh
encugh detail to guide implementation of governance mecha-
nisms—the structures and processes that make governance happen.
We encourage senior managers, operational managers, marketing
managers, inancial managers, and T managers to read this book
and take responsibility for IT governance design and implementa-
tion in their enterprises,

People We Would Like to Thank

We gratefully acknowledge the support of CISE's patron and spon-
sor lirms at the time of writing:

Acceniure, Aetna Inc., Allstate Insurance Co., Banknorth ™A
Campbell Soup Co., Celanese, THamondCluster International Inc.,
Dret Morske Veritas , EMC Corp., Freddie Mac, Gartner, The Gillette
., The Guardian Life Insurance Co. of America, Intel Corp,
Hewlett-Packard Company, IBM Corporation, International Finance
Corp., Marsh Inc., Merrill Lynch & Co, Inc,, MetLife, Mitsubishi
Corp., Miceosoft Corporation, Mohegan Sun, National Kidney Foun-
dation (Singaporel, Momura Research Institute Lid,, Ortho Biotech
Products L2, Phzer Inc, PTPC Inc., Raytheon, Owest Communica-
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Lions, State Street Corporation, and TREW Inc, Execulives [rom Lhese
firms not only inform and fund ouwr research, they probe our as-
sumplions, test our ideas, debate cur findings, and implement and
improve our worl,

During research and writing we have had the opporlunity o
work with many extraordinary managers and academic colleagues
who have influenced our thinking and reinforced our passions. First
we would like to acknowledge the managers who shared their
insights and in many cases provided the examples lor the book.
These managers included John Fiore and Joe Antonellis at State
Street, Steve Sheinheit at MetLife, Doreen Wright al Camphell Soup,
Steve Drown at Carlson Companies, Mike Fskew and Ken Lacy at
UPSs, Martin Vonk at ING Direct, Monika Rilar al Panalpina, Andre
Spatz at UNICLE, Ron Carter at Pheer, Jim MoGrane at hdead-
Westvaco, Joe Adamskd at Barwon Water, [im Venglarik at JPMorgan
Chase, Bill Kirkey at Dulont, Robbie Higgins at Motorola, and Steve
Yates at USAA, Trank Frbrick at McKinsev and Charlie Feld at Feld
Associates enlightened us about enterprise architecture and its
implications for 1T governance, Appendix A lists companies that
participated in the research, We want to acknowledye all the man-
agers who participated in case study interviews, as well as the 250+
ClOs who took the time to answer our survey questions about 1T
governance and add their own insights and further questions. We
are grateful to all of them for making this book possible.

A number of people provided important feedback on the man-
uscript and research insights including Ken Cooke and Michaesl
Brook at PriceVWaterhouseCoaopers, John Sviokla at DiamondCluster
Internztional, Inc,, and Tony Scott at G Thanks also to the many
executives who made comments during our presentations or came
up afterward to share their insights and criticisms.

We are especially grateful to Marianne Broadbent and her col-
leagues at Gartner for participating and lor contributing case stucd-
ies, talent, and insights to the project, We also want o acknowl-
edge Shafeen Charania of Microsolt for his thought-provoking
discussions and comments on the manuscript and his strong ad vo-
cacy of applving IT value research Lo practice.

susie Lee, Francisco Gonzdles-Mesa Hoffrann, Chris Foglia,
and Richard Woodham—all researchers at CISR—did most of the
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detailed and painstaking quantitative analysis and data manage-
ment for this book. Tndividually and together as a team they added
precision, professionalism, collegiality, and insight, We thank them.

During the manuscript developrment, we received Lremendous
support from our colleagues al CISK and the Sloan School. David
Fitzgerald 11T adroitly managed the production process; he devised
the template, policed version control, tracked down references, for-
matted text, designed graphics, checked for inconsislencies, and
kept us on schedule. We appreciale not only- his professionalism
but also his dedication and good humor, Chris Foglia contributed
wide-ranging skills including project management, data analysis,
and proofreading. She proved, once again, 1o be the model center
manager. Julie Coiro took on extra duties fo keep CISR running
smoothly and to keep us all sane, We also appreciate the interest,
ideas, and collegiality of our CISR research colleagues Chuck Gib-
son, Jack Rockarl, George Westerman, Sinan Aral, and Nils Fonstad.
They have influenced our thinking and made CISK both personally
and prolessionally a great place to work,

ISR i3 a ressarch center in the Sloan School of Management at
BT We [eel wery [ortunate to worl in such a rich and exciting re-
search environment. We have benclited, in particular, from the
strong suppeort, friendship and encouragement of Dean Don Les-
sard, whose responsibilities include research centers, as well as Area
Head Frofessor Wanda Orlikowski and 1T Group Head Professor
Torn Malone.

Wi foel fortunate to have worked with Carol Franco and Kirsten
Sandberg at Harvard Business School Press. Kirsten as our editor
championed the book and improved our work greatly by challeng-
ing both big ideas and specific text and keeping us focused on the
main message.

Waorking Logether on this book has been a wonderful opportu-
nity for us to combine the insights of many years of IT manage-
ment and value research, We have collaborated on a number of
projects—sometimes while on separate continents—and this work
combines both joint and independent research. We have fre-
quenty applied different methodologies to similar queslions, lead-
ing to micher, cocasionally contradictory Ondings and ultimately
lively debates. In writing this manuscript we found enormous satis-
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laction in the process of bringing tegether our different skills, chal-
lenging our asserticns, and learning together For both of us it has
Peen an inspiring and joyful partnership,

Personal Note from Peter

[ want to dedicate this book to Margi Olson, my wife and mate,
who managed Lo be supportive, insightful, and delightful despsite
abserving that every organizational issue we discussed in the last
vedr was, i my eyes al least, a governance peoblem.

I hope the MBA. and other master’s students in my Sloan
School courses recognize their imput into this beok. [ thank them
atll as they contributed much in the way of learning, clarity, and
focus during the countless discussions in and out of class.

Twould like to acknowledge |ohn Alford of the Melbourne Busi-
ness School at the University of Melbourme who educated me about
management in the public seclor and provided helpful input to
chapter 7. [ would also like to acknowledge Erik Brynjolfsson at the
Sloan School of Management for the many helpful and collegial
discussions about I value. And a warm thank-vou to Mike Vitale at
the Australian Graduate School of Management., We worked Lo-
gether on 11 governance in 1998 trying to understand why IT gow-
ernance was important and how it could be done well,

To my new godson, James Cuinn Diamond: Welcome to the
world, and T hope you grow up to be just like your parents; [ look
forward to participating. Thanks, as alwavs, to my mum wheo s
brave and loving. And thanks to my brother Steve, as well as to
Lovis, David, and Simon, who together complele my lamily and are
always loving and supportive.

Personal Note from Jeanne

My acknowledgments must start with my parents, who raised
independent-thinking girls before it was fashionable to do so, [ am

enormously grateful for their love and encouragement. I alse want

to thank Pat, o, Barl and Mark, Buss and Dane, and [Dave and Jill
for being really coel siblings, T reasure our moments together,
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Thanks to my friend and neighbor Janet Helgeson for sharing
her enthusiasm for life and for keeping the garden green while |
was wriling, and to Ann Litble, Cindy Crimmin, and Peggy Berko
for their ongoing friendship despite distance and distractions. | am
grateful to Cynthia Beath, Carol Brown, and Mike Vitale for long
discussions that have stimulated and sustained my passion for re-
search. 1 am also grateful to Kate Kaiser for getting me started and
keeping me going. And a special thank-vou Lo Jack Rockart for be-
liewing in me and teaching me how to do what T do—T couldn’t
hawve had a better role model.

I want to thank my children—Adam, Julie, and Stefie—for
bringing sheer delight into my lile in wavs that no professional
pursuit can approach. I marvel at what wonderful people vou are.
Finally, [ wanl to thank my hushand and best (riend, Dan, who, [or
twentv-six years, has encouraged me o pursue my goals in spite of
the added burden it places on him. He has become an unwitting [T
expert through his careful editing and patient listening. T dedicate
this hook to Dan, whose unwavering love and support are the best
explanation Ioe my extraordinarily happy life.

Peter Weill
Jeqmme Ross

I'T Governance



IT Governance
Simultaneously
Empowers and Controls

Do YOUR information technology (I1) capabillties enhance vour
compelitiveness??! Do managers throughout your organization recog-
nize their responsibilities for the effective management and use of
IT—or do they asswme that the 1T department will manage 1T7 Do
vour [T investiments farget enterprisewide strategic priorities—or
does vour firm squander resources on diverse tactical initiatives? Sim-
Py put, are you getting acceptable value from vour 11 investments?

Firms manage many assets—people, money, plant, and ous-
tomer relationships—but information and the technologies that
collect, store, and disseminale information may be the assets that
perplex them the most, Business needs constantly change, while
swstems, once in place, remain relatively rigid. IT implementations
invalve bath up-front and ongoing investments for outcomes that
no one can precisely predict. These uncertaintios and complexilics
lead many managers to abdicate their responsibilities for ensuring
that their people use I'T effectively.

For many years, some organizations could succeed despite weak
IT management practices. But information—and consequently [T—
s an increasingly important element of organizational products
and services and the [oundation of enterprisewide processes, The
tight linkage between IT and organizational processes means thal
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the TT unit cannol bear sole—or even primary— responisibility for the
effective use of information and information technology. Getting
more value [rom T s an increasingly important organizational
competency. Leaders throughout an enterprise must develop this
COMmpetency.

Our reseatch shows that top-performing enterprises generate
returns on their T investments up to 40 percent greater than their
competitors.? These top-performing enterprises proaclively seek
villue from I'T in a variety of wavs:

They clarify business stralegies and the role of 1T in achiev-
ing them.

* They measure and manage the amount spent on and the
value received from 1T,

* They assign accountability for the organizational changes
required to benefit [rom new [T capatilities.

They learn from each implementation, becoming more
adept at sharing and reusing IT asscts.

Top-performing cnterprises succeed where others fail by imple-
menting cllective [T governance Lo suppaort their strategies, For ox-
ample, iirmns with above-average IT governance following a specific
strategy (for cxample, customer intimacyl had more than 20 per-
cent higher profits than firms with poeor governance following the
same strategy! We define IT governance as specifitng the decision
righits annd woeourdability franiewark to encourage desinalie beliavior i
tsing IT. TT governance is not about making specific 1T decisions—
management dees that—but rather determines who svstemalically
makes and contributes te those decisions, 1T governance reflects
broader corporate governance principles while focusing on the
management and use of [T to achieve corporate performance goals,
Effective 1" governance encourages and leverages the ingenuily of
the enterprise’s people in 1T usage and ensures compliance with the
enterprise’s overall vision and values, This book is intended to alert
both business and [T unil executives to the critical role they play in
defining [T governance processes—a role that ultimately deter-
mines how much value the enterprise receives from 171

All enterprises have IT governance. Those with effective gover-
nance have gotbvely designed a set of 1T governance mechanisms

IT Governance Simultanconsly Barpowers amd Controls 3

fcomumittees, budgeting processes, approvals, and so on) that en-
courage behavior consistent with the organization’s mission, sirat-
egv, values, norms, and calture. [n these enterprises, 1T can factor
sipnificantly into competitive strategy. For example, David Spina,
CEO ol State Street Corporation, a world leader in global investor
services, defined the firm’s corporate vision in 2001 as “One State
Streel.” This vision shifted the focus of the enterprise from the indi-
vidual accomplishments of business units such as investment re-
search and management, trading and brokerage services, and fund
accounting and custodial services, Lo the lirmwide demands of the
custorner. Desirable behaviors changed o include optimization of
enfterprisewide as well as business unit objectives, State Street cstab-
lished and refined a set of governance mechanisms, inchading en-
terprisewide TT budgeting and an Office of IT Architecture, to
encourage the new behaviors.t

In contrast, enterprises that govern 1T by default more often
fined that IT can sabotage business strategy. One financial services
lirm was pursuing a cost reduction strategy. Rather than create a
comprehensive set of mechanisms that would cncourage cost sav-
ing, this irm reficd on a new chargeback system to curtail demand
for IT services, When the chargebacle system led to bickering
among [T and business managers, Lthe CIO assigned relationship
managers to restore internal customer satisfaction. They improved
satisfuction scores but did not lower [V or business process costs.
Without a cohesive IT governance design, enterprises must relv on
their CIOs to ameliorate problems through tactical solutions rather
than pesition [T as a strategic asset.

To understand IT value creation, we studied Il governance
in over 250 multibusiness unit for-profit and not-for-profit enter-
prises in twenty-three countries in the Americas, Lurope, and Asia
Pacilic (see appendix A Our research revealed that top-performing
enterprises governsd IT differently than did other enterprises.
Mindlul of competing internal forces, the top performers designed
governance structures linked to the performance measure on which
they excelled (lor cxample, growth ar relurn on assets), thereby
harmonizing business objectives, povernance approach, gover-
nance mechanisms, and performance goals and metrics. The net
effect: Good governance design allows enterprises to deliver supe-
rior resulls on Lthelr I'T investmenls. We concliede that effeciive 1T
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guvernarce is the single mosl imporiant predictor of the value an orgari-
zatioit generates ffom 1T,

What Is Governance?

Before we dive into IT governance, we must look at the broader issue
of corporate governance in enterprises. Corporate governance be-
came a dominant business topic in the wake of the spate of corpo-
rate scandals of midyear 2002—Enron, Worldeom, and Tyoo, Lo
name a few. Interest in corporate governance is not new, but the se-
verity of the financial impacts of these scandals undermined the
confidence of both the institutional and the individual investor and
heightened concerns about the ability and resolve of private entor-
prises to protect their stakeholders. The crisis in conlidence in the
corporate sector contributed to the downward pressure on stock
prices worldwide and particularly in the United States, In the first six
months of 2002 the S&P 500 fell 16 percent; the technology-heavy
NASDAQ fell 36 percent. The TS, government intervened, and new
legislation required CEOs to personally attest to the accuracy of their
firms’ accounts and report results more quickly.® Simultancousky,
corporate America increased the level of self-regulation,

Good corporate governance s important o professional in-
vestors, Major institutions rank corporate governance on par with
the firm's financial indicators when evaluating investment deci-
sions, A McKinsey study found that professional investors are even
prepared to pay large premiums for investments in firms with high
governance standards.® Premiums ranged [rom an average of 13
percent in North America and Western Furope to 20 or 25 percent
in Asia and Latin America and even higher in Fastern Europe and
Africa.” On average, when moving from poorest to best on corpo-
rate governance, irms could expect an increase of 10 to 12 percent
in markel value.

A number of bodies have published guidelines for good corpo-
rate governance.® One we found very useful was the Organization
tor Economic Cooperation and Developments 1999 publication
YOECD Principles for Corporate Governance,” which defined cor-
potate governance as providing the structure for determining orga-
nizational objectives and monitoring performance to ensure that

T
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ubjectives are attained.” The OLCD emphasized that “there is no
single maodel of good corporate governance,” but it noted that in
many coulliies corporate governance is vested in oa supervisory
board that is responsible lor protecting the rights of shareholders
and other stakeholders (employess, customers, creditors, and so
on). The board, in turn, works with a senior management team to
implement governance principles that ensure the effectiveness of
organizational processes.

We propose a framework for linking corporate and 11 gover-
nance. The top of the framework (figure 1-1) depicts the board’s re-
lationships. The senior executive team, as the board's agent, articu-
lates strategies and desirable behaviors to fulfill board mandates.

FIGURE 1-1

Corporate and Key Asset Governance
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We see strategy as a set of choices. Who are the targeted ous-
tomers? What are the products and service offerings? What is the
unique and valuable position targeted by the firm? What core pro-
cesses ernbody the ficm’s unique market position?

Desirable behaviors embody the beliefs and cullure of the or-
ganization as defined and enacted through not only strategy but
also corporate value statements, mission statements, business prin-
ciples, rituals, and structures.” Desirable behaviors are different in
every enterprise. Behaviors, not strategies, create value. For exam-
ple, Johnson & Johnson relied on aulonomeous business units to
create shareholder value for nearly a hundred vears. Evenlually,
however, customers insisted that they wanled to deal with J&]—
not a set of individual J&) operating companies. Accordingly, 18]
well-known corporate credo has evelved to specify desitable behav-
iors such as lowering the cost of its products to customers, creating
mechanisms for betler understanding the unique needs of individ-
ual customers, and transferring employees across J&] companies to
enhance individual careers and help them identify with the corpo-
ration. 2 Clear desirable behaviors are key Lo ciective governance
and are major Lopics in chapters 3 and 4.

The Tower half of figure 1-1 identilies the six key assets through
which enlerprises accomplish their strategies and generale business
value, Senior executive teams creale mechanisims to govern the
management and use of each of these assets both independently
and together, The key elements of each asset include the following:

o e assets: People, skills, career paths, training, report-
ing, mentoring, competencies, and so on

e Fingucial assets: Cash, investments, liabilities, cash flow,
receivables, and so on

e Physical assets: Buildings, plant, equipment, maintenance,
security, utilization, and soon

o [P assets: Intellectual property (117, including product,
services, and process know-how formally patented, copy-
righted, or embedided in the enterprises’ people and systems

o Information amd IT assets: Digitized data, information, and

knowledge ahout customers, processes performandce,
finances, information systems, and 50 on
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s Relaticnship assets: Relationships wilthin the colerprise as
well as relationships, brand, and reputation with customers,
suppliers, business units, regulalors, compelitors, channel
partners, and soon

Governance of the key assels occurs via a large number of or-
ganizational mechanisms (for example, structures, processes, com-
mittee, procedures, and audits), Some mechanisms are unigque o
a particular asset (for example, the IT architecture commitice)
and others cross and integrate multiple asset types (the capital
approvil process, for example) ensuring svnergics belween kewv
assels. Malurity across the governance of the six key assefs varies
significantly in most enterprises today with hnancial and physical
assels typically the best governed and information assets among
the worst.

At the bottom of figure 1-1 are the mechanisms used to govern
cach of the six key assets. We contend that enterprises with com-
mon mechanisms across multiple assets perform better For exam-
ple, 1 the same execulive comimittee governs both financial and IT
assets, d firmn can achieve better integration and creale more value.
Some mechanisms will always be unique to each asset—the audit
committes for financial assets and the IT architecture commilles
for I, for example—but some commaon mechanisms lead to better
coordination of the six assets.

As a sobering exercise, quickly job down the list of mechanisms
used in your enterprise to govern each of the six assets. Could vou
complete the lists? How many of the mechanisms were commeaon
across moaore than one asset—more than two assets? Coordinaling
the six key assets of an enterpiise is nol casy. The average assess-
ment of a group of forty-twe ClOs on how well theit enterprises
integrated IT governance with the governance of the other key
assels was less than three on a five-point scale.” Creating common
governance mechanisms across the assets will not only increase
integration but the resulting smaller number of mechanisms will be
simpler to communicate and implement. Education of the senior
management team about how governance mechanisms combine Lo
work for the enterprise is an essential and ongoing task for effective
governance. We contend that many tangible benelits await betler
[T governance.

I
i

|

|
i
u
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What Is [T Governance?

In governing [, we can learn from good [inancial and corporate
governance. Tor example, the CFO doesn’t sign cvery check or
authorize every pavment. Instead, he or she sets up financial gover-
nance specifying who can make the decisions and how. The CFO
then oversees the enterprise’s portfolio of investments and man-
ages the required cash flow and risk exposure. The CFO tracks a
series of fnancial metrics to manage the enterprise’s financial
assets, intervening only if there are problems or untoreseen oppaor-
tunities, Similar principles apply to who can commit the enterprise
to a contract or a partnership. Exactly the same approach should be
applied to IT governance,

IT governance: Specilying the decision rights
and accountahility framework to encourage

desirable behavior in the use of [T

This definition of IT governance aims to capture the simplicity
of IT governance—dedision rights and accountability—and its com-
plexity—desirable behaviors that are different in every enlerprise.’
Giovernance determines who makes the decisions. Management is
the process of making and implementing the decisions. For exam-
ple, povernance determines who holds the decision rights for how
much the enterprise invests in IT. Management determines the
actual amount of money invested in a given year and the areas in
which the money is invested. The senior management team designs
IT decision rights and accountabilities to encourage the enterprise’s
desirable behaviars. If desirable behavior involves independent and
entrepreneurial business units, IT investment decisions will be pri-
mmarily with the business unit heads, In contrast, if desirable behawv-
jor involves an enterprisewide view ol the customer with a single
point of customer contact, a mote centralized IT investment gover-
nance model works better, More centralized models for HR (and the
other key assets) would alse assist in achieving a single point of cus-
tomer contact, Problems ocour when there 15 a mismatch between
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desirable behavior and governance. ln one financial services fiem, a
key desirable behavior was rapid innovation by business units to
meet the enterprisewide objective of an increased percentage of
sales from products introduced in the last five years, In contrast to
the stated desirable behavior, most of the [T governance mecha-
nisms conspired to discourage innovation., A particular business
unit wanted to lead its Ainancial services industry segment wilh a
new [l-enabled service providing alerts to important clients via their
handheld devices lke pagers and cell phones. To implement this
service, the business unit had to pay the entire cost of the wireless
infrastructure {the technical foundation for the product) plus the
application development cost for the business process that woakd
use the wireless infrastructure for alerts. This up-front payment was
required even though other business units and product offerings
would probably atilize the same wireless infrastructure, Thus the
innovator was asked to bear all the risk and other business units
could then utilize the infrastructure if successful, This practice is like
asking the first car using the road to pay all the construction costs.

This firm's solution was Lo introduce a dividend system consis-
tent with the firm's culture. It the enterprise’s senior management
saw a polential mullibusiness unit application for the infrastructure,
the CEO would fund some of the cost (Bvpically 20 percent) from
corporate funds. Then the innovating business unit would make
the remaining infrastructure investment. If other business unils
later utilized the infrastructure, the innovating business unit re-
ceived a dividend of one-third its cost from each husiness unit using
the infrastructure. This approach encouraged early adopters azud
created infrastructure to foster future innovation acroess the enter-
prise. The new funding mechanism, implemented via the executive
management, capital investment, and IT architecture committees,
carefully halanced risk and reward, encouraging rather than dis-
couraging desirable behavior.

This example highlights two complementary sides of gover-
nance articulated by the QECD:

o Behavieral side of corporate governance: “Corporale gover-
nance encompasses the relationships and ensuing patterns
of behavior between different agents in a limited liabilily
corporation; the way managers and shareholders but also
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employees, credilors, key customers, and communities inter-
act with each other to form the strategy of the company.”

* Normaiive side of corporate governance: “Corporate 2OVEL-
nance alse refers to the set of rules that rame these relation-
ships and private behaviors, thus shaping corporate strategy
formation. These can be the company law, securities regila-
tion, listing requirements. But they may also be private,
self-regulation.”

The behavioral side of IT governance defines the formal and
informal relationships and assigns decision rights Lo specific indi-
viduals or groups of individuals. The normative side defines mecha-
nisms lormalizing the relationships and providing rules and op-
crating procedures to ensure that objectives are met. We found that
enterprises often implement a dozen or more mechanisms to make
IT decisions.

Effective IT governance must address three guestions:

1. What decisions must be made to ensure effective manage-

ment and use of [T?

2. Who should make these decisions?
Howe will these decisions be made and monitored?
The goal of this book is to provide frameworks and insights

from top-performing enterprises to help management teams ad-
dress these questions,

Important IT Governance Concepts

Figure 1-2 provides a grid that addresses the first two IT SOVErTAnCe
questions: What decisions must be made and who should make
them? We will refer to this grid as the Governance Arrangements
Matrix, The column heading of the Governance Arrangements Ma-
trix lists Ave intereelated 1T decisions:

o T principles—Clarifying the business role of IT
* [T architecture—Defining integration and standardization
requircments

* ITinfrastructure—Determining shared and enabling services
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* Business application fieeds—Specifying the business need for
purchased or internally developed IT applications

* T investment and priovitization—Choosing which initiatives
to fund and how much to spend

These five key decisions are all related and require linking for
cifective governance—typically flowing from left to righl on Lhe
matrix. For example, 1T principles drive the architecture thatl leads
Lo infrastructure. The infrastructure capability enables applications
to be built based on business needs specified often by the business
process owners, Finally IT investments (shorthand for [T invest-
ment and prioritization process) must be driven by the IT princi-
ples, architecture, infrastructure, and application needs, However,
each of these decisions has at its core a unique set of issues, which
we will describe in chapter 2. One or more people are responsible
for making each of these decisions. Tvpically, many mare peaple
provide input to these decisions, IT guvernance involves defining

FIGURE 1-2

Governance Arrangements Matrix—Which Governance Archetypes
Are Used for Different Types of Decisions?
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whio will be responsible for both input and decision making for
each decision. _

The row headings in figure 1-2 list a set of archetvpes for speci-
[ving decision rights. We deliberately chose provecative political
archetypes because, although exaggerated, most managers identify
wilh these stereotypes.'™ Each archetvpe identifies the tvpe of peo-
ple involved in making an [l decision:

*  Business monarchy—Top managers
= T monmchy—IT specialists
* Feudal—Each business unit making independent decisions

s Federal—Combination of the corporate center and the busi-
ness units with or without 1T people involved

o [T dunpely—IT group and one other group (for example, top
management or business unit leaders)

s Anarchy—Isolated individual or small group decision making

Together these archetvpes describe all the decision arrange-
ments we found. Most enterprises use a variety of decision arche-
types across the five decisions, The question mark in fgure 1-2 rep-
resents the challenge lor every enterprise o determine where it
wants to locate both input and decision-making responsibility for
each type of governance decision. Throughout this book, we will
describe how top-performing companies have allocated their gov-
ernance responsibilities. In chapter 5 we will report findings from
our research on the relationships between various governance ar-
rangements and governance and financial performance.

While the Governance Arrangements Matrix raps out the types
of decisions and the archetypes for making the decisions, the third
question—how these decisions will be made and monitored—re-
quires design and implementation of governance mechanisms,
such as committees, roles, and formal processes. Tn chapter 4 we
look at common mechanisms (business/IT relationship managers,
IT councils, service-level agresments, chargeback armangements, or-
manizational structures, and so0 on) and discuss their efiectiveness,

Given that enterprises are making five types of IT decisions at
multiple arganizational levels using a variety of mechanisms, it is
easy to see how individual actions might work in opposition fo

LEbronvemnance simultaneowsly Fimpowers and Conleols 13

each other rather than in harmony. The complexity and difficulty of
explaining IT governance is one of the most serious barriers to im-
provement. We found empirically that the best predictar of [T -
cmance performance is the percentage of managers in leadership
positions who can accurately describe T governance.’” Contribut-
ing to governance woes is the fact the majorily of senior executives
aren’t familiar with their governance, Cn average, CIOs in our study
cslimated that only 38 percent of managers in leadership Imsition-s
in their enterprises could accurately describe their IT SOVETTIANCE —S5C
how could they follow 117 In above average gov&emﬂﬁcc-perfunnlng
enterprises, 45 percent or more of managers could zcourately de-
scribe their IT governance. In only a few VECIY top performers rwcru:
80 percent of senior executives familiar with their IT FOVEInance,
What is the percentage in vour enterprise? Why?

To help understand, design, communicate, and sustain ellfec-
tive governance, we propose an IT Governance DResign Framework
in figure 1-3. We present it here in skeletal form so that readers can

FIGURE 1-3

IT Governance Design Framework
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complete it for any enterprise. The framework maps the harmo-
nization (the horizontal arrows) of enterprise strategy and orgami-
zation, T governdnce AITANEEIMETILS, and business performarnce
goals. The eniterprise strategy, FUVEITIANCE arrangements, and per-
forimance goals are enacted through 1T organization and desirable
hehaviors, gOVEInance mechanisms, and metrics, respectively, The
framework also illustrates the need to harmonize I'T governance
with the governance of other key assets. We will return to this
framework in chapter 6 to stidy how enterprises cat assign and
assess 'L governance,

Why Is [T Governance Important?

Fifective IL governance requires a significant amount of manage-
ment time and attention, Is it worth it? Growing enferprisc ile-
pemlence on information and IT suggests Lhat it is, Good TT gover-
nance hanmonizes decisions about the management and use of 1T
wilh desired behaviors and business objectives, Without caretully
designed and implemented governance slruclures, enterprises leave
this harmony to chance, There are many reasons why [T decision
making should not be left to chance and thus needs good gover-
nance. Fight of the reasons follow,

Good I'T Governarice 'ays off

Among the for-profit firms we studied, the ones pursiing a specific
strategy (for example, customer intimacy or operational excellence)
with above-average [T governance petformance had superior profils
as measured by a three-year industry-adjusted return on assets (ROAJ.
The differences varied by strategy of the firm, but the above-averagt
guv-::rnam:e-pe.r[orming firmms had ROAs more than 20 percent higher
than the Grms with pooTer governance pursuing the same strategy.
Governance was, of course not the only [actor, but good goVeInance
often comes with effective rmanagement practices in all arcas.'®

IT Is Expensive

The average enterprise’s IT investment is now greater than 4.2 per-
cent of annual revenues and still Tising.? This investment results in
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IT exceeding 50 percent of the annual total capital investment of
many enterprises. As 11 has become more impoctant and pervasive,
seninr management teams are increasingly challenged to manage
and control IT Lo ensure that value is created. To address this issue,
many enterprises are creating or refining [T governance structures
to better focus 1T spending on strategic priorities.

IT Is Pervasive

In many enterprises, centrally managed [T is no longer possible or
desirable, There was a time when requests for IT spending came
only from the 1T group. Now IT spending originates all over the
enterprise, Some estimates suggest that only 20 percent of IT spend-
ing is visible in the IT budget.® The rest of the spending occurs in
business process budgets, product development budgets, and cvery
other type of budget. 1n several Orms we examined, we cven frounc
substantial [T spending hidden in the furniture budgets! Gone too
are the days when the IT group wis the only place where techni-
cally savvy people worked. There isp't a foreign exchange desk
manager today who wouldn't get petsomally involved in making
decisions about the technelogy platform [or foreign exchange oper-
ations. After all, when 100 percent of your cash flow is on line there
is a lot al stake. Personally understanding the technology platlorm
just makes sense. well<lesigned [T governance arrangements ilis-
tribute I'T decision making to those respensible for oulcomes.

New Information Technologies Bombard Enterprises
with New Business Opportuiities

The rapid introduction of new technologies, including Web-based
services, mobile technologies, and enlerprise systems, creales stra-
tegic threals and opporlunities.? Witness the rise of mass Cus-
lomization and one-lo-one marketing resulting from technologies
capable of capturing customer information in a cost-effective and
roal-time fashion, The fact that information 1s so readily available,
however, means Lthat information assets decay nearly as rapidly as
they accumulate. For example, aggrepators like Yodalee—which
aggregate an individual's financial information from multiple
sites—posed a threal 1o financal services firms such as Citibank
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anid Vanguanl by attempting to intermediale their customer rela-
tlonships, linancial services firms responded within six months by
absorbing agoregator functionality into thelr own offerings. Many
lirms now held information about their customers’ entire inancial
harldings on their sites.

T respond so rapidly to the threat of aggregators, Citibank, Van-
guard, and other firms needed o flexible IT infrastructure. Infrastruc-
ture must halance the dual needs of cost effectiveness in meeting
current business requirements and the flexibility to support future
business needs. Foresight in establishing the right infrastructure at
the right tirme enables tapid implementation of new eleclronically
based business initiatives as well as consolidation and cost reduction
of current business processes. Inability to respond Lo technology-
induced market changes can threaten a Arm's survival, as retailers
such as Farnes & Noble and Tows “11Y Us learned in the late 1990s,
Foresight is more likely if an enterprise has formalized governance
processes for hanmonizing desirable behavioss and I'T principles,

1T Governance I's Critical to Organizational
Learning About IT Value

As a visiting CEO once remarked to our MBAD class, “IT invest-
ment is like adverlising, [ know half of it is well spent. I just don't
know which half.”

Lnlerprises have struggled to understand the value of their IT-
related initiatives because value cannot always be readily demon-
strated theough a traditional discounted cash flow analvsis, Value
results not anly from incremental process improvements but also
{rom the ability to respond to competitive pressures, As the aggre-
gater example demaonstrates, 1t can be diflicult 1o determine in
advance how much a new capability or additional information is
worth. Customers of Citibank and Vanguard value Lhe convenicnce
ol having all their inancial information in one place. Would they
be willing to pay separately Tor this service? Mot clear. Bul aggrega-
tion has become a prerequisite to doing business as a full-service
fAnancial services company. Citibank and Vanguard can more likely
attach a walue Lo the inlormation after it has become available and
they learnn more about their customers and how they can ethically
use this information. Lflective governance creates mechanisms
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through which enterprises cun debate potential value and formal-
irze their learning,

Governance also (acilitates learning by formalizing exception
processes. Enterprises often learn through exceptions—where a dif-
lerent approach from standard practice is used for good reasons, Lf-
fective governance makes learning via exceptions explicit and shares
any new practices across the enterprise if appropriate. Enterprises in
our study reported that 50 percent of new systems involved ERCE]-
tions to their enterprises’ normal policies for architecture or invest-
ment. Just over half of the exceptions occurred through the formal
exception process, allowing enterprises to leamn and update their
policies. However, the rest of the exceptions occurred when rene-
gades made decisions independently to meet local needs, effectively
preventing systematic enterprise learning. These renegade decisions
result from poorly designed, pootly communicated governance ar-
rungernents that are not aligned with management incentives.

LT Value Depends on More Than Good Technology

[n recent years there have been spectacular failures of large 117 in-
vestments—major enterprise resource planning (ERF) svstems ini-
tHatives that were never completed, e-business initiatives that were
ill-conceived or poorly execated, and data-mining experiments
that generated plenty of data but few valuable leads. Some esti-
mates place IT failure rates at over 70 percent of all IT projects.
Although some failures result from technical plitches, most TEPIC-
sent the inability of organizations to adopt new processes that
apply new technologies effectively,

As IT implementations enable increasing standardization and in-
legration of business processes, the roles of technologists and busi-
ness leaders become increasingly intertwined. [1 decision making
necessarily becomes joint decision making. When senior managers
abddicate to 1T executives responsibility for TT success, disaster often
ensues.™ Successtul irms not only make better 1T decisions, they
also have better IT decision-making processes. Specilically, success-
[ul firms involve the right people in the process. Having the right
people involved in 1T decision making vields both more strategic
applications and grealer buy-in. These more involved people then
produce belter implementations,

T
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Seaior Management Has Limited Bandwidth

Senior management does not have the bandwidth to consider all
the requests for IT investments that occur in a large enterprise et
alene to get invelved in the many other IT-related decisions. If sen-
lor managers attempt to make too many decisions, they become a
bottleneck. But decisions throughout the enterprise should be con-
sistenl with the direction in which senior management is taking
the organization. Carefully designed [T governance provides a
clear, transparent I decision-making process that leads to consis-
tent behavior linked back to the senior management vision while
EIMPOWEring evervone's creativity,

Leading Enterprises Govern [T Differently

Top-perlorming firms, in our study, did not follow the most com-
mon governance patterns, Instead, leading performers on a par-

ticular financial metric had specific governance patterns that en- _
couraged their unique combination of desirable behaviors, For

example, lirms leading on revenue growth had more decentralized
governance arrangements designed to promote Ccustomer 1espoi-
siveness and fast innovation. In contrast, firms leading on profit
had much more centralized governance arrangerents designed to
promaote sharing and reuse and asset utilization. Top performing
firms balancing multiple performance goals had governance mod-
els that blended centralized and decentralized decision making,
All top performers’ governance had one aspect in common. Their
governance made fransparent the tensions around 1T decisions
such as standardization versus innovation. We will explore the -
ernance design implications of these patterns in more detail in
chapter 5.

How Effective IT Governance Impacts IT Value:
A Case Study of UPS

United Parcel Service (UPS) illustrates how an enterprise can trans-
form 1T from a strategic liability to a strategic advantage through
effective 11" governance.® When Oz Nelson became CEO of UPS in
1986, he was concerned aboul the firm’s competitiveness given its
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existing technology competence, His 10 iescribed the concern

as [ollows: “The strength of Federal Lixpress's tracking system and

the things they were duing with technology were eroding what lit-
tle share of the market UPS had in air services, The UPS board was
immensely concerned that Federal Express would not only Lake the
air business away but also start doing daily ground business. The
board also saw the profitability of the air business and saicd, “We
just can’t continue as we are. We [must] put a lot of money into
technology. s

Under Nelson's leadership, senior mana pement invested $11
billiom over ten vears to build a state-of-the-art data center, hire
technical experts, create a global network, develop sharable data-
bases, implement enterprisewide applications, and consteuct a re-
dundant operations environment to prolect against disaster. But
UPS invested more than money: it invested management tme and
altention to target spending at key business objectives and to gen-
erate benelits from the investments, While creating its new systems
environment, UPS designed and im plemented IT governance pro-
cesses that ensured effective IT-related decisions.

UFS's IT governance had its roots in a senior management IT
steering Committee, which established the role of I at UPS and ap-
proved key investment decisions, The IT Steering Comimittes marn-
dated the firm’s highly centralized and standardized [T ENvironmernt
to ensure reliability, cost effectiveness, consistent customer service,
and easy access for customers to their package dala. These principles
have consistently guided other key IT decisions at UPS. For exarmple,
UPS's IT Governance Committee (a team of top 1T leaders) enforces
Steering Committes mandates related to the design, implementa-
tiom, and management of the IT architecture. The CIO—a member
of the IT Steering Committee—heads (he Governance Committee,
The Governance Comumnittee is responsible for enforcing architec-
tural standards, bul members of the committec also work to ensure
that UPS's commitment to standards does not unintentionally re-
strick the firm’s flexibility, This flexibility has become increasingly
Important as the firm has diversified into businesses [ike supply
chain financing and service parls logistics, which have different
technology needs from the package delivery business,

But the Governance Committee represents only one step in
the debates about technology standards. The Lop IT architect—whieo
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reports to the CIO and is also a member of the Governance Corn-
mittee—heads a Standards Committee of key technologists who
determine when specific standards have become obsolete or cannol
meet the requirements of a specific application. This committee
handles most of the daily negotiations on standards, but it refers
decisions to the Governance Committee when mernbers belicve
that a standards decision has implications beyond the application
in question. Similarly, in cases where the Governance Comnitlee
belicves that a standards decision will have long-term strategic im-
plications for the firm, the C10 can refer the decision to the [T
Steering Committee. The objective is to gain the benefits of stan-
dardization without stifling business opportunities,

while IT-only committees shepherd architecture and standards
decisions, business leaders take responsibility for identifving IT
priorities. UPS's executive team has defined the firm's four cross-
functional core processes, CUSLOMET relationship management, cus-
tomer information management, package management, and prod-
uct management, A senior executive heads each core process and
has full-lime staff responsible for designing subprocesses ard iden-
titying 1T requirernents. Anvone in the firm can submit a project
charter to a process team, The project charter spells out the ox-
pected costs and benefits of a potential project. The process teams
review the charters and refer their highest priority projects Lo the
Steering Comimitlee,

These multiple 1 governance mechanisms continueusly align
Irelated behaviors with corporate strategy at UFS. In the mid-
19905 existing governance mechanisms helped key managers rec
ogmize the importance of the laternet Lo UPS's business, Conse-
guently, UPS benefiled quickly from its e-business initiatives, The
firm continues Lo aggressively pursue e-business opportunities, cut-
ting operating costs and enhancing customer services, [T gover-
nance first helped the firm survive a competitive threat. Now, UIY's
povernance mechanisms position 1T as a stralegic weapor.

How IT Governance Simultaneously
Empowers and Controls

As the UDPS case illustrates, making TT a compelitive asset requires
senior management leadership, UPS's IT governance structures cres
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ate strategic control at the top of the firm while empowering deci-
sion making at multiple organizational levels. Senior management
makes [T governance transparent so that everyone understands and
follows the process for proposing, implementing, and using IT.
Consequently, UPS can consistently generate desirable behaviors
regarding the management and use of [T in the firm, and it shows
in the firm’s bottom-line performance.

In Figure 1-4, we show UPS's governance arrangements in a
simple version of the Governance Arrangements Matrix. UPS has
thoughtfully designed I'T governance to be transparent to all execu-
tives through its tour coordinated governance mechanisms: (a) the
IT Steering Committee, which vests strategic decisions in [our top
executives, (b the IT Governance Comimittee, which places archi-
tecture decisions in the hands of top [T executives, (¢} the formal
“charter” process, which winnows down the entire enterprise’s [T
project proposals to those best aligned with strategic objectives,
and {d) the referral process for handling exceplions to standards at
the appropriate organizational level. Knowing what decisions are
made by others and what decisions are under their own responsi-
bility enables managers to make decisions that resull in desirable
behavior as defined at LIPS,

FIGURE 1-4

IT Governance at UPS
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Governance: Call to Action

Information has always been Important in business enterprises, but
with recent technological developments, the role and value of
information has changed significantly in recent years. Inlormation

» isincreasingly easy to collect and digitize

e has increasing importance in products and services

s is verv hard to value or price

» has a decreasing hali-life

= has increasing risk exposure (e.g., securily and privacy)
= isasignificant expense in most enterprises

These factors together make information and IT the least un-
derstood and most poorly utilized key asset in many enterprises.

This book provides an overview and framework for IT gowver-
nance, a critical management issue for enterprises concerned with
the value they receive from IT. The concept of IT governance has
existed for almost as long as computers have been in businesses,
but widespread interest and concern is fairly new—resulting [rom
recent business trends such as e-business, globalization, Y2K, busi-
ness process reengineering, business continuance, and transparency
in corporate reporting. In the worst case, probably true in almost all
enterprises somewhere, these trends resulted in knee-jerk and un-
sound IT decision making with no accountability. Little field-based
research on 1T governance and few publications help managers un-
derstand the issues involved in designing elfective governance
structures and processes,

Recall the study that found enterprises with superior corporate
governance to be more highly valued in the market, We found a
similar pattern of higher financial performance for enterprises with
better [T governance, Thus, we believe a performance premiu
awaits senior managers who can implement I'T governance appro-
priate to their particular combination of strategy, desitable behav-
ior, and corporate governance, The scnior managers that accept
that responsibility first will gain the premium—the followers will
just play catch-up. This book should help senior managers achieve
that premium. We unleashed the “killer app” in the 19905, Now we
must govern the apps that are killing us.
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Goals and Owverview of the Boolk

This book proposes an approach to systematically planning [T
input and decision rights in key IT decisions. The model relies on
two tools: the Governance Arrangements Matrix (higure 1-2) and
the Governance Design Framework (figure 1-3). These two tools
apply our political governance archetypes (monarchy, fendal, fed-
eral, duopoly, and anarchy) for each decision and identify a coher-
ent set of formal governance mechanisms for implementation (for
example, committees, approval processes, relationships, and orga-
nizational structures), We illustrate the approach with examples
from a number of leading cnterprises (State Strect Corporation,
Delta Air Lines, DBS Bank in Singapore, DuPont, UNICEE, and the
Metropolitan Police Service-Scotland Yard in the United Kingdom)
and explore how their governance patterns evolved to become a
strategic tool,

This book is designed for all executives in all types of enter-
prises struggling to generate additional value from [T, Executive
readers will Qnish the book wilth specific ideas for managoment
changes that will make a difference in the performance of their
enterprise. [T managers will (inish the book with a ramework, best
practices, and clear examples of how Lo work with their business
colleagues to improve their [T governance.

Chapters 2, 3, and 4 review the three questions governance
must address: (1) what decisions to make, (b) who should make the
decisions, and () how to make and monitor the decisions. Chapter
2 explores the five key [T decisions, After delineating the manage-
ment issues associated with each decision, this chapter raises the
question of who should be making each decision in your enter-
prise. A case on Delta Air Lines demonstrates the interrelationships
of the five IT decisions.

Chapter 3 discusses who should make I'T decisions. This chapter
explores common governance patterns using the Governance Ar-
rangements Matrix, The discussion describes how common T gov-
emnance patterns limit the value generated from I'L The chapter
reveals how governance differs across the five decision domains.
Case studics of DuPont, DBS Bank, and Molorola describe the ap-
proaches of three leading firms Lo aligning governance with busi-
ness nbjectives.
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Chapter 4 discusses how decisions are made and monitored
by focusing on the formal mechanisms enterprises deploy to im-
plement governance. The chapter reviews the benefits and risks of
the most popular mechanisms. Examples of governance mecha-
nisms used by Carlson Companies and other leading enterprises
describe how well-implemented mechanisms can encourage desir-
able behavior,

Chaplers 5 and 6 discuss the relationship between 1T gover-
nance and business strategy and how IT governance influences
enterprise outcomes, Chapter 5 shows how top-performing enter-
prises govern differently from the typical enterprise and from each
other, We contrast the governance arrangements of exceptional
cnterprises in the arcas ol: governance performance, profitability,
revenue growth, and enterprisewide asset utilization, using the
Governance Arrangements Matrix,

Chapter 4 discusses how enterprises can use the Governance
Design Framework to design and assess governance, This chapter

identifies the range of strategic objectives enterprises pursue, such

as specific value disciplines, and describes how enterprises harmo-
nize individual [T decisions and how governance changes to reflect
strategic business changes. The chapter also discusses how gover-
nance addresses ducling requirements for business unit autonomy
and synergy. The State Street Corporation case study provides an
example of how new strategic objectives lead to a new governance
approacl,

Chapter 7 focuses on the unique environments of not-for-
profit and government enterprises. Although research findings
reported in this book generally apply to both for-profit and not-
[or-profit enterprises, the not-for-profit sector has unique objectives
that necessarily affect governance. We explore those issues through
case studies of the Metropolitan Police Service-Scotland Yard and
UNICEE

Chapter & wraps up the key points of the book with a list of
symploms of poor governance that would warrant urgent action.
We follow wilh a list of ten management principles for effective 1T
governance. We also discuss how incentives and reward systems
affect IT governance desipgn and performance.

Five Key IT Decisions:
Making IT a Strategic Asset

The significant problems we face cannot be solved
by the same level of thinking that created them,

~Albart Efnstoin

THE DIFFERENCE between management and governance is like
the difference between a soccer team running harder and practicing
longer and the team stepping back to analyze ils compesition and
game stralegy. An analysis may reveal that the team needs 1o acd
coaches or allocate different decision-making responsibilities #mnong
the team leaders, Similarly, extracting greater value from 1T is rarely
a matter of just working harder or longer, Achieving more value
may require involving different people in 1T decisions, designing
new ways of making IT-related decisions, or developing new tech-
nigues for implementing IT decisions. Managers make hundreds of
decisinns per week—some after careful analysis and others as part
nf the daily frenetic activity. Governance design and analysis re-
quires stepping back from dav-to-day decision making, taking Ein-
stein’s advice and [ocusing on identifving the fundamental deci-
sions to be made and who is best positioned to make them.

As noted in chapter 1, eilective governance addresses Lhree
QUEELLOTIS:
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= Whal decisions must be made?
= Who should make these decisions?

* low will we make and monitor these decisions?

This chapter focuses on the first question: What decisions?
Alter reviewing the five decisions that must be made, we discuss the
governance issues that enterprises face—not to describe how to
make each decision but to identify the dimensions of these deci-
sions and the key Issues to consider when designing [T gover-
nance.! As you read this chapter, ask yourself, Who is making cach
of these decisions in my enterprise, and how qualified are they to
do sof Also ask, How are we measuring and monitoring decision-
making performance and business value?

What Decisions Must Be Made?

Every enterprise must address five interrelated I'1' decisions: IT prin-
ciples, [T architecture, IT infrastructure, business application needs,
and IT investment and prioritization. Figure 2-1 arranges these de-
cisions Lo emphasize Lheir critical interconnections. Principles deci-
sions sit atop the framework because decisions on 1T principles—by
clarifying enterprise objectives for IT—establish the direction for all
other decisions. If principles are not clear, it is unlikely that the
other decisions will coalesce meaningfully. IT architecture decisions
translate IT principles into requirements for integration and stan-
dardization and then delineate a technical road map for providing
needed capabilities. IT investment and prioritization decisions mar-
shal resources to convert principles into systems.

Decisions on infrastructure and applications can flow “top
down” from the principles, the architecture, and the investment
criteria. In that case, the infrastructure creates needed IT capabili-
ties, and applications leverage the capabilities. Just as often, busi-
ness needs and opportunities identify the need for IT applications,
which “bubble up"” to create new infrastructure requirements. Ulti-
mately, investment decisions select and fund infrastructure and
application initiatives, which implement an architecture designed
to embody [T principles—and ultimately business principles,
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Decision 1: I'T Principles

Enterprises with clarity and locus generally produce better results
in any endeavor. Gaining above-industry-average business value
from IT is no exception. Study after study demonstrates that enter-
prises achieving superior business value from IT have 2 small -
ber of clearly articulated IT principles.? IT principles are a related set
of high-level statements about how IT is used in the business. Once
articulated, IT principles become part of the cnterprise’s man-
agement lexicon and can be discussed, debated, supported, over-
turned, and evolved, MeadWeslvaca, a large manufacturing firm
that produces paper, packaging, consumer and office products, and
specialty chemicals, provides an example of how a firm derived its
IT principles by articulating its expectations for I'T to support busi-
ness slrategy.’

To compete effectively in its target markets, MeadWestvaco
implemented an enterprise resource Manning (ERF) systern to cre-
ate efficiencies and a seamless supply chain. Following the ERP
implementation, MeadWestvaco management wanted to preserve
the efficiencies of the firm's more standardized business processes
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but at the same time support valuable diversity among business
units. Toward these objectives, management listed a number of
business principles:

1. Leverage economies of scale

2. Standardize processes and technologies wherever
appropriate

3. Commeon tools and business diversity (one ERP system)

4. Cost control and operational efficiency

5, Alignment and responsiveness to negotiated business
requirermnents

These business principles led to the following set of TT princi-
ples (which MeadWestvaco refers to as its IT governance zoals):

1. Benchmarked lowest total cost of ownership
Architectural integrity
Consistent, flexible infrastructure

Rapid deployment of new applications

o

Measured, improving, and communicated value and
resPOnSivencss

The hallmark of an effective set of IT principles is a clear Lrail
of evidence from the business to the IT management principles. For
MeadWestvaco, architectural integrity (IT principle 2) provides
for botlh standardized processes and technologies (business princi-
ple 2) and cost control and operational efficiency (business prln.-
ciple 4); rapid deployment of new applications (IT principle 4)
promotes alignment and responsiveness to negotiated business re-
quirements (business principle 5); a consistent, flexible infrastruc-
ture (IT principle 3) should enable all five business principles. Com-
bined, MeadWestvaco's business and IT principles provide clear
direction for using IT to enable business strategy.

IT principles can also be used as a tool for educating executives
about technology strategy and investment decisions, Metlife cre-
ated a set of seven IT principles to “establish a shared understand-
ing of strategic IT direction and to guide tactical decisions.”™ Mel-
Life's IT principles communicate MetLife's 1T values and goals. The
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principles establish an enterprise position that “can be translated
into specific policies, standards and guidelines”:

L. Enable the business.

Ensure information integrity,

St

Create a cormmon customer view.,
Promole consistent architecture.

Utilize industry standards.

B Sh

Reuse before buy; buy before build,

7. Manage IT as an investment,

The chief technology officer at MetLife led a team to develop
these principles to help the growing number of non-IT managers
who needed to make IT-based decisions. The principles reflect the
importance of knowledge-sharing across the enterprise, and they
have led to increased awareness of how business value is achieved
from IT. Each principle is further articulated. For example, for prin-
ciple 7 about investment, “MetLife will manage IT and associated
processes as an investment portfolio, adopting new solutions when
cost effective and retiring existing technology that is no longer cost
effective or risk acceptable.” In the booklet used to articulate these
principles and educate managers, each principle is supported by a
rationale and a set of implications. For example, the implications
for principle 7 include “organizational responsibilities for review-
ing, managing, and maintaining the portfolio must be clearly de-
fined” and “a dynamic change management process . . . includes
the following stages: emerging, adopted/standard, rejected, exXCep-
tion, retired/sunset, and grandfathered,” :

[T principles should define desirable behavior for both 1T pro-
fessionals and IT users. For example, at MetLile, systems developers
and their business partners learn [rom principle & that MetLife in-
tends Lo reuse existing IT capabilities rather than buy new system
components. Developers understand that proposing to purchase a
system with capability similar to an existing systemn will demand
a strong justification. Business users learn to accept that their tech-
nology choices are limited.

In addition to I'T principles clarifying desirable behaviors, MetLife
and MeadWestvaco have specific principles guiding management
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choices. These principles are specific to individual firm strategies.

We suggest that detailed TT principles should clarify at least three
=]

expectations for 1 in an enterprise:

1. What is the enterprise’s desired operaling model?
2. How will IT support the desired operaling model?

3. How will 1L be funded?

The first two questions specify how an enterprise develops and
delivers products and services and clarify the parameters for [uture
infrastructure and applications decisions. Answers to these ques-
tions evolve to reflect organizational learning and new business
strategies. The third question determines the broad criteria for 1T
investment. Specifically, IT investinents can be funded centrally or
within business units, or some combination of the two approaches
can be applied. The funding model specilies whether enlqte_rprim:-
wide priorities or business unit priorities take precedence in inwvest-
ment decisions. .

Tn our expetience, few enterprises provide this kind of clz}pfy
through their [T principles. Given that principles pmvidu_: the dn'm_:-
vion far all IT decisions, equivocating on principles limits the efll-
cacy of the other lour decisions.

Decision 2: I'T Architecture

By clatifying how TT supporls business principles, IT principles
state—i mplicitly or explicitly—the requirernents for process 5;;11.1-
durdization and integration in an enterprise. The IT architecture is
the aryanizing logic for data, applications, and infrastructire, L‘.ceptr{r'ed
in a set of policies, relationships, and technical choices fo achieve t'-r{:’SIJ'E:f
business and technical standardization and infegration. BY providing a
road map for infrastructure and applications {and cunﬁcquljen.tiy
investment decisions), architecture decisions are pivotal to effective
[T managemernt and use, o
Enterprises need an organizing logic for dala, applications, an.d1
infrastructure because integration and standardization shape 11
capabilities. Process integration allows multiple busir‘lcss.uniLs to
provide a single face to a customer 0f 1o mMove seamlessly [rom one

Five Kev 1T Decisions: Malking IT a Strategic Asset 31

function (for example, sales} Lo another {for example, service), The
kev Lo process integration from a technology perspective is data
standardization—providing a single definition and a single set of
characteristics to be captured with a data clement. As standardized
data are made available, business owners can effectively integrate
their processes. Thus, the architectural requirement is data stan-
dardization—no casy Lask. Data standardization must be planned,
This capability never happens by accident.

Process standardization is very different from process integra-
Lion. The key to process standardization is discipline—adherence to
a single, consistent wayv of doing things. Process standardization
provides predictability and efficiency, like the process of cooking
hamburgers at McDonald's, For knowledge work, process standardi-
zalion requires that all individuals performing the process use the
same svstem, Like data standardizalion, process stundardization
never happens by accident—it must be planned and explicitly im-
plemented by explaining and demonstrating the value over and
over again.

Process and data standardization are the defining characteris-
tics of enterprise architecture. Some enterprises need a great deal of
both process and data standardization, More diversified businesses
may have much less need [or standardization across organizational
entities, These more diversified enterprises may nonetheless benefit
from technical standardization. Technical standardization facilitates
commeon objectives such as cost-effective processing, negotiated
vendor agreements, and enterprisewide securily, Choices about
technical, data, and process standardization strongly influence IT
archilecture design.

MetLife's [T principles specily the need [or a commaon customer
vicw—a data standardization reguirement, In additien, Metlife
wants to ensure information integrity; use industry standards; and
reuse before buy, buy before build. Thess principles determined
Metlife's requirements for integration and standardizalion, form-
ing the basis [or Metlife's enterprise architecture. A simnplified ver-
sion of the enterprise architecture is shown in figure 2-2,

Because a common cuslemer view s Lthe key standardization
requirernent listed in MetLife's 1T principles, data is at the center of
its enterprise architecture. As an outgrowth of several large mergers,
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most of Mellife’s data is locked into IT applications. The integra-
ton hub pictured in the enterprise architeclure provides central-
ized access to data embedded in legacy applications. Together the
centralized data and the integration engine provide the common
customer view prescribed by the 1T principles. Stakeholders will
gain access to the data—typically the outputs of applications—
using a standardized portal architecture, shown on the left side of
the diagram,

MetLife’s IT architects use this drawing to communicate with
senior managers and business partners the underlying logic for IT
development at MetLife, The enterprise architeclure guides new
application development by explaining how IT will deliver on the
firm's 1T principles, For example, MetLife's enterprise architecture
embodies principles of reuse in its portal architecture—every appli-
cation will apply the same standards for output to stakeholders. In
addition to providing a common customer view, the centralized
data stores and integration engine enhance information integrily
by reducing redundancy. Thus, the enlerprise architecture trans-
tates IT principles into a clear vision of how IT will enable business
objectives,

Enterprise architectures capture the organizing logic in techni-
cal choices and policies. MetLife's enterprise architecture specifies
only one high-level technical choice (an industry standardi—ACORD
standarcs for data formats.* Most technical choices need not be
conveyed to senior managers. They will be elaborated at lower lev-
els of the architecture, MelLife's enterprise architecture elabarates
an important policy—sign-on, navigation, and related concerns
will be embedded in the portal rather than in applications, This
policy has important implications for how new applications will be
linked to existing applications.

A critical policy articulated by a high-level architecture is where
the shared infrastructure stops and applications begin, The MetLife
architecture shows that all applications share the channels, portal,
data stores, and integration engine. The presentation and business
logic applications are thus distinguished from infrastructure, Com-

municating where infrastructure stops and applications begin sim-
plifies future infrastructure and applications decisions and pro-
motes shared understanding of 1T capabilities in the enterprise,
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An enterprise architecture defines data and inltastructurs as a
stable platform supporting faster-changing applications. Business
needs change constantly, so enterprises must build flexibility into
their architectures, But applications need 4 base on which to build.
Shared infrastructure and data provide the base. At MetLile the
shared customer data and single-portal interface will support fulure
applications without limiting the firm's ability to offer rclated ser-
vices or seek new markets. Many manufacturing frms, in contrast,
implement ERDs, which establish a set of standardized manutactir-
ing and supply chain processes a3 the base for future applications.
As long as an enterprise does not change its fundamental mnission,
the infrastructure defined by its erterprise architechure shiould sup-
port its business applications. The distinction between infrastruc-
ture and applications thus allows enterprises to leverage eCOncies
of scale while retaining lexibility Lo respond to change.

Carrently, most enterprise architectures specify intrastructure,
data, and applications. Increasingly, architectures will specify com-
ponents. Components take an enterprise’s applications and irn-

frastructure and tum them into specified, reliable, and modular

services. For example, an insurance comparny might have an under-
writing component servicing multiple applications, while a mamni-
facturing firm might develop a pricing service for multiple ap-
plications. Component archilectires provide another layver of
standardization, helping enterprises achieve business objectives for
efficiency, ceonomies of scale, and reuse. Barly components tendd Lo
he enterprisewide infrastructurs services, like MetLife's single sign-
on. Ower time, enterprises will identify the shared, recurring appli-
cation needs of their processes andl create components awvailable to
all business units.

The ability to design and build a component-based architecture
will grow out of an eniterprise’s experience with specifying and then
implementing technical, data, and process standards. Some enter-
prises are mMoving rapidly toward component-based archilectures;
others have barely begun the journey.

Decision 3: 1T Infrastructitre

[T infrastructure is the foundation of planned T1 capability (both
technical and humar) available throughout the business as shared
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and reliable services and used by multiple applications.” Foresight
i establishing the right infrastructure at the Tight time enables
rapid implementation of Fulure electronically enabled business
ipitiatives as well as consolidation and cost reduction of current
hiusiness Processcs. Crverinvesting in infrastructure—0r worse, im-
plementing the wrang infrastriucture—results in wasted resources,
telays, and system incompatibilities with pusiness partners. How-
ever, underinvesting in infrastructure results in rushed implemen-
tations to meet business deadlines, islands of automation meeting
local needs without integration across the enterprise, and limited
sharing of resources, information, and expertise. Thus, the [oous
and timing of infrastructure nitiatives can have a significant m-
pact on the enterprise’s performance.

In the typical enterprise, infrastruciire accounts for about 53
percent of the total IT investment. Figure 2-3 shows the various ele-
ments of TT infrastructure. At the base of figure 2-3 arc the technol-
opy components, such as computers, printers, database soffware
packages, operaling systems, and scanters. These devices are Coml-
modities and readily available in the marketplace. The technology
components are converted into useful shared services by a human
[T infrastructure composed of knowledge, skills, standards, and
experience.

An enterprise’s infrastniciure services often include telecormn-
munication network services, provision and management of large-
scale computing (5uch as servers oI mainframes), management ol
shared customer databases, research and development expertise
aimed at identifying the usefulness of emerging technoelogies 1o the
business, and an enterprisewide intranet. These services can be pro-
vided internally or by OutsQUICELS cuch as TBM Gilobal Services,
Accenture, and Hewlett-Packard. An eriterprise’s internal infrasteod-
wre often links to external industry infrastructures such as bank
paviments systers and to public infrastructures such as the lnternet
and telecommunications networks.

The services notion of TT infrastructure is very powerful, as
managers can more readily value a service than a technical compa-
nent such as a server or software package. In addition, the service
of providing a fully maintained laptop computer with access 1o
all of the enterprise’s systems and the Internet can be specilied, mea-
sured, and controlled in a service-level agrecment. Perhaps most
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importantly, managers can price services in the marketplace for
COmMarison.

An increasing number of enterprises have an additional layer of
standard applications used by all business units. We refer o these
shared and standard applications as infrastructure applications.
They include enterprise systems such as ERPs, customer relation-
ship management systems (CRMs), and supply chain management
systems (SCMs) as well as functional systems supporting shared
services such as accounting, human resource management, and
budgeting, Infrastructure applications are more stable, changing
less with evolving business strategies than do the local applica-
tions. The local applications, which sit atop the infrastructure, rep-
resent the remainder of an enterprise’s [T portfolio. These applica-
tions change frequently—often every time there is a new product
ar service feature or when implementing strategic experiments in
response to sensing a markel opportunity.

An integrated 1T infrastructure combines all the enterprise’s
shared IT capability into a platform for clectronically conducted
business, An integrated infrastructure has ten capability clusters
{figure 2-4) with sets of services in cach cluster.”

An integrated infrastructure provides capability Lo the enter-
prise’s local IT applications, depicted by the four short rods near Lhe
top of the infrastructure in figure 2-4. The infrastructure connects
externally to business partners via agreed-upon standards, as illus-
trated at the bottom of figure 2-4. Business partners obtain elec-
Lronic access via infegrated electronic channels. Usually the channels
include all or some of a physical outlet (for example, a store ot
branch with a point-of-sale device), the Web, e-mail, physical mail
{scanned), interactive voice response, wireless devices such as cell
phones, kiosks, and a direct point-to-point connection (a private
network, for examplel, Tn most cases, enterprises try to make their
applications “channel independent,” meaning that consistent and
up-to-date data are available regardless of how a customer makes
contact.

All communications pass through a security ad risk capability,
which provides security through technologies (for example, fire-
i walls and encryption) and policies (remote access, 1use of pass-

words, and so or), as well as disaster planning and recovery, The
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glectronic interactions within the enterprise and with customers
and partners occur via the sel of compiunications services including
troadband, intranet, and workstation networks, Data mandgetnent
encompasses database management, middleware management, and
data exchange translations. Many 1T units are isolating in master
files enterpriscwide data on customers, products, and emplovees 5o
that critical data elements are accessible to individuals and applica-
tions as needed.

Closely aligned with data management are the enterprisewide
infrastructure applications that capture, update, and access enterprise
data. Operations and management of these applications constitutes
another set of infrastructure services. IT facilities management spans
the physical infrastructure layers described so far, providing ser-
vices such as large-scale processing, server farms, and a common
systemns development environment,
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The six preceding infrastructure capability clusters support the
physical elements of infrastructure. The remaining four clusters
are the management-oriented infrastructure capabilities. The IT
manugement services coordinate the integrated enterprise infra-
structure and manage relationships with the business units. Typl-
cally the management services include 15 planning, project man-
agement, service-level agrecments, and negotiations with vendors
and outsourcers. The [T architecture and standards infrastructure
services provide the migration plan for the detailed technical stan-
dards underlying the enterprise architecture. Architecture services
include monitaring the effectiveness of the enterprise’s standards
and identifving when those standards are outdated or too costly to
support, IT education and training includes training in the use of the
enterprise’s specific technologies and systems as well as gereral
management education about how Lo envision, invest in, and use
IT to create business value. [1 reserch and developrent includes
the enterprise’s efforts in looking for new ways o use IT to create
business value and to assess new technologies. R&D sits at the
intersectinn of IT management and 1T architecture services be-
cause R&D links development of standards to the needs of the
business. Infrastructure capability is difficult to create because it is
a complex fusion of technology and human assets. These capabili-
ties reguire long lead times to develop and can therefore be a
source of competitive advantage. Enterprises with greater inlra-
structure capability have faster times to market, higher growih
rates, and more sales from new products but lower short-term
profitability, In that sense, building a strong infrastructure is like
purchasing an option.® If leveraged elfectively through the imple-
mentation of new business applications, inlrastoucture can gener-
ate improved financial performance; otherwise, it will prove an
unnecessary cosk.

A superior IT infrastructure contains an integrated set of ser-
vices in each of the ten capability clusters consistent with the enter-
prise’s strategic direction. Enterprises that manage infrastructure as
an assel and invest carcfully each and every year typically perform
better than enterprises that take 4 “big bang” approach to IT infra-
structure, UPS, for example, has an infrastructure renewal stralegy
to balance infrastructure investment over tme:



40 T GOVERWNAMCE

D the infrastructure | know that we must hite this off and do
same each year. You can put things off, but eventually you're going
toget caught, So | oy to make sure funds are available to refresh

comtinually, which is not a real popular thing.

e Lacy, OO, LIPS

Individual 1T infrastructure services can be located at an enter-
prisewide or business unit level, Many enterprises are shifting busi-
ness unit infrastructure capability to enterprise level to achieve
business objectives such as a single point of customer contact or
economies of scale, Determining where to locate infrastructure see-
vices, how to price services, when to uplate services, and whether
tor outsource services are key infrastructure decisions, Getting infra-
struclure right means providing cost-clfective services that position
the enterprise for rapid adoption of new business applications.

Decision 4: Business Applications Needs

Although all five IT decisions are concerned with the business value
of IT, it is decisions about specific business needs that directly gen-
erate value, Even as Schwab, Amazon.com, Ciscn, and others dem-
onstrate the potential benefits of strategic IT applications, spectacu-
lar fallures of large systerns implementations at companies like
Hershey, Whidlpool, and Allied Waste serve as reminders that defin-
ing and delivering value through business applications remains a
significant organizational challenge.®

Identification of business needs for 11" applications often has
two conflicting objectives—creativily and discipline. Creativity is
about identifying new and more effective wavs to deliver customer
value using IT. Creativity involves identifying business applications
that support strategic business objectives and facilitate business
experiments. Discipline is about architectural integrity—ensuring
that applicalions leverage and build out the en terprise architecture
rather than undermine architectural principles. Discipline is also
about focus—committing the necessary resources to achicve rroj-
ecl and business goals. We will discuss the management decisions
that lead Lo creative, disciplined business applications.
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Fostering Creative Solulions

Finite rescurces—including 1T skills, managemenl attention,
and business unit personnel—demand thal new IT applications not
only meel a minimum ROI test; thev must contribute stralegic
vilue to the enterprise. At most enterprises, strategic applications
[ocus on core processes, In large enterprises, core processes oflen
span multiple functions and business units. For exam ple, Partners
Healthcare, a Boston-based umbrella organization of major hospi-
tals and local clinics, is developing a Longitudinal Medical Record
iLME) system. Introduced in 1998, the LMR supports Partners’ dual
massions of medical rescarch and practice, LMR requires physicians
Lo enter electronically, in a standard format, all diagnosis and treat-
ment information so the system can highlight key facts far phiwsi-
clans examining the patient in the future, The device also stores
data on treatments and outcomes to facilitate research and inform
future practice, The LMR is a strategic svstem for Partners,

Similarly, manufacturing firms continue to invest in LEPs to
enable operating efficiencies and seamless supply chains. Financial
services firms are implementing customer relationship manage-
ment systems to enalble a single view of the customer. Retail firms
are integrating back-end processes to support their online stores
and point-of-sale systems, These systems are all intended to Fun-
damentally improve enterprises’ business processes. Value results
from their ability to change how the enlerprise does business, Deci-
sions about business application needs involve identifying core
processes and determining what process and system changes can
deliver significant benefits to the enterprise. Successful strategic
system implementations demand business leaders with the vision
Lo define and implement the change.

[ addition to reinforcing the enterprise’s core processes, deci-
stons alout business application needs are im portant for respornd-
ing o markel changes. Enterprises need a constant flow of experi-
ments 1o seize new market opportunities and avoid obsolescence,
Some experiments will develop into strategic svstems; others will
fold quickly, The flow of experiments generates creative EMETEY aTicl
continually alerts managers to changing market conditions so thal
they can identify the next hig thing.
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The development of UPSs DIAD, the device that collects elec-
Lronic signatures, is an example of how experiments can evolve
into strategic systems. The initial objective ol the DIAD was simply
to provide a printed delivery record Lo replace the driver's hand-
written delivery record. Version 1 of the DIAD delivered the in-
tended functionality, but its value was limited because, although it
delivered the printed record, it slowed the delivery process. How-
ever, the experiment revealed the potential of the DIAD to save
drivers tfime and collect real-time data for other customer services.
The DIAD ultimately saved each of more than ffty thousand UP3
drivers about a hall hour at the end of the day by accumulaling
information on each driver's deliverics. Subsequent versions of the
[2IADY lied inlo the continuously improving UPS tracking s¥stems,
eventually making the device a strategic platform for new customer
SEIVices,

Identifving business experiments that have the potential Lo be-
come strategically important may be more an art than a science.
Enterprises such as Fidelity have created incubators and usability
labs to test new technologies and Lo pilol new concepts, Since somes
experiments will necessarily fail, enterprises need approaches to
identifying, funding, and assessing experiments so that they can
sustain a constant dow of creative jdeas but back out of unsuccess-
ful projects before they have invested large amounts of money.

Disciplined Execution

Creative solutions can generate interesting technical challenges,
particularly when enterprises purchase vendor packages intended
to meet their needs. Traditionally, enterprises—and their [T units—
were reluctant to establish fechnical standards that might limit
business functionality. Increasingly, however, managers have found
that B0 percent solutions can offer significant business value while
reducing technical risks and project costs. Successful enterprises
consistently demonstrate a willingness to sacrifice functionality o
sustain architectural integeity. The CLO at MeadWestvaco described
the model: “The role of my chief technology officer is to, in effect,
oversee the architecture and to ensure that the architecture over
time cvolves to achieve our desired results, The default condition is
you must choose applications thal fit within the context of our

Five Toey T Drecisions: Making [T a Strategic Assel 43

architecture. IF it's a compelling application, go lind one that waorks
with this, We'll have a conversation if vou can’t find one.”

O course, every enterprise encounters strategic business oppor-
Lunities that challenge the architecture, Often the challenge helps
tir estahlish when an architectural design or technical standard has
become outdated. Thus decision malkers must recognize when archi-
tecture sensibly limits business application choices and when new
business opportunities should lead o new architectures or changes
in technology standirds.

Suslaining architectural integrity, howewver, is not just a matter
of monitoring the adoeption of technical standards by individaal
projects. Large enterprises undertake hundreds of projects simulta-
neously. An enterprise’s project portfolic invarably has multiple
projects with similar or overlapping requirements. For example, a
number of business units might simultaneously develop appli-
cations with requiremnents for tracking customer interactions, for
managing the flow ol documenls associated with a process, oo
for computer telephony integration ithe ability of a call center repre-
sentative to view a Web page in use by a customer). The archilec-
ture of an enterprise may not address these new capabilities, so 4 set
ol applications can result in mulliple disparate solutions Lo Lthe
same problem. Most firms have struggled to manage overlapping
system requirements, and the net eflect has been redundant capa-
bilities, wasted resources, and slow times to market,

Sustaining architectural integrity thus demands coordinating
the architectural demands of an enterprise’s project portfolio, TUSAA,
a diversified inancial services firm, has designed this coordination
responsibility into its Enterprise Business Operations unit, which
reports to the CEO. This unit works with [T architects Lo idenlify
common nesds actoss the frm's several bundred business unit and
enterprisewide projects. Bach [T architect accepls responsibility for
defining architecture components that can be shared by multiple
peojects. The enterprise archilecture unit within I'T commits to
specifving standard products to address new capabilities by a speci-
fied date. Projects are then scheduled based on availability of needed
infrastructure and business process components,

Specifying the functionality and architectural requirements
of an IT project is only the first step in generating value from IT,
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Fusiness value results from the organizational changes that [T
coables. Thus business application decisions also involve assigning
aveountability for the organizational change associated with an IT
projecl. Al Partners, for example, physicians “owning” responsi-
hility for generating value from the Longitudinal Medical Kecord
invesl personal resources to use the system, provide constant feed-
back on its features, and encourage colleagues Lo sign on o the
project.

The organizational changes associated with many systems are
wrenching, They not onlv require that individuals change their
habits, they typically require a new understanding of organiza-
tional processes. Changing compensation structures is often a re-
quirement for motivating new behavior, but changing compen-
sation is not enough. Umplovees implementing change must
understand the new processes. They may need both training and
structural support, Change management is a difficult challenge in
environments where change is conslanl. New systems and pro-
cesses may confuse rather than support emplovees regardless of
their commilmenl Lo organizational objectives. Kev processes in
enterprises are often receiving multiple "hxes” at one time. To en-
sure thal an enlerprise and its people can absorb ongoing change,
many enterprises have organized their projects into a Anite set of
programs, Typically, programs consist of all projects related to a
major process initiative such as custormner relations, I‘.ur{:nduf_‘t de-
velopment, or Anancial management. Programs are headed by
high-level managers who coordinate the system features, timing,
training, and change management requirements of each project.
Program managers are accountable for ensuring that new systems
have the intended combined effect on the enterprise and that re-
sources are used effectively.

Business application needs decisions require reconciling com-
plex change and npposing organizational [orces. Managers respon-
sible for defining requirements must distinguish core process re-
quirements [rom nonessentials and know when te live within
architectural constraints. They must design experiments knowing
that actual benefits could be different from anticipated henefits—or
if there are no benefits, they must pull the plug. Most importantly,
they must know how to design organizational change and then
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make it happen. Business application needs decisions require cre-
ative thinkers and disciplined project managers and are probably
the least mature of the five 1T decisions.

Decision 5: IT Investment and Priovitization

A leader of a §15 billion retail enterprise told us, “IT investments
are like any other investment. ¥You must make a decent return or
you go bust, It just happens faster with T The IT investment deci-
sion 1s elten the most visible and controversial of the five key I'1
decisions. Some projects are approved, others are bounced, and the
rest enter the organizational equivalent of suspended animation
with the dreaded request from the decision makers to “redo the
business case” or “provide more information.” Enterprises that get
superior value from 1T focus their investments on their strategic
priorities, cognizant of the distinction between “must have” and
"nice te have” 1T capabilities.

IT imvestment decisions address three dilemmas: {a) how much
to spend, (b)) what to spend it on, and {c) how to reconcile the
needs of different constituencies. We will discuss cach of these
dilemmas, noting that [T governance is an invaluable tool for re-
solving differing views.

How Much to Spend

The I'T investrnent process must determine how much to spend
on IT. Given the uncertain returns on 1T spending, many execu-
tives wonder whether they are spending loo much—or perhaps
cven too little. They often look to industry benchmarks as a way
of determining appropriate spending levels. But in the successful
companies we have studied, benchmarks are only a starting point.
senior managers focus on the strategic role that IT plavs in the
organization and establish an enterprisewide funding level that will
enable technology to fulfill its objective,

UPSs and Federal Express provide a useful example of why
benchimarks are only the starting point. Both companies report
spending around $1 billien on IT each vear, bul FedFx, which has
annual revenues of around $20 billion, is two thirds the size of UPS,
The different spending levels reflect different strategic roles for [T,
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The UPS IT strategy, which evolved from industrial enginecring
roots, focuses on introducing efficiencies inte a business that de-
mands consistency and reliability. In contrast, FedEx relies on [T to
provide extraordinary responsiveness to unigue customer needs. OF
course, UPS also uses technology to meet the needs of individual
customers, and FedLx uses technology to provide consistent service
across customer segments. But the thrust of the two companies” 1T
and business strategies is different. Both are successiul because they
have malched their spending levels to their strategies,

Hew to Allocate IT Dallars: 1T Investment Portfolio

As with any investment portfelio, managing the [T portlolio
requires providers and consumers to agree on indicators of success.
Different strategic contexts lead to enterprises having different lev-
els of Il investment, different IT portfolios, and different indicators
of success, We found that enterprises with better returns from 1T
pay particular attention to these indicators. In these enterprises
gach year, as part of the investment process, business and I'l" man-
agemenl agree on the appropriate indicalors for the business value
of the portfolio.

As a commercial lens on 1T investments, many enterprises ind
it useful to think of an enterprise’s IT investments as a portfolio,
just as individual investors have porifolios of Anancial invest-
ments ! Portfolio management enalles decision makers to align
their portfolios with enlerprise strategy and balance risk and re-
turn. Just as personal investiment portfolios are reweighted as per-
somal goals change {for example, approaching retirement), [T port-
lolios are also reweighted as conditions change.

Implementing an [T portfolio management approach requires
the dollars for each project or budget line item to be classified into
categories reflecting business objectives, Grouping proposed invest-
ments by business objective enables management to select projects
that shape the portiolio Lo the enterprise’s strategy. Having data on
how an enterprise’s investments in each calegory have performed
historically helps make more informed future investrment deci-
sions—similar to knowing the histocical return of bonds versus
equities VorsUs properry.
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One approach to IT portfolio analysis lists four 1T assel classes,
each supporting a dillerent management objective: strategic (to
gain competitive advantage), informational (to provide informa-
ticny, transactional (Lo process transactions and cut costsh, and in-
frastructure (to provide shared services and integration).!! Classify-
ing the enterprise’s annual investments into these four categories
facilitates strategic analyvsis and raises questions about specific in-
vestment decisions. For example, in an cconomic downsurn, do we
really want to allocate 40 percent of this vear's IT investment to the
high-risk, high-return strategic asset class? Instead, should we re-
weight the portiolio toward the low-risk, solid-return transactional
investment asset class? Alternatively, can we afford to have another
vear of fow infrastructure investment?

Growing numbers of enterprises are using 1T portiolio ap-
proaches as part of their enterprisewide IT investment and prioriti-
zation process.'® These enterprises tailor the definition of the asset
classes to fit their specific business and develop metrics to help
assess the perlormance of their IT investments. The 1T portfolio
concepl assists managers n balancing and realigning their in-
vestments when Lhe enterprise’s strategy or the economic climate
changes. Comparisons of portlolios with industy benchmarks
facilitate a discussion on how well aligned an I portfolio is with
the strategy and allow managers Lo make more informed invest-
ment decisions relative to the competition. A powerful question to
ask is: Can we explain differences between our IT investment port-
[olio and the industry benchimark by our strategy? 1f the explana-
tion is credible, the portfolio is a good it 1f the explanation is ur-
convincing, the [T investment process is failing.

Risks are inherent in anyv business investment decision, and
senior executives are familiar with risk assessment, 1T investments
can expose firms to four kinds of risk: market, financial, organiza-
tiomal, and technical. Enterprises often have well-developed tem-
plates for 1T investment proposals that require the articulation of
each type of risk. [n addition, the portfolio of IT investments carries
rishk—nol unlike the risk of a portlolio of stocks, [ well selected, the
porttolio of IT investments, like that of individual stocks, can re-
duce averall risk to the owner,
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How to Reconcile Differing Needs—

Aligning IT Investment with Strategic Priorities

Probably the most important attribute of a successful 1T invest-
ment process is ensuring that the enterprise’s IT spending rellects
stralegic priorities. Investment processes must reconcile the de-
mands of individual business units as well as demands to meet
enterprisewide needs. Many enterprises value the independence of
their business units and support their efforts to invest in 1T accord-
ing to business unit strategy. Most enterprises also emphasize the
importance of enterprisewide efficiencies and even integration. En-
terprises that attempt to persuade independent business units to
fund shared infrastructure are likely to experience resistance. In-
stead, business leaders must articulate the enterprisewide objectives
of shared infrastructure and provide appropriate incentives for
business unit leaders to sacrifice business unit needs in favor of
enterprisewide needs,

The [T investment decision-making process can be used to im-
plement strategic change as illustrated al State Street Corporation.
Traditionally, [T investments at State Street involved some rela-
tively small funding of central services. Lach business then inde-
pendently assigrned additional funding based on business priorities.
A disadvanlage of this approach is that many similar initiatives
could be funded in different businesses. Recognizing this limita-
Lion, Stale Street’s senior leadership moved to enterprisewide TT
budget management to achieve a better return on [T investment.

In 2001, State Street’s Information Technology Executive Come
mittee (ITEC) assumed responsibility for combining IT investment
needs of individual businesses into an enterprisewide T budget.
The executives serving on the ITEC included the COO, the Chief
Asset Officer (CAQ), the CI0, and senior executives responsible for
State Street's various business units, In the fall, the leaders of each
business and the CIO identified key IT business and infrastructure
projects for the coming year and classified them according to their
contribution to the corporate growth targets and to the strategy of
each business. The resull of this analysis created an initial portfolio
of 2l 1T projects recommended for the coming year. The ITEC then
negotiated to create the optimal enterprisewide [T portlolio that
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met Lhe corporate growth targets within the nperating budget allo-
cated to IT. A member af the CLOYs stafl identified several advan-
tages of using the ITEC for budgeting compared with earlier IT in-
vestment committees, “The negotiation of an enterprisewide 1T
budget encourages value in the use of IT rather than focusing on
the needs of individual businesses. The business executives do fot
always appreciate the impact of enlerprisewide infrastruclure in-
vestment. By combining discussion of infrastructure investment
with these business initiatives they understand the value of making
that investment in enterprisewide infrastructure because theyre all
going to share in its use.”

IT investment and prinritization puts money 1o work, IF senicr
ma_na,gement has not clarified or communicated eniterprise strategy
or if strategy changes so [requently that it isn't worth Investing in
today's strategy, the IT investment process will break down. No
framework or analysis can substitute for clear strategic direction.
When the investment committee understands its business objec-
Lives, it can invest [T dollars to generate a significant return,

The five IT decisions we've discussed in this chapter cannot be
isolated from one another. If governance is well designed, the deci-
sions reinforce one another ensuring strategic objectives are suc-
vesslully addressed. In the next section, we describe an IT-cnabled
transformation al Delta Air Lines. This case study provides an ex-
ample of how one firm designed governance to consider the inter-
actions of all five I'T decisions.

Case Study:
Making IT Decisions at Delta Air Lines

When Leo Mullin became CEO of Delia Air Lines in 1997, he took
over the third largest 1.8, airline in terms of revenues and [rasscn-
ger miles and the largest U.S. airline in terms of number of de-
Fartures and passengers enplaned. Delta had 84,000 employees 1y-
ing approximately 117 million customers to 45 stales within the
United States and 44 citics in 28 countries throughout the wiorld. ™

Mullin found that Delta’s 1T capability, which had been out-
sourced in the early 1990s, was functionally oriented, Fach of Lhe
firm'’s approximately seventeen functional units was developing
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and supporting systems in dsolation from the rest of the firm.
Mullin asked Charlie Feld, former C1O at Frito-Lay and Burlington
Morthern, to assess the IT capability at Delta, Teld reported that
people at Delta could not obtain basic information from their
systems. Given the nature of the airline business, the functional
orientation of the firm's information systems was limiting the
ability of employees to do their jobs, When a fight was delaved
or changed for any reason, customer-facing employees could not
always determine the whereabouts of planes, passengers, or bags.
According to Feld:

The reason they didn't know where anvihing was is thal the svs-
tems infrastzuctoce was so disconnected, There were thirty-five
custemer datahases, dozens of Hight databases. 1 a gate changed,
they wouldn't koow, The baggage handler would be standing
there at the old gate waiting for the plane to show up. The passen-
gees would be standing in the concourse looking at the displays,
and they would have the wrong gate, Youw'd go inla the Crown
Hoom and there would be a different gate, And the poor gate
agent was standing there and they didn't have any idea, because il
was s disconnected froom the information in ceal time, The physi-
cal event of a gate change was not reflected in the electronic sys-

lem in a consistent, mely way,

Faced with imminent Y2K issues, Mullin persuaded Feld wo lake
on the role of CLO al Delta until January 1, 20000 Rather than sim-
ply fix the technology to survive Y2K, Mullin and Feld commitled
to restoring IT as a strategic ool at Delta. They engaged & small
team of senior executives—including the chief inancial olficer, the
executive vice president of customer service, and the head of airline
operations—to lead an organizational transformation built around
the assumption of real-time information.

The executive team, which came to be known as the [T Board,
teok responsibility for defining the role of IT in the firm, They
stated four principles:

* Adopt a process view of the firm.,
# Build & corporate infrastructure to support cross-lunctional
Processes.

Five Key IT Decisions: Making 1T a Stralegic Asset 31

= Build and leverage a standardized environment.,

= Facus on the customer,

Consistent with these principles, Feld worked with the Board to
create an enterprise architecture (fgure 2-51. First, the [T Board
specified the firm's core processes: (17 customer experience, (2) air-
line operations, (3) digital dashboard for revenue management,
and (4} wired workforce for administrative functions. Recopnizing
that they could not develop and implement IT suppaort for all four
Core processes at one time, the Board chose to fix flight operations
and customer experience, the two processes thal ran on the firm's
vutdated airport-based technologies.

Management defined the information requirements for these
twao core processes in terms of nine databases: location, schedule,
flight, maintenance, equipment, employee, aircralt, customer, and
ticket. A key component of the architecture was the Della Nervous
Systemn (DNS), a middleware environment that capiured and dis-
seminated data to employees and applications. The DNS used a
“publish and subscribe” approach—applications subscribe 1o be
notified whenever certain data items change so that employess
always have current data, and applications respond to chianges as
needed, Vicky Escarra, Executive Vice President for Customer Ser-
vice, explained:

The whole nation around the Delta Nervous System is if we had a
change in our operations control center—Ilet's say o canceloed
flight—with one or bwo entries, that informatinn wonld he prustied
into all of the operating and customer groups without an individ-
ual or twenty-five individuals having to actually access or send
that information, The mformation would come to the reserva-
tions call centers; it would go to the airports, - . the Crown Room
Clubs, . .. [and| customer PDAs, cell phones, beepers, even cus-
tomess’ laptops, giving them the information around the fact that
"Flight 222 from Washington 1o Atlanta has canceled, and we've
rebooked you on Flight 223 that leaves two hours from now.”

The enterprise architecture in figure 2-5 reflected the core pro-
cesses, the data driving those core processes, and the channels
delivering data to employees, customers, and business partners.
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Delta’s Enterprise Architecture
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From this architecture, 1T leaders could develop infrastructure
requirements. The key infrastructure requirement was highly cen-
tralized, standardized, secure data accessible toa broad set of stale-
helders through a wide variety ol channels. Delta TT leaders de-
signed channel management, communication, data, and security
services to mect these requirements.

Although the enterprise architecture did not detail the applica-
tions required to support the core processes, it identified the key
activities associated with both the customer experience and fight
operations. The IT Board established prioritics for application de-
velopment projects,

The focus on a few projects cnabled the enterprise to address
V2K concerns and fulfill their priorities for cuslomer service and
reliable operations. Senior Vice President and Chief Developrment
Officer Keith Halbert noted that the [T Board's leadership enabled
Delta to avert the Y2K crisis and incrementally address core process
improvements: “Through their teaching and through their re-
inforcement in their staff meetings and through their direction in
terms of prioritization, and maore importantly, when their teams
came through the back door to try to change their priorities, their
reinforcement of the plan really made a big difference.”

The enterprise architecture was only partly Bruilt out by January
1, 2000, but it was sufficient for surviving the ¥Y2K transition. CLEO
Mullin credited Delta’s infrastructure transformation with helping
the firm develop strong financials (relative Lo its compelitors). In a
few vears, Delta moved from last to first on key industry measures
such as on-time departures and l[ewest customer complaints. The
IT Board became a permanent fixture, responsible for speciiying
[T priorities. The Board invested simultaneously in infrastructure
and applications. Infrastructure investments supported the cross-
functional requirements of the core processes and provided a foun-
dation for future applications, Delta continues to invest in the
Delta Nervous System, which has proved a {lexible platlorm for
quickly implementing new strategic initiatives such as printing
boarding passes at home and proactively rerouling passengers from
delayed fights. Delta’s success resulted, in part, from a clear strate-
gic vision and from having the right people invalved in each of the
five key T decisions.
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Linking the Five IT Decisions ITinfrastructure Vet infrasiructure services are most criical to achissing the

The Delta experience underscores the interrelationships of the five
keyv [T decisions, Fach of the five decisions requires individual
attention, but none of them can be made in isolation. No wonder
IT governance is hared! But while all decisions require management

enterpriza’s strateyi

Hjacties?

Fnr_ean:h capability cluster, whal infrastruclure serices shou]
e imaizmented eaterprisewicde and what are e servica-level
raquirernenis of those servicas?

Mo should infrastructure services be oricacl?

What is the plan for keesing underlying technologies ug o date?

attention, a clearly articulated governance approach distributes the What infrastruclure services should be outsouncad?

decision-making process to persons best positioned to understanc - - _
Hsness What ara the markel and business process coparunities for new

the requirements—and their implications. In addition, formalizing application needs  business applications?

inputl 1o decisions through governance processes ensures critical
communication and feedback on these key IT decisions.

As a chapter summary and primer for governance design, we
composed a series of questions representative of each [T decision
(figure 2-6), Effectively answering these and similar questions is the
job of the people tasked with making the decisions as designated by
the governance design. Do you have the right people making these
decisions? Are they well equipped to deal with the tradeofl? In the
next chapter we discuss the optinns enterprises have for allocating
bioth decision rights and input responsibilities for each T decision,

FIGURE 2-&

Questions Key to Each IT Decision

What is the enterprise’s operating meacle?

IT principles
Whiat iz the role of IT in the Business?
Whiat are [T-desirable behaviors?
Hevee will IT ba funded?
IT architecture What are the cors business grocesses of the enterpriza? How are
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IT Governance
Archetypes for Allocating
Decision Rights

[N A RECENT SESS1ON of MIT Slean School of Management's
“IT for the Non-I'l Lxecutive” two-day program, one of the authors
asked the attendees whal words they would use to describe their
enterprise’s 1T governance. Following are some of the answers:

What IT governance?

Anarchy!

Nepends on the amount of money involved.

Let me ask my CIO,

The business units make all the strategic decisions.

Joint decision making between the business unit heads and
the central IT group.

Senior management lays down the law,

My 1T folks manage those things.

some of the attendees knew how they governed IT. Others did
not, The entire group was searching for a tool they could apply to
design governance for their enterprise and also use to learn from
other enterprises. Representing and analyzing decision rights is
critical to I governance. The purpose of this chapter is to provide a
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sef of archetypes and thus choices for IT decision rights, The chap-
ter uses these archetypes to describe how firms make IT decisions
and provides three cases of IT governance in growth-secking firms.

This chapter explores the guestion: Who should make gover-
nance decisions? We focus on “typical” patterns to examine the
variety of choices and rationales driving IT governance arrange-
ments. In chapter 4 we will describe the mechanisms enterprises
used to implement governance. In chapter 5 we will explore how
top-performing firms govern differently,

To understand how enterprises govern, we describe the gover-
nance arrangements of the 256 enterprises we surveyed. These en-
terprises were large, with an average of eight business units.! The
average enterprise invested 8 percent of its total expenses in [T and
employed 550 IT professionals. Ninety percent of the CIOs who
completed owr survey had enterprisewide responsibility for LT
Mearly half of the enterprises had highly autonomous business
units but designed governance arrangements to create or capitalize
on synergies across the business units, Most of the rest of the enter-
prises had less autonomous business units with significant synergy
among their business units,

Archetypes

We use political archetypes (monarchy, feudal, federal, duopaly,
anarchy) to describe the combinations of people who have either
decision rights or input o [T decisions. One of these six archetypes
ifigure 3-1) could describe how your enterprise makes one or maore of
the Ave key IT decisions or provides input to the decision makers.

Business Monarchy

[ a business monarchy, senior business executives make 1T deci-
sions affecting the entire enterprise. The IT investment process
state Street Corporation introduced in 2001, described in the previ-
ous chapter, is a business monarchy in action. At State Street the
CO0, the CAD, the CIO, and the senior executives leading the var-
ious business units make up an executive committee. The CIO par-
ticipates as an equal partner with the other Ieaders. The senior busi-
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FIGURE 3-1

IT Governance Archetypes

STYLE WHO HaS DECISION OR INPUT RIGHTS? T
Business A group of Bugingss exocutives or individual executives (i), Inr_';|u|-d|.=.5
Monarchy cammitiess of saniar business executives [may include GI0), Excludes

IT executives acting indepeandently,

IT Monarchy Individuals or groups of IT executives

Feudal Business unit lzaders, key pracass awners or thair delegates

Federal Celavel executives and business Sreups (e.g.. business units or processes):
S - . g 0
may alse includa |T axecutives as additional participants. Equivalent of the

central and state governments warking togethar

IT Duopoly IT executives and ene other group [2.0., Gl or business unit or process
leacars)
Anarchy Each individuzl user 2
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ness executives (the CxOds or Celevel executives) decide as a group.
Figure 3-2 lists the distinguishing characteristics of the different
govemmnance arrangements and how we classified the enterprises.

Typically, business monarchies rely on input for key decisions
from many sources. For example, the IT investment decisions at
enterprises such as State Street receive inpﬁt from (a} the CIO%
direct reports, (b) the IT leaders from the business units, () the en-
terprisewide IT budget management process, {d) service-level agree-
ments and chargeback, and () an activity-tracking system showing
all IT resources and how they are deployed.

I'T Monarchy

In an 1T monarchy, IT professionals make IT decisions. At UPS, for
example, the I'T Governance Committee, which consists of serior
I'T managers, makes the strategic decisions that affect [T architec-
ture. Many other enterprises, including State Street, have an Office
of IT Architecture that makes architecture decisions. Enterprises im-
plement IT monarchies in many different ways, often involving [T
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FIGURE 3-2

Key Players in IT Governance Archetypes
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professionals from both corporate teams and business units.
Dulont, for example, has an enterprise [T architecture group with
representatives from all regions, all strategic business units, and all
competency centers. This group proposes architecture “rules” Lo
the senior [T management team, consisting of the corporale CI0
and the CIOs of the largest business units. The senior [T manage-
ment team ensures the clarity of the rules and owns the enforce-
ment of architectural standards.

Feudal

The feudal model is based on the traditions of “merrie olde England”
where the princes and princesses or their designated knights make
their own decisions, optimizing their local needs. For IT governance
the feudal entity is typically the business unit, region, or function.®
Orverall in our study, the feudal model was not very cormmon because
most enterprises were looking for synergies across tsiness units. The
feudal model does not [acilitate enterprisewide decision making.
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Federal

The federal decision-making maodel has a long teadition in govern-
ment, Federal arrangements atlempt to balance the responsibililics
and accountability of multiple governing bodies, such as country
and states. Charles Handy, among others, has recently identi fied
the federal model’s utility in negotiating the interests of both the
central arganization (typically headguarters) and individual units.?
We defined the federal madel as coordinated decision making in-
volving both the center and the business units. Unit representatives
in a federal model could be either or both the unit leaders or busi-
ness process owners. Business unit and/or corporate IT leaders might
also be involved in federal governance as additional partiu‘.ibants.

The federal model is undoubtedly the most difficult archetype
for decision making because enterprise leaders have different con-
cerns from business unit leaders, Members of a federal organization
represent their own unique responsibilities. In addition, incentive
systerns nften focus managers on business unit rather than enter-
prise results. The impact of shared resources on business unit per-
formance—and specifically the transfer prices charged for the re-
sources—typically raises concerns about fairness. Enterprises in the
study often used federal models tor input to decisions, perhaps
hecause of fairness and representation issues,

in federal models, the biggest, most powerful business units
often get the most attention and have the most influence on de-
cisions. Consequently, smaller business units remain unsatisfied
and sometimes secede from the union to meet their own needs. En-
terprises enlisting federal governance structures usually rely on
management teams and executive commitiees o resolve inherent
conflicts.

IT Duopoly

The [T duopoly is a two-party arrangement where decisions repre-
sent a bilateral agreement between [T executives and one other
group.® The IT executives may be a central IT group or a tearm of
central and business unit IT organizations. The other group may be
Cx)s, business unit leaders or business process OWNEs, or groups
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of key system users (see figure 3-2). A duopoly differs from a federal
model in that a federal arrangement always has both corporate anid
local business representation, while a duopoly has one or the other
but not both and always includes IT professionals.

IT duopalies often take one of two forms: a "bicycle wheel” or a
T-shaped committee structure (figure 3-3). The bicycle wheel de-
scribes a duopoly invelving the central 1T group and the business
units. The IT group is at the hub and the business units are around
the rim. The spokes are the series of bilateral relationships between
the IT group and the various business units. Each business unit
gets individual attention along the spokes, bul the same hub sup-
purts the whele enterprise,

A duopoly involving the central IT group and the senior man-
agement team (the CxOs and the heads of the business units) is
often implemented by two overlapping committees, The execulive
comumittee (the horizontal part of the T) predominantly comprises
business managers. The vertical part of the T is an T committee
predominantly comprising technical managers. A small set of peo-

FIGURE &-3

Bicycle Wheel and T-Shaped IT Ducpolies
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ple participates on both committees to coordingte and ensure over-
lap. To improve coordination, the commitlees may meet on the

same day, say, the executive committes in the morning and the [T

committee in the afternoon, with some joint meeling time.

Owver a third of the 256 enterprises used duopolies to make deci-
sions in the three less-technical IT decision domains: [T principles,
business application needs, and 1T investment. Tiopolies also were
frequently used to provide input into architeclure and infrastruc-
ture decisions. The duopely archetype is popular partly because i in-
vilves only two decision-making parties—it can achieve many of
the objectives of a federal maodel using a simpler managementl struc-
ture. Simnilarly, duopolies have an advantage over feudal models in
that the central [T group is often one of the few groups that sees the
enferprise a5 4 whole and can look lor opportunities for sharing
and reuse, The I professionals can also manage adherence, cither
overlly or covertly, to the enterprise’s [T archilecture. Pruopolies
often rely on relationship managers or business unit CIOs to repre-
sent business unit needs. The IT group can have a series of duopo-
lies with different business units enabling more tailored decisions in
less time, These duopolies have the advantage of focusing directly
on the nesds of the business units, resulting in higher business unit
satisfaction, Bul dunpelies with business units can be expensive
and ineffective when organizationwide issues are being decided,

Anarchy

Lescribing the anarchy model always wings back memaories of one
author's undergraduate days when Artie the anarchist was a promi-
nent campus character. Artie railed against a number of the univer-
sity’s core principles—class altendance, grades, deadlines—but he
reserved his most vehement criticism for standards of any kind, All
enterprises have their Arties, and our own has more than its fair
sharel Within an anarchy, individuals or small groups make their
own decisions based only on their local needs, Anarchies are the
Pane of the existence of many IT groups and are expensive to
support and secure. Formally sanctioned anarchics were rare but
existed in our study and were supported where very rapid respon-
siveness to local or individual customer neesds was required.

S AT
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How the Typical Enterprise Governs I'T

We studied both who made each of the five decisions and who pro-
vided input to those decisions. We then categorized the enterprise’s
approach by archetype (see figure 3-2}. Figure 3-4 lists the percent-
ages of enterprises that used each governance archetype for each
decision. The percentages in each column add to 100 percent. The
darker shaded cells in figure 3-4 indicate the most common or typi-
cal governance patterns, with the shaded, bordered cells highlight-
ing the most common decision-making patterns.

The most common governance pattern allowed for broad-based
inputs with decision rights allocated to different groups depending
on the decision. For the three more business-oriented [T decisions
(principles, business application needs, and investment), more than

FIGURE 3-4

How Enterprises Govern
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B0 percent of enterprises provided inputs through a federal JOVEL-
nance model. Committees, budgets, and cross-functional process
teams presented opportunities for input and feedback on these IT
decisions. Federal structures also supported input to the more tech-
nical IT decisions, but enterprise approaches to input on these
technical issues were more varied. Duopolies were also a popular
approach to input for technical decisions. The duopoly approach to
input for technical decisions sought similar objectives as the federal
approach, but the federal approach involved all business units to-
gether and the duopoly used a set of bilateral business unit [T rela-
tionships.

In addition ta collecting internal input for decisions, many firms
also looked externally. Vendors, business partners, consultants, in-
dustry associations, universities, and other groups provided input.
We do not generally recommend that external bodies (with the ex-
ception of for not-for-profit enterprises, discussed in chapter 7) be
given decision rights for key IT decisions, as occurs in some out-
sourcing arrangements. But external sources often provide invalu-
able input.

Compared to input processes, decision rights were much less
uniformly managed across different enterprises. We describe these
variations for each decision domain.

Typical Governance Arrangements for IT Principles

IT principles, which set the strategic role for IT across the enter-
prise, were decided in a variety of ways. Thirty-six percent of en-
terprises used a duopoly approach (usually [T professionals and the
Cx0s in a T-shaped duopaly), but business and IT monarchies and
federal approaches were also regularly used. We suspect that duopo-
lies in general and senior management IT duopolies in particular
have gained favor in IT principles decisions because senior man-
agers sense thal they must take the lead to ensure that 1T aligns
with business strategies. Working in partnership with IT leaders
in the decision process establishes realistic expectations for IT and
forces clarification of business strategy. An [T duopoly also secures
the IT unit’s commitment to business principles. Just as important,
senior executives allow [T Lo shape business principles by reflecting
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IT capabilities already in place or under development. Thus, duopo-
lics are structured to leverage [T compelencies in future-oriented
principles and strategies.

Like duopolies, business monarchies also enhance the like-
lihood that IT principles will be aligned with business strategy. The
leadership of the CxOs greatly enhances the likelihood that princ-
ples will be observed. But business menarchies are not withouat
risks. Senior managers can establish principles without providing
the governance processes, funding levels, and organizaticnal struc-
tures 1o achieve them. The involvement of [T-savvy senior man-
agers or the presence of a strong CI0 on the executive team lessens
these risks.

Federal madels for 1T principles ensure business units a strong
voice in defining the role of IT. This voice is particularly valuable
where business objectives highlight the importance of business unit
autonomy. To balance the dilferent interests of the central core and
the business units, some cnterprises start with defining the role of
[T, Clear principles stating how [T will support hioth the center and
the business units (perhaps via a combination of shared services
and local IT units) can ease the difficulty of applying the federal
model to other decisions (for example, business application needs).

The 18 percent of enterprises vesting responsibility for 1T prin-
ciples in IT monarchies were assuming significant risk. If business
objectives are clearly stated, [T professionals might easily translate
strategic objectives into appropriate [T principles. We have seen
very effective business/TT relationships that permitted senior man-
agc}nent to hand off IT principles to IT leaders, However, an TT
monarchy taking responsibility for IT principles is best pus':ﬂr:unc:i
ta develop technically sound but strategically unimportant prinet-
ples. These principles will lead to an efficient but not a business-
enabling architecture, In addition, IT monarchies making decisions
on 1T principles are positioned to take the blame if systems do not
generate anticipated benefits. Worse, becatse Dusiness managers hawve
ahdicated responsibility for defining targets, [l may well encounter
difficulties in getting business managers to accept responsibility for
generating the benefits—which usually means there will be lew ben-
efits. Regardless of the capabilities [T delivers, if business leaders do
not assume responsibility for converting them into value, the risk of
failure is high. With high risk comes the likelihood of frustrated

IT Grovernance Archetypes for Allocating Decision Rights =5

business leaders wheo often respond by replacing the IT leadership or
abidicating further by outsourcing the whele “IT problem.”

Typical Governance Arrangements
for I'T Architecture

Creer 70 percent of enterprises rely on [T monarchies to choose 1T
architecture, suggesting that senior managers view architecture
more as a technical than a strategic issue. Most enterprises attempt
to incorporate business strategy considerations into archilecture
decisinns via inputs from federal and duopoly arrangements, How-
ever, the dominant decision-making role of I'l" in archilecture de-
cisions suggests that business managers feel ungualified, uninter-
ested, or unneeded-—they are confident that [T professionals can
translate IT principles into an architecture. IT professionals are typ-
ically quite comforlable taking responsibility for architecture deci-
sions. At many of the enterprises we have studied, an IT-only tearn—
often with 1T representatives [rom individual business unils—Is
responsible for designing and managing the architecture, which it
then commmunicates to the entice cnterprise.

Another 15 percent of enterprises make architecture decisions
using duopolies. These duopolics are typically a parlnership be-
tween the CxOs, who provide the strategic horizon, and 1T pro-
tessionals, who provide the technical and often organizational
input—a T-shaped duopoly. The duopaly approach is an owert
recognition of the dual business and technical nature ol architec-
ture decisions.

Typical Governance Arrangemenls
for IT Infrastructure Strategies

Like architecture, infrastructure strategy decisions are often made
within the [T unit. Almost 60 percent of enterprises used [l monar-
chies to make infrastructure decisions. This arrangement gives 1T
independence in designing and pricing service offerings. Johnson
& Johnson's Networking and Compuling Services (NCS) unit pro-
vides centralized infrastructure services for many of J&%s operating
units. However, because MO8 must eflectively sell its services Lo Lhe
operating companies, its customers’ demands strongly influence it
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At J&], these demands are most often articulated by the [T people at
the operating companies, At many enterpriscs, however, significant
Input comes from lederal and duopely arrangements, Effective IT
monarchies design infrastructures to address and support the appli-
cation regquircments of business units,

Almost a quarter of the enterprises used a duopoly to make
infrastructure strategy decisions. Duopolies are well suited to rela-
tively quick negotiation of the business, lechnology, and political
issues associated with shared infrastructure services. For examnple,
Schneider Mational, a large U5, trucking firm, uses regular meet-
ings of senior managers and kev [T leaders to define infrastructure
requirements, These meetings allow senior managers to share
evolving strategies with IT executives, who can identily deficiencies
In existing capabilities and propose how the firm might leverage
the technology it has in place. The process makes [T people more
trasiness savvy and business people more IT savvy,

Typical Governance Arrangements
for I'T Business Application Needs

People who make business application needs decisions specify the
business needs for systems to be acquired or built in the next year
or so. Enterprises in our study displaved a wide variety of ap-
proaches to these decisions. Federal approaches were slightly more
popular than duopolies, and there were also subslantial numbers of
enterprises using leudal and business monarchies,

Federal madels consider enterprise objectives in the process of
deploying Jocal business applications. In a federal model, imple-
mentations of local business applications may replicate or cus-
tomize seftware adopled enterprisewide, For example, one pharma-
ceutical firm purchased an ERP for the entire enterprise, but except
for a small set of firmwide data definitions (for example, financial
data), it did not standardize the application across its regional busi-
ness units. The central team developed a model and then helped
local teams configure it according Lo their unique needs, This ar-
rangement allowed for shared expertise across the firm but opted
for the benefits of local customization over global standardization,

IT duopolies, typically bicycle wheels, were used by 27 percent
of the enlerprises, These duopolies give a stronger voice to IT in

IT Governance Awchetypes for Allocating Decision Riglts oy

business application decisions, which may reflect the greater role of
architecture slandards in limiting the number of choices consid-
ered for purchased applications. Far example, at Commonwealth
Bank of Australia, Australia’s largest bank, with several major busi-
ness units, the central I architecture team reviews all business
application proposals. During one review, the team observed that
multiple business units were proposing similar functionality across
mulliple front-end customer service Matforms, The architecture
team extricated the common requirements and proposed a com-
mon approach that eliminated U.S, $20 million from the business
units” combined application proposal budget requirements. IT in-
volvement in business application decisions increases the likeli-
hood that both technical standards and existing 1T infrastructure
capabilities influence the choice of applications. s

Business application needs is the only decision where a signifi-
cant number of enterprises (18 percent) use a feudal model—inde-
pendent business units decide for themselves. Feudal models allow
for high business unit autemomy and permit business units to
move faster when they find packages or define requirements Lo meet
a unigue business need. In some enterprises the feudal model for
business application needs was balanced with mare centralized
governance for IT principles and 1T investment {for example, busi-
ness maonarchy),

At 12 percent of the enterprises, business monarchies make ap-
plication needs decisions, Dow Corning took this approach to the
implementation of its enterprise resource planning system. Com-
mitted o a global supply chain, management developed a single
instance of the software, which was installed at all 1009 sites,

Typical Governance Arrangements
for IT Investment and Prioritization

Three approaches dominate IT investment and prioritization deci-
sion making—business monarchies, federal, and duopolies, The
three approaches are almost equally popular, but they offer differ-
ent views of how enterprises ensure maximum value from IT in-
vestments. That only 9 percent of enterprises Place IT investment
decisions in the hands of IT professionals rellects the prowing
awareness that [T investment decisions involve business tradeoffs—
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decision makers determine which business processes will and will
not receive I support.

Business monarchies are well positioned 1o define and lund
business priorities. Business monarchies are typically also responsi-
ble for owverall capital budgeling decisions. Thus, vesting respon-
sibility For 1T investrnent and prioritization in a business monarchy
allows IT projects to compete [or funds with other organizational
needs. The competition for funding facilitates an integrated view
of the enterprise’s key assets (physical, human, relationship} and
is aided by an enterprise investment committee that looks at all
major investments.

Federal approaches to IT investment balance enterprisewide
priorities with business unit prierities. Al one enterprise, over 30
percent of I'T investment funds were allocated by the senior man-
agement team, but the functional units cach had an "allowance®
for business unil priorities. Tn contrast, firms with highly autono-
mons business units fund most T from their regional offices, using
occasional central funding to address strategic global needs.

Duopaoly approaches (often T-shaped commillees) to 1T invest-
ment recognize thal the IT unit is uniquely positioned to identify
Lhe risks posed by the existing 1T infrastiucture and the opportuni-
ties for sharing and reuse across business units. Thuas, the involve-
ment of T in investment decisions provides a longer-term view of
the implications of currently funded projects. Senior executives
can simultaneously ensure that priority projects are “staged” ac-
cording to the need for and availability of needed Infrastructure.
Enterprises with strong duopolies can group projects requiring new
infrastructure capabilities, This process allows fasler pavback on in-
frastructure because major infrastructure investments are delaved
ias are the applications requiring them) until a critical mass justifies
the Investment.

Analyzing Different Governance
Patterns Across Interprises
This first look at the data from our study reveals some broad pat-

terns, Por example, Tew enlerprises govern with anarchy or feudal
approaches. Many enterprises allocale responsibility for architec-
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ture and infrastructure decisions to 1T specialists. Owerall, howewer,
we found significant variation in governance patterns. Variations
result from a number of factors:

1. Strefegic and perfornmance goals: Effective governance
atternpts to reinforce desirable behaviors to achieve the
enterprise’s strategic and performance goals. Because each
enterprise’s goals are different, a wide varicty of governance
approaches are used.

]

Chepenizaliored siruclure: Traditionally, enterprises have relied
on organizational structure to align decision making with
enterprise goals and strategies. However, as enterprises
attempt to address competing goals, expanding geographies,
rapid change, and intense competition, organizational struc-
tures have provided inadequate support for strategy. Enter-
prises design governance to compensate for the limitations
of structure. Given that organizations cannol rely on an o1-
ganization chart o deliver strategy, they must identify pro-
cesses and governance that transcend the organization chart,
3. Governance experience: Many enterprises are relatively early
in the learning curve of 1T gavernance elfectiveness. Less-
mature enterprises change governance more often and
struggle with coordinating all their mechanisms. Individuals
within enterprises also contribute different levels of expert-
ise. T executives learn about business strategy {and oflen
force clarity) and business executives learn about IT capalaili-
Lics theough ongoing involvement in 'l decisions.

4. Size arnd diversitys As enterprises grow and diversify—both
geopraphically and organizationally—they introduce com-
peting and even conflicting objectives. Desirable behaviors
become less clear and more contingent on circumstances as
an enterprise introduces competing objectives. Governance
must address the tradeoffs presented by compeling objec-
tives. Thus, the governance approach is likely to change as
the enterprise becomes more complex.

5. Industry and regional differences: Induslry and regional dil-
ferences create unigue pressures on enterprises that are re-
flected in their Il governance. Decision-making cullures
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vary considerably across different regions of the world, often
complicating governance in global enterprises. The last sec-
tion of this chapter explores these differences and provides
the typical IT governance patterns by industry and region.
To aid in comparison, a series of tables summarizing the dif-
ferent approaches to governance by region and industry are
available.®

Finally, the variation in the governance arrangements reflects
varving levels of governance effectiveness. Top-performing firms
gm-'c—rn. differently. We will explain the differences in chapter 5.
Now we will review the governance arrangements of Dul'ont, TYBS
Bank, and Motorola—three excellent firms, all pursuing growth,
each applying governance arrangements specific to their needs.

Case Study: DuPont

DuPont is & $25 hillion manulacturer of science-based solutions in
induslries spanning food and nutrition, health care, home and
construction, apparel, electronics, and transportation.” The com-
pany, which celebrated its two hundredth anniversary in 2002, has
over 79,000 employees In seventy countries. DuPont is organized
around six market-growth platforms, which are further divided
into strategic business units. Despite difficult economic conditions,
Dulont started its third century as one of twenty companies identi-
fied by BusinessWeek with the financial strength and flexibility to
take advantage of the acquisition opportunities available during
the bear market.

Financial strength is important to DuPont to fund the firm's
oft-stated strategic intent of sustainable growth., DuPont divests
product lines that are not positioned fo grow, even when perform-
ance has been strong. To fuel growth, DuPont purchases smaller
companies with unique technology and market know-how.

IT at DuPont is charged with enabling a vision for “One Du-
Pont.” This vision brings together the enterprise’s diverse expertise to
deliver innovative solutions to specific customer problems. "One
DuPont” will also provide a single [ace to global customers who do
business with multiple TuPont business units and product lines,

I'T Governance Archetypes for Alloceting Decision Rights 73

To address the information needs of its diverse business urits,
DuPont has a global architecture defining points of intersection
among the businesses. A small set of “Big Rules” establishes the crit-
ical elements of the architecture.® For example, one Big Fule speci-
fies: “When creating enterprise communications and data sharing,
use chemical industey standards for sharing that data back and
forth.™

L support the business vision and implement Big Rules, DuPont
created enterprisewide infrastructure services such as channel man-
agement, telecommunications, security, desktop, and global ap-
plications services. Although corporate declared some application
standards, such as Lotus Notes for collaboration and SAP for finan-
cials, organizational units define most of their application needs.
Application needs may be defined at the regional, business unit, or
product line level.

Most global infrastructure development at DuPont has been
[unded centrally, but business units eventually pay for all such ser-
vices through chargeback processes. Business units make their own
Investment decisions to fund the significant variations in processes
such as R&D, manufacturing, and distribution, and supply chain
management,

DuPont's enterprisewide IT governance (mapped onto the Gov-
ernance Assessment Matrix in figure 3-5 and listing the critical [T
mechanisms) reflects global market demands, the diversity of its
businesses, and its emphasis on growth. A Governance Arrange-
ments Matrix could also be drawn for each of DuPont’s six growth
platforms.

[T principles are focused on delivering the “One DuPont”
vision. The principles evolved from discussions between the senior
executive team and IT leaders. One regional CLO described his role
in delining strategy and principles as follows: “Many times [ was
educating on the potential of IT to play a different strategic role.
And many times [ was trying to take a piece of strategy and figure
out how can we actually develop that and put it on the ground in a
business process. "1

Archilecture decisions result largely from the efforts of a global
architecture team of forty IT professionals from all regions, business
units, and IT competency centers. This leam designs the rules and
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palicies embodied in the architecture and makes recommendations
to DmPont's 1T Global Leadership Team {JGLT) consisting of ap-
proximately fifteen of the top [T leaders across the businesses and
regions. DuPont 1T managers note that every 1T leader must work
closely with business leaders and must represent the business units
as wcil as the enterprise in architecture decisions. This capability
for IT to represent the business stems {rom the operational and
reporling roles of business unit 11 leaders.

Dralont’s [T leaders make infrastructure decisions offering shared
services Lo business units and forcing any business units that prefer
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not to leverage the shared services to present an argument justify-
Ing their uniqueness. Business units must pay for these services, so
they want to negotiate their needs with the central infrastructyre
team. As with architecture, most of these negotiations occur between
local and corporate 1T staff, who must represent business needs.
Thus, like architecture, DuPont governs infrastructure through 1T
monarchies for both decisions and input. Infrastructure within Du-
Pont exists at several levels. In addition to the enterprisewide infra-
structure considered here, the strategic business units develop their
owrn infrastructure with their own governance arrangements. The
lirmwide archilecture governance ensures compatibility among the
multiple levels,

Because business application needs wvary significantly across
business units, most of the decisions on business applications—as
well as the responsibility for implementation—lie within business
units. DuPont corporate mandates some vendor packages, bul busi-
ness units have discretion in the implementation. Thus, the feudal
approach best describes business application decision making at
Dulont. The enterprisewide applications defined by corporate busi-
ness and IT management influence these decisions, hovwewer, mak-
ing the input process primarily a duopoly,

Finally, I'T investment dedisions result from negotiations be-
tween corporate and business unit executives. These negotiations
involve IT executives as well as business execllives, but the in-
volvement of both corporate and business unit leaders makes
investment decision making a federal process. Business units and
corporate also provide input to the investment process, making the
input, like the decision, federal.

In summary, DuPonl’s global scale, growth targets, complex
structure, and “One DuPont” strategy have led to feudal deci-
sions on application needs balanced by a federal investment ap-
preach. Because of its size and global diversity, Dupont relies
more than other companies in the study on 1T professionals to
represent business needs. DuPont still values alignment belween
IT and business strategy, but it relies more heavily than other
cnlerprises on [T professionals to define solutions for business
opportunities.
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Case Study: DBS Bank

DBS Bank is Singapore’s leading bank, serving over 4 million cus-
tomers in Singapore, Thailand, Hong kong, Indonesia, and the
Philippines.”? Like Dulont, DES's strategy focuses on prowth,
specifically positioning the bank to become a leading Asian re-
gional franchise.

DEBS intends o facilitate growth, in part, by rapidly shifting
acquired banks onto the DBS platform, Accordingly, DBS is build-
ing an enterprisewide platform with common techinology, data def-
initions, and metrics. While accountability for performance will
remain at the local level, senior management mandates synergies
across the banks. Management's vision for the future is a “mietwork
of relationships” rather than bricks and mortar. ‘The enterprise plat-
form is central to enabling the banks to provide a consistent set of
DES services according to local needs.

IT efforts at DBS are guided by a set of principles encompassing
governance, dala ownership, and architectare, DRSS new architec-
ture defines fifteen infrastructure services to be provided enter-
priscwide. An exception process erables development teams Lo
occasionally go outside architecture standards, although the archi-
tecture is expected to then incorporate the new requirements. De-
velopment teams are centralized and work with architecture "case
workers” to ensure an architecturally sound approach to all applica-
tion development.

IT inwestment falls into three investrnent tiers—the same way
DBS handles all capital investrnents, Business unit heads have
authority for investments under Singapore §1 million, Regional
project councils, comprising key 11 and business managers, roview
projects in the § §1 million to § §5 million range. The corporale
olfice handles all projects over § §5 millien, although all I'l-related
investment decisions are made on the recommendation of the
group CIO. Bvery major initiative is assessed on both financial and
nonfinancial objectives, IT governance at DBS Bank is mapped
anto the Governance Assessment Matrix in lgure 3-6,

Despite sharing a vision of growth, DRES and DuPont take guite
different approaches to 11 governance. Much of this disparity prob-
ably telates Lo industry ditferences in how firms grow, DulPont in-
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novates and acquires new businesses along business unit lines.
Meeding to support the individual growth of its stealegic business
units leads DuPont to a feadal business application governance
model and a duopoly for principles that leverage and guide 1T
behaviors. Dulonl uses a lederal model for investment, lowever, 1o
ensure that both enterprisewide and business unit objectives
receive IT support, In conlrast, [3BS grows by replicating standard
business cormponents, so strategic business decisions are centralized
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in the business monarchy while technical decisions are centralized
in IT. As a result, DBS can grow rapidly in the region while also
competing as a low-cost provider of services.

Case Study: Motorola

Motorola offers an example of a company pursuing growth while
managing the inherent security issues.”* Motorela is a global leader
in providing integrated communications and embedded electronic
solutions. Celebrating its seventy-fifth birthday in 2003, Motorola
comsists of six sectors covering telecommumnications equipment,
software solutions, and services, as well as semiconductor products
and integrated systems, Motorola is rebounding from very difficult
market conditions over the last couple of years, following the ex-
traordinary telecom and dot-com boom in the late1990s. With
2002 sales of $27.3 hillion, Motorola 1s attempling to return Lo
what the CEO relers to as steady, rational growth with “real prod-
ucts serving real needs in real markelplaces, " Motorola is number
one of two in its key markets, and management believes the frm is
noised for growth as the global economy recovers. {irowth for Mo-
torola will result from leveraging strong customer relationships and
from conlinued innovation in software applications and products.

Because the software and telecommunications industries are
particularly vulnerable to security risks, Motorola management bre-
lieves that information security is critical to its growth objectives.
Management defines information security as protecting informa-
tion and systems from failures of availability, confidentiality, and
integrity. Motorola has committed to information securily in both
its operations and its products. This commitment has made infor-
mation securily a senior management issue and an integral part of
I'T governance at Motorola,

IT governance at Motorola relies on close IT-business relation-
ships at both the corporate and sector level. 'The CIO is on the exec-
utive team and participates in decisions on principles and invest-
ment with the Management FBoard. The ClO%s leadership team
consists of the heads of architecture, infrastructure, enterprise ap-
plications, and security and the CIOs of the six sectors. The CICOYs
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leadership team is respomsible for both architecture and infrastruc-
ture decisions, Business application decisions invelve negoliations
between corporate [T leaders, sector IT leaders, and business unit
heads in & duopoly arrangement. Motorola's 1T governance ar-
rangements are shown in fgure 3-7,

Motorola’s Corporate Inlormation Security Officer, who reports
to the C1O, joins the CIO at quarterly Management Board mect-
ings. In these meetings, the security officer details Motorola's secu-
rity risks and alternatives for addressing them. A kev element of
information secwrily governance is engoing education. The secu-
rity officer has worked with senior management on how to think
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about both the likelihood of various security breaches and the
potential impacts of each threat on the business. ;
As with other areas of [T governance, the Management Boal
establishes security principles and defines priorities. The Board spec-
ifies the security budget separately from the rest of the IT Lmt?.-
get. Motorola implements its security plans Iz:t bgth a m:-[mrla.m
and a sector level The securily officer’s staff designs and Puﬂﬁ-
appropriate technology. Security staff members also _wurk with |
architects at both the corporate and the sector levels to ensure
that security measures are seamlessly built into infrastructure and
HPP};E; I;::i;rityubaﬁed governance initiatives at MUH.:T(:-]H.I plmvidc
an example of how enterprises govern to aci.ilrerliﬂ stmtegl.c_ 1::..,5.uv35L
hMotorola’s security concerns are reflected in its urgaT_u?.atmnaln
stracture and roles, governance arrangements, anr:? SPEGﬁ(.:- u:rjn-
tecture processes. Many enterprises are concerned with sccu_ub_.;-, but
Molorola has muade it a steategic priority. s governance drr.dnge-
ments ensure Lhat security considerations are built into desirable
behavior - |
The three cases also illustrate how different sets of [l mm?'l:m-
nisms can be used Lo effectively implement gm-'.eru;u#ie. [he
Governance Arrangements Matrix for each ﬁrsnllden‘ﬂﬁes the
mechanisms through which the firm implements 1ts. g‘{wernanclc
arrangements, For example, DulPont uses mechanisms like an arn.,h.l.-
tecture team of forty experts and global IT competency cu:r?tm.:..
DRSS mechanisms include an office of arn:;h':tecmrt? and regionl
project councils. Motorola uses mechanisms including -d rnﬁllna.guz-
ment board and security leaders, In the next chapler we examine
the mechanisms used to implement 1T governance and how they
work-—both independently and together.

Industry and Regional Differcnces
in IT Governance

As the TalPont, DBS, amd Motorola cascs dEmUIlEﬁ'TTﬂFE, ”1}’1}11:.511.”
profiles of [T governance do not serve as generic guidelines for gov-
ernance, Many factors influence governance requirements. Indus-
try and region are two of the factors.

[T Governance Archoetypes for Allocating Thecision Riglils Bl

To illustrate some of the industry differences, compare the for-
profit with the not-for-profit and governmenl sectors. Measuring
performance is challenging and much less clear in the government
and not-for-profit sectors. This difference affects the organization’s
culture and each individual's sense of accountability as everyone
works to provide service that is justified on legislative or social mer-
its and affordability rather than impact on future sales or profits,
The differences in governance between the for-profit and the gov-
ernment and not-for-profit sectors reflect Lhese differences in cul-
Lure, measurements, and accountabilities. For example, the not-for-
profit and government sectors usc significantly more business
monarchies for 1T principles and [T investment decisions than do
tor-profit enterprises, The heavier use of business monarchies re-
flects the more centralized decision-makin B process in some types
of government and not-for-profit enterprises, such as emergency re-
sponse, laxation, and defense. The multiple and often conllicting
objectives ol not-for-profits demand stromg direction from the cen-
ter. The decision-making power of the Cxs might also resull from

different attitudes toward risk management and empowermernt.

Government and not-lor-profit enlerprises also rely more heavily
on federal models for business application needs decisions. Federal
models for business applications allow the ventral leadership to
ensure that the enterprise’s objectives are considered, while recog-
nizing that functional units have unique I'T requirements for fual-
filling their respective objectives, Chapter 7 extends the discussion
of how government and not-tor-profit enterprises apply
hance 1o meet their strategic objectives.

Other industry dilferences are also apparent. For example,
financial services firms rely maore on duopolies and, to a lesser B
tent, IT monarchies for decisions on [T principles than does the
“lypical” enterprise. The heavy involvemnent of [T professionals in
principles decisions probably results from the nature of the prod-
uct. In financial services, information is the product. Thus, IT has
historically played a strategic role in financial seIvices enlerprises.
The financial services industry also distinguishes itsell from the
“typical” enterprise by its signilicantly lower reliance on lederal
governance for IT decisions. The federal model is heavily used for
input on IT decisions at financial services firms so that both sharesd

HOVET-
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functions and individual business units influence decision rreakirg,
But federal decision-making approaches are rare, probably because
many full-service firms are organized around individual product
lines. Financial services firms have a significantly higher use of feu-
dal approaches to business application needs decisions than do
“typical” enterprises. The feudal approach may be a historical arti-
fact from the product line [ocus that, until recently, was common
in the financial services industry.

Governance arfangements for the telecommunications and
utility industries are similar to the arrangements in government
and not-for-profit enterprises. The telecommunications and utility
industries use business monarchics more than is “typical” for IT
principles and IT investment decisions. Use of federal decision
making for business application needs is considerably higher in the
teleo and utility industries than in any other industry.

Manufacturing firms, in contrast, relv more on duopolies for
business application needs, probably because business applications
in these industries require an increasingly seamless supply chain. 1T
involverment in business applications can claify the capabilities
and limitations of the existing infrastructure and build new infra-
structure Lo support new applications. Manufacturing Grms rely
more than other industries on a federal approach to IT investment
decisions, This governance probably reflects the unigue necds of
different product lines, functional departments, and regional offices,
while simultaneously ensuring the robustness of the central supply
chiin and the ability to address the needs of large, geographically
idispersed global customers,

We found that regional differences were not as pronounced as
industry differences, probably because many of the firms in the
sample were global firms, which diminishes the presence of re-
givmal differences. European firms tended to rely more heavily on
business monarchies for principles, perhaps reflecting the need to
clarify how I'T would enable coordination across business units, The
twenty-scven Asia-Facific firms in the study demonstrated a greater
propensity to adopt federal governance patterns and lower use of [T
monarchies. American firms had a stronger business unit infl Lenge,
particularly in business application needs.

2]
&

[T Governance Avchetvpes for Allocating Decision Rights

Making Sense of “Typical”
IT Governance Design Profiles

Comparisons are a starting point to 1T governance design, To com-
mence the process of assessing governance design, we have found
that the most useful approach to using our results is o ask the
question: Can vou explain the difference between your enterprise’s
governance and the most common approach? You might also wanl
Lo compare your governance design to the maost comrmaon approach
in your industry or region. Convincingly describing the diflerence
is an indicator of good harmony between your governance and
your strategy. An inability to describe the difference indicales a
need to rethink governance design in vour enterprise.

e e e i i,



Mechanisms for
Implementing
IT Governance

UNE OF OUR MENTORS often said that there are two things
vou really don't want to watch being made—sausages and laws. In
hoth cases, a neatly packaged outcome results from ITESSY [TO-
cesses. Similarly, IT governance can be messy, Governance fosters
debate, negotiation, conslructive disagreement, mutual education,
and often frustration. The process is messy, but good HOVEITIAICE
arrangements enable individuals representing an enterprise’s con-
flicting goals to reconcile their views to the enterprise’s benefit.

Enterprises implement their governance arrangements th ronag by
a sel of governance mechanisms—structures, processes, and commi-
nications. Well-designed, well-understood, and transparent mech-
anisms promaote desirable [T behaviors. Conversely, if mechanisms
are poorly implemented, then governance arrangements will fail Lo
vield the desired results. Chapter 3 showed how DuPonl, DBS, and
Motorola implemented their archetypes for each decision (see fig-
ures 3-5, 3-6, and 3-7). This chapter covers common governance
mechanisms and how they implement the different archetypes, We
provide detailed examples of these mechanisms and finish with
case study of Carlson Companies as an example of how enterprises
assemble a coherent set of mechanisms. We close the chapler with
a short list of principles for designing governance mechanisms,

25
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Figure 4-1 lists ffteen of the most commeon 1T governance
mechanisms, Effective governance deploys three different (vpes
ol mechanisms:

s Depision-making structures: Organizational units and roles
responsible for making 1T decisions, such as commillecs,
execulive Leams, and business/IT relationship managers

s Aligmment processes: Tormal processes for ensueing that daily
behaviors are consistent with IT policies and provide input
hack to decisions, These include [T investment proposal
and cvaluation processes, architecture exception processes,
service-level agreements, chargeback, and metrics,

= Coppmunication approaches: Announcements, advocates,
channels, and education efforts that disseminate I'l gover-
nance principles and policies and outcomes ol IT decision-
making processes,

Wwe will discuss each type of mechanism in this chapter and
explain the expected capabilities and limnitations of each,

Decision-Making Structures

The most visible I governance mechanisms are the organizational
structures that locate decision-making responsibilities according to
intended archetypes. Ideally, every enterprise engages both IT and
business leaders in the governance process, Decision-making struc-
tures are the natural approach Lo generating commitment- -albeit
some executives have been known to wiggle out of their [T gover-
nance responsibilities. To review design allernatives, we identify
the decision-making mechanisms most commonly deploved in
business monarchy, federal, IT monarchy, and duopoly archetypes,
Enterprises with elfective governance mix and match decision-
making structures to implement predetermined archetypes and ul-
timately achieve organizational goals,

Business Monarchy Decision-Making Structures

IT can enable enterprise strategy only if seninr management estab-
lishes strategic direction and elaborates an operating model.! Enter-

Moechanisms foe Tmplementing 1T Governance "y
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prises adopt a number of approaches o eliciting this direction,
Business monarchies—usually in the form of executive commit-
tees—often play a role. Enterprises vary considerably in the design
of their executive committecs,

In some enterprises the CEO works with a small team ol Lop
cxecutives to ensure that IT aligns with corporate objectives, At
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DBS Bank, for example, the Corporate Office, which consists of the
chairman and CECQ, the vwice chairman, and the chairman of DBS
Hong Kong, ratifies principles and handles IT-related investment
decisions greater than 5 §5 million® (See the DBS case in Chapter
3.} The CEOrs visibility in [T decisions at DBS matters because the
firm takes a “directed” approach to IT management. DBES does not
rely on consensus. The CEO expects the CLO to make and deliver
key decisions on corporate objectives. The CEO's direct involve-
ment in setling direction thus strengthens the position of the CLO.
Other enterprises focus the attention of a subset of the senior
management team on 1T issues. For example, at ING, the Dutch
financial conglomerate, three members of the Executive Board sit
on the 1T Policy Board (IIPB). The I'TPE develops stealegy, approves
technical standards, and sets priorities for group projects. The TTPER
also has a role in ensuring systems security, appeinting senior IT
management, and approving policies in areas such as enterprise
applications, infrastructure, and architecture, By having three Exec-
utive Board members play such an active role in I'T governance and
management, ING ensures both that IT fulfills corporate objectives
and that Execulive Board actions are informed by 1T capabilities.
The level of senior executive involvement in IT governance
evolves as enlerprises hecome more savvy In using 1 strategically.
At Dow Corning, a silicon manufacturer, the senior executive team
delermined the need to translorm 1 [rom back-oflice funclion to
strategic enabler in the mid-1%90s.° Tor several vears, the executive
conunitlee met regularly to redefine the role of 11 articulate the role
of the CI0, establish architectural principles, outling key projects—
particularly the implementalion of an enlerprise system—and
closely nanage I'T investment priorities, The full executive commit-
tee entrenched IT as a key function with a capable leader and devel-
nped both confidence in the CIC and competence in articulating
how IT should enable business, Ongoing T governance responsibil-
ities were then vested in a subset of executive committes members.
Similarly, UPS relied on a seven-member senior management
feam to direct funding and o shape the role of IT in the late 19805,
Cmnce UPS had bullt up its U'T capability in the mid-19490s, the senior
managernent feam was reduced to four members, By reducing the
number of senior managers on the sleering committee, UPS re-
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leased some management resources and attention for other strate-
gic needs, Reducing the size of the sleering committes was recogni-
ton that UPS had created sustainable senior MANAEeMent awareess
of the importance of IT, Senior management had incorporated
[T issues into & more holistic view of strategy at UPS. The smaller
steering committee could represent the senior management team
and share learning about IT with other senior ML ZETS,

For enterprises like Dow Corning and UPS, includin g the CIC
as @ member of the executive team enhanced the ability of a busi-
ness monarchy to understand the role of IT in business ﬁ%xatcgy and
tz_'.- map the IT governance role of the executive team, Making the
10 @ member of both the business monarchy and the T monar-
chy provides a natural linkage between business and [T strategy, For
large, complex enterprises, however, embellishing the 107 rexle
does not address the difficult issues associated with balancing the
diflerent needs of diverse business units. Large enterprises often ini-
plement federal artangements.

Federal Decision-Making Structures

Alnlm:;t 9 percent of enterprises in our study indicated Lhat a
SeTIol executive committee plaved a role in 1T governance, Where
these senior executive teams drew members from all business units,
they implemented a federal rather Lthan business monarchy arche
type. Because federal structures overtly work Lo balance enterprise
and business unit priorities, Lhey can provide valuable input to [T
governance decisions,

The desire for shared data and IT infrastruchures is at the heart of
most federal 1T organization designs, Mechanisms implementing
federal IT governance protect business unit aultonomy while devel-
oping the standards needed for integrated business capabilities, Man-
agement at Brady Corporation, a 8500 million manufacturer af jdex-
tification products, decided in the mid-1990s that success meant that
business units would cease competing with one another and start
tooperating.* Management believed that [T would be instrumental
in enabling the change. S0 Brady created an [T Steering Team con-
sisting of the heads of its three business groups, kev business unit
leaders, the CFO, and the CIO. This team takes responsibility for



) [T GOVEREMANCE

principles and investment decisions, Engaging business unit leaders
in these discussions has facilitated development ofl—and commit-
ment to—shared infrastructure and commeon data definitions,

Similarly, Od Mutual South Africa, a financial services lirm
with insurance, asset management, and banking operations, aims
to operate as one systemn but with business unit accountability.,
OMSA's Strategic Investment Committes (SICOM) is chaired by the
CEQ and includes the CFO, CIO, and three business heads. SICOM
makes T investment decisions and tracks their results—just as it
does all other investments at OMSA. The advantage of making I'T
investment decisions at this level is that the decision malkers’ com-
bined expertise provides a holistic view of the enterprise. The com-
millee is very aware of the radeoffs among their investrment
choices, Thus, they are more likely to target investmenls stralegi-
cally than to fritter away investment dollars on "nice-to-have”
rather than “must have” business solutions.

While the importance of the involvement of business execu-
Lives in I'F governance is well established, many senior executives
acknowledge that they didn’t get invelvement right Lthe st Lime
they ried. The wrong people were on the committee or committes
members didn't always attend meetings, or members didn't under-
stand their responsibilities, More than a few executives consider TT
decisions of any kind to be tiresome. Bul persistence pavs. Deter-
mined executives eventually learmn how to create new business
value and own I through their work on cxecutive committees,
Armid once they understand the value these committees can drive,
Lhe work becomes downright compelling.

IT Maonarchy Decision-Making Structures

Complementing business monarchies, [T moenarchies make most of
the waorlds TT architecture and infrastructure decisions. We will
describe the two most common implementations of IT monarchies:
IT leadership teams and IT architecture committees,

IT Leadership Teams

[n most cases, the 'l monarchy 1s represented, at least in part,
by IT leadership teams. Leadership teams may comprise IT func-
tinnal heads {operations, architeclure, applications, and so onl, they
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may be CIOs of business units, or they may be a combination of Lhe
two. ln many financial services firms, [T leadership teams comprise
the IT vice presidents from all the business units and functions
joften numbering forty or more). These teams often make infra-
structure and architectural decisions.

In many enterprises, business unit CIOs make up a decision-
making body, At Old Mutual South Africa, business unit ClOs, who
report to the CI0, are decision makers in all key I'T declsions except
investment decisions, The business unit CIOs approve the recom-
mendations of specialized IT committees on architecture and infra-
structure and establish firmwide [T policies, The business unit Clios
identify and address thorny business unit-cnterprise tradeoffs,

One of the most dilficalt challenges facing leadership teams is
resolving the different needs of business units that vary markedly
in size and thus power T leadership teams in firms with business
units of vastly different sizes do not give equal weight to the votes
of their members, As one ClO noted, “This is not & democracy.”
Typically, the enterprise would benefit by focusing more resources
on and shaping policies around the needs of dominant business
units; but such enterprisewide decisions may disenfranchise small
business units.

More than 85 percent ol enterprises have formal 1T Ieadership
teams. In our study, enterprises with an Il leadership team hiad
more effective governance performance than enterprises without
such a mechanism. As long as these teams comprise competent,
high-level individuals motivaled to meet business needs, they can
make invaluable contributions to enterprise success.

Architecture Commillees

A second type of [T decision-making structure is the architec-
ture committee. Usually made up of technical experts, IT archi-
tecture committees are responsible for defining standards and, in
some cases, granting exceptions. In most cases, the role of the
architecture committee is o advise the IT leadership team on archi-
tectural issues, but occasionally the architecture committes is a ke
povernance decision-making body.

At Campbell Soup, the IT leadership team establishes mandates
for Campbell’s Architeclure Review Board, which has representa-
Lives [eom the business units and the corporale architecture team..
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T'he Architecture Review Board Prepares a three-vear archilectural
blueprint for the company and monitors technology standards,
classifving the status of relevant technologies as research, invest,
maintain, or sunset, The Architecture Review Board works with the
firm’s project management, Program review, and compliance teams
to ensure that projects conform to architectural standards and meet
business objectives. A key concern of the Architecture Review Board
is ensuring thal Campbell’s 1T environmenl evolves consistently
with business goals. IT architectures are not static. Aging standards
are retired slowly. New standards arrive with new or upgraded ap-
plications. The Architecture Review Board sets a technology di-
rection for the firm and monitors Implementations to keep the firm
O COUTSE.

Approximately 85 percent of CIOs in our study reported having
an architecture committee, At many enterprises, architecture com-
mittees get off to a rocky start, usually because the committees are
formed to “impose” technology standards on the enlerprise. Be-
cause standards limit autonomy, developers and their business
partners lend to resist. As long as senior management espouses the
slandardization for business reasons, however, standards gracually
gain acceptance, Application development and business unit man-
ABEIS come Lo appreciate the simplification and reliahility of the
standardized technology environment. The growing acceptance
allows architeclure commiltees Lo mare effectively define an enter-
prise architecture and facilitate its implementation,

When architecture committees work closely with business unit
managers, they are not only effective in introducing technology
standards; they anticipate Lequirements for new technologies with
valuable capabilitics. To have impact, architecture committecs
must work intensely with both business unit leaders and applica-
tion developers, educating them on the benefits of architecture and
becoming increasingly famibiar with thejr needs, Like IT leadership
teams, I architecture committees can make a significant contribu-
tion Lo enterprise ohjectives. Badly designed and implemented,
however, they create obstacles 1o EnLerprise success,

Coordinating Business and IT Monarchies

I'T monarchics are a natural and valuable approach to applying
the enterprise's IT expertise. But the risk of [T manarchies is that, in
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coordinating IT efforts, they can become isolated from organiza-
ticnal realil}-'. Enterprises waste considerable resources making tech-
nical improvements that no one converts into business value.
Overlapping membership in 1T leadership teams and senior execu-
five teams, often in the person of the CIO, can align the activities
ol IT and business monarchies. Business unit CIOs are a second
popular link for maintaining connections between [T monarchics
and business leaders, In many cases, business unit CIOs sit on both
the IT leadership team and the management team of their business
units, The effect of these [T monarchies is then similar 1o a federal
arrangement, though it is simpler to implement.

Duopoly Decision-Making Structures

The typical role of business leaders in IT governance is to clarify
business objectives and incorporate 1T capabilities into slrategy
formulation. The typical role of IT leaders is to help envision 1T
enabled strategies, clarify archilectural standards, and design shared
infrastructures. The responsibilities of these two groups are obvi-
ously intertwined. Formal governance linkages often result in bet-
ter performance, as we will see in the next chapter,

Linkages are sometimes accomplished through overlapping
memberships on IT and business monarchy mechanisms, as de-
scribed in the previous section. Alternatively, some enterpriscs es-
tablish duopoly governance arrangements that comprise joint 1T
and business members, Over 70 percent of the coterprises in our
study had IT councils with joinl business/[T membership. Arowund
83 percent of enterprises had process teams with [T members, and a
similar percentage had business/IT relationship managers. These
three mechanisms support duopely archetvpes,

IT Councils with Joint Business/1T Membership

Une approach to ensuring business/IT interactions is th rough a
juint decision council. For example, at Abbey National, the United
Kingdom’s sixth largest banking group, the IM leadership group
includes representatives from both [T and business. In addition,
many of the group’s members have both 11 and business responsi-
bilities. The firm’s IT director, for example, also has responsibilily
for business funclions such as debt management and procurerment,
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The mix of business unit and I'T skills represented in both individ-
uil skill sets and the membership of the commiltee enables the
team to align business strategy and IT in making architecture, infra-
structure, and business application decisions, The Leamm's composi-
tion also helps identity and resolve the very different IT require-
ments for businesses ranging from the firm's large UK. personal
financial services business to its smaller wholesale banking arm.

Process Organizations

Increasing emphasis on cross-functional business process has
led mamy enterprises to focus on process governance mechanisms.
The marriage of process and 1T is a natural in most enterprises
hecause cross-functional business processes depend on information
flows that cross organizational boundaries and are supported by the
IT infrastructure. We found process councils—made up of process
awners—working with 1T executives to make business application
decisions at organizations like DBS and ING. Process councils also
have input into other IT decisions because they drive infrastructure
needs at the enterprise level.

Much of the emphasis on business process is reflected in or-
manizational units structured around projects. Project-oriented orga-
nizational designs facilitate management of cross-functional, multi-
business unit processes and redirect management [ocus from business
unit to enterprise objectives. These designs also position an enter-
prise for the organizational change requircments of 1T projects.

As an example, MeadWestvaco has as many as 275 projects
running simultanecusly, and most have an [T component.® Mead-
Westvaco designed its [T Stewardship wiodel to organize T gover-
nance around projects (figure 4-2}, Following up omn its enterprise
resource planning (ERP) implementation, the firm is creating per-
formance teams [or each of its core processes. Process Owners hiead
up the performance Lears. The process owners assign project tearms
drawn from multiple functional areas to staff process improvement
initiatives, Project team members retain their functional responsi-
hilities in MeadWestvaco, but they are accountable {responsible to
ecach other) for the success of their project. Project teams closely
monitor their projects, coding therm red, vellow, or green Lo indi-
cate their status. Projects are red when something goes wrong so
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FIGURE 4-2

IT Stewardship Model and Roles at MeadWestvaco
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that team members address Lhe problem and senior management
can investigate, When a project turns yellow, it gets attention so
shat it doesn’t turn red. Everybody on the team is responsible [or
noting when something goes wrong and then changing the project
code [rom green Lo yellow,

This closely monilored project arrangement operates in parallel
with MeadWestvaca's IT Council. The [T Council is chaired by the
corporate CLO, and its members have high-level 1T responsibility
within business units (such as business unit C10 or CFO). The Cour-
cil makes standards decisions and approves infrastructure changes
toy address the needs of the business performance teams. The Coun-
cil also works with Lhe Enterprise Information Solutions (EIS] Steer-
ing Committee, which sets overall strategic direction. Comprising
executive vice presidents, the senior vice president of research and
technology, the CFO, the CIO, and one division president, the LTS
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Steering Commmittee approves major IT investments. By designing
governance Lo engage both business and [ leaders in its decision-
making structures, MeadWestvaco has transcended formal organd-
zational boundaries in pursuing process improvemenlt and leverag-
ing its ERP. Decision-making structures teaming up IT and business
decision makers for process governance, pacticularly around praj-
ects, offer o particularly tangible opportunity to focus IT and busi-
ness executives on strategic objectives.

Business/I'1 Relationship Managers

Local business units and functions can ind centrally coordi-
nated mandates onerous or conlusing. Business/T1 relationship
managers play an important role in communicating mandates and
their implications and supporting the needs of business unil man-
apers while helping them see benefits rather than inconveniences,
Lffective relationship managers must be true hyvbrids—equally com-
fortable discussing business issues, such as effective market segrmen-
tation, and technical issues, such as the best design of a distributed
database to collect custemer segment information. When they suc-
ceed, relationship managers make any governance archetype more
ellective,

Commmonwealth RBank of Australia (CBA)Y retained internal re-
lationship managers when it outsourced its [T services. These man-
agers facilitate the relationship hetween the business and the con-
tractors to help the business units articulate business needs,
maximize value, and minimize the cost of TT to their units. CBA has
found that the key to successful relationship management is to
have high-level 1T managers whe can gain the respect of senior
business unit managers.

The Tennessee Valley Authority's I'T unit assigns account man-
agers to support business units, acting as their advocate in discus-
sinns with corporate 1 The account managers facilitate 17 gover-
nance processes by ensuring that [T standards and the related buy
list are understood and followed. Simultaneously, account man-
agers communicate business issues to their IT coworkers, Account
managers [acilitate the exceplion process and assist in advancing
business cases through the approval process, As a tesult, the effec-
tiveness of the account managers depends a great deal on their abil-
ity to make the infrastructure responsive to business unit needs.”
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In firms like Dulont, Campbell Soup, and Macriott, business
unit CIOs play the role of relationship manager, They meel with
corparate 1T and with business unit heads to negotiate [T principles,
architecture, and investment decisions. The organizational status
of business unit CI0s empowers them to make decisions binding
both business units and the enterprise.

Duopolies are particularly cffective for enterprises expetiencing
problems aligning business and 1T, In duopolies, business and 1T
interests are connected via joint decision making but still focused
on meeting the single business unit's needs, This connection and
forus increase the likelihood that [T will be strategically aligneil
and business executives will understand their role in generaling
value from IT. Duopoly decision-making mechanisms, however,
often require large memberships with unique capabilities. Duopo-
lies also typically rely on the central IT group to implement firm-
wide initiatives such as shared services or common platforms for
business processes. The key to effective duopolies is to find a mix of
senior leaders representing both business and IT with the status to
enlist the entire enterprise in [T-enabled initiatives while recogniz-
ing the needs of each business unit.

Alignment Processes

Decision-making structures are the first step in designing 1T gover-
nance. Bul effective governance i3 as much actions as decisions.
Alignment processes are 1 management techniques for securing
widespread involvement in the effective management and use of
I, Alignment processes should bring evervhbody on board both by
providing input into governance decisions and by disseminaling
the outputs of IT decisions. Key alignment processes include the IT
investmentl approval process, the architecture exception process,
service-level agreements, chargeback, project tracking, and formal
tracking of business value from [T,

IT lnvestment Approval Process

The objective of the IT investment approval process is to ensure
that IT investments generate significant returns to the enterprise rel-
ative to alternative investment opportunities, Most enterprises for-
malize their IT investment proposal process to ensure that creative
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idleas and strategic priorities are considered by investment decision
makers, Many cnterprises use standardized [T investment approvil
application templates to estimate metrics such as ROT, NPV, and
risk for each project. Without investment templates, decision Tmitk-
ers struggle to compare projects and can miss opportunities {or
value from investments with less certain benefits,

While standardized project proposals expose the relative bene-
fits and risks of individual projects, they are less effective in estab-
lishing how a proposed project contributes to an enterprise’s strale-
gic objectives. Most enterprises rely on business units and functions
to establish their priorities based on business unit and function ob-
jectives. Tnvestment committees typically determine the sct of proj-
ects that together provide the greatest strategic benefits to the
enterprise.

UPS focuses on strategic priorities by organizing the investment
process around its core processes, IT investment proposals emanate
from the firm's [our cross-functional process teams, The process
teams submit formal project charters to the IT Steering Committee.
Because the processes are cross functional, the clwrters transcend
organizational boundaries, The processes embody the firm’s strate-
gic priorities, making it easier for the T stecring commitiee to
assess Lhe strategic impact of IT investment opportunities,

Usad relies on its Integration Steering Comimitbes o assess
strategic priorities of all [T and non-IT projects.® This nine-member
committee has senior-level representatives from major business
units and functions including [T, Headed by an executive officer of
Enterprise Business Operations, who is a direct report to the CEQ,
the committee considers factors such as shared requirements across
proposals, potential value to the firm, the availability of needed
infrastructure, and the readiness of the organization to effectively
implement the project. The charter of the Integration Steering
Committee is to implement the firm's operating model—a model
based on a single view of the customer. Because the operating
model demands integration across business unils, a growing pet-
centage of USAAs investment dollars are funding enterprise pridj-
erts such as customer relationship management, e-commerce appli-
cations, workflow management, and employee intranet. But at
USAA, oven business unit-specific projects musl pass the test of
strategic importance to the enterprise.
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Without an effective [T investment approval process, [T invest-
ments invariably build loward localized rather than enterprise
goals. In doing so, profect proposals often overestimate benefits be-
cause they fail to consider the combined impact of the full set of an
enterprise’s projects, One investment committee reviewed a set of IT
project proposals that, according to their estimated benefits, could
have combined to reduce the firm's headcount by over 100 percent!
The [T investment approval process is a critical determinant as to
whether IT is a strategic enabler or simply a huge expense,

Architectural Exception Process

Few enterprises can afford to support every technical platform
that the business might find useful. Technology standards are criti-
cal to IT—and business—efficiency. But occasional exceptions are
not only appropeiate; they are necessary. The guestion is how you
can identify the occasional exception. The answer is the architec-
Lural exception process.

Exceptions are how enterprises learn, Enterprises use the excep-
Lion process to meel unique business needs and to gauge when
existing standards are becoming obsolete. Exceptions act as a re-
lease valve for reducing organizational pressures. We are often im-
pressed by the passion with which managers advocate their-cxcep-
tion positions. Without a viable exception process, business units
ignore the enterprisewide standards and implement exceplions
with no approval, This approach raises organizational tensions that
build over time as more unauthorized exceptions ocour. Other busi-
ness unit managers who follow the rules get frustrated. We have
hieard stories of heated debates and the occasional table thumping,
The result is typically more vigilant 1T architecture enforcement
that we have heard described as "here come the [T police again.”
Warse still, the unauthorized exceptions rob the enterprise of the
opportunity to learn,

Architecture committees usually have responsibility for estab-
lishing standards. In many cases the architecture committee also
takes responsibility for granting exceptinns to standands. These
committees, however, can easily become mired in insignificant bal-
tles, which create a bottleneck in Il implementations. To avoid this
dilemnra, most architecture exception requests should be resolved
before they reach the architecture committee,
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The most successful exception processes resolve most issues al
the project team level, while quickly escalating any potentially
slralegic exception requests, One approach is to put an 1 archilect
on every project team. The architects clarify standards and elimi-
nate minor debates. They can also help a project team make the
cise for valuable exceplions.

In firms where standardization is a fairly comfortable —or
example, an cnterprise emphasizing low-cost operations—excep-
Liom requests are necessarily rare, Project architects understand the
expectation that systems implementations must conform to stan-
dards. CIOs at Air Products and MeadWestvaco note that, because
exceptions are rare, they can personally handle the occasional re-
quest for an exception. Architecture committees need not become
involved.

In fnancial services, Iogistics, and other enterprises for which
IT is part of the product, exception requests are more [requent. If
the project architect senses Lhe need for an exception, the case is
often referred to an architecture committee, Cifective architecture
comnmittees have a high threshold for the quality of the business
case hat must accompany an exception request. This threshold
helps reduce the number of exceptions to only those of particularly
greal importandce to project teams—and the enterprise.

At State Street Corporation, the local I manager or the project
manager working on the initiative has responsibility to justily an
exception to the standard and then bring it to the owner of the
standard and the enlerpeise Office of Architecture. The project
manager and the owner of the standard discuss the advantages and
disadvantages of going "ofl standard.” 1f the project manager
and the standard owner cannot agree on the exception, il is imme-
diately referred for arbitration to the CLO, COO, and business unit
leader, This appears to be a steep escalation process, but as the for-
mer CIO explaing, there are some inherent advantages to this
approach. “It definitely scunds severe to immediately escalate 1o
this Tevel but it's the casiest way of dealing with the responsivensess
issue, because if vou do not respond quickly the business will he
concermned about the polential delay and may circumyent the pro-
cess altogether™

The effectiveness of the architecture exception process depends
on ihe ability of the 1T unit to research and define standards and on
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the enterprise’s commitment to technology standards, Where tech-
nology standardization is effectively implemented, a rapdd excep-
tion escalation process reinforces the enterprise architecture and
helps the enterprise build an enabling 11 capability.

Service-Level Agreements

Service-level agreements (SLAs), used by 90 percent of the en-
terprises in our study, list available services, alternative quality
levels, and related costs. Through negotiations between the [T ser-
vices unit and business unils, an SLA leads to articulation of the
services I offers and the costs of the services. These negolialions
clarily the requirements of the business units, thereby informing
governance decisions on infrastructure, architecture, and business
application needs,

SLAs often encourage comparisens with external providers, The
comparisons should result in either cost-effeclive internal service
provisioning or a decision o outsource some infrastructure ser-
vices—In either case a desirable outcome, Commonwealth Bank of
Australia, for example, estimates annual [T cost savings of about 20
percentt as a result of repackaging and eventually outsourcing infra-
stricture services, SLAs also encourage business units (o be consci-
entious in their IT requests. Guaranteed split-second FESpOIEe Limes
on Web transaclions typically cost more than threc-second re-
sponse times. Similarly, a thirty-minule guaranteed response time
to & workstation going down is costlier than a lour-hour guarantee:d
response time. A customer service represenlative in a call center can
justify the extra cost of a guaranteed thirty-minute Tesponse time
because of the potential for lost revenue. An administrative assis-
tant in the accounting office probably could not.

SLAs force I'T units to think like external providers. They “sell”
their services and thus must constantly look for ways to save
money. The challenge of the SLA process is in translating business
service-level requirements into IT services, IT costs result from labor
and from processing time, storage capacity, and the like. Business
units require services such as processing of invoices, Web access,
and rapid response to online queres. [ncreasingly, I1 units are
translating their costs inte charges business managers can under-
stand. An SLA listing 1T costs in 1T ferms will not help business
units make choices on 11 service levels or use the services weisely.
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Wor will it help IT service committees design shared services. The
SLA has walue when communications about business needs and [T
services facilitate decisions that lead to lower costs and better uti-
fization of [T resources.

sLAs should help IT and business managers make better
cheices—choices aboul how to buy, sell, and price, Well-designed
sLas encourage professionalism on both sides of the supply-
demand chain. The result is better IT services and better under-
standing by both business and 1T of the business value generated,

Chargeback

Chargeback is an accounting mechanism for allocating central
IT costs to business units, At first glance, it does nol seem related
ta IT movernance decisions. However, we found that some enter-
prises use chargeback successfully for aligning decisions on infra-
structure, business application needs, and 1T investinent with busi-
ness objectives,

The purpose of chargeback is to allocate costs so that business
unit I'T costs reflect use of shared services while the shared services
unit matches its costs with the businesses it supports, Chargeback
may work with SLAs as the charging mechanism for services de-
livered or it can be an alternative to SLA for 1T services for which
there are no allernative service levels, Like SLAs, management
usually anticipates that chargeback will lead to effective use of
IT. Most managers reflect market-based behaviors in response to 1T
chargeback, adjusting their demands according o the value they
receive and pushing back on IT unit charges when they seem oul
of line,

The fixed nature of many [T costs—and the variable needs of
IT" internal clients—complicate IT cost computations and obscure
sorme cost savings, As a resull, 1T charges often lead to internal, typ-
ically nonvalue-added debates, Instead of promoting informative
tliscussions about [T and business value or leading to more respon-
sible buyer and consumer behaviors, chargeback often leads to un-
desirable outcomes—endless complaints, lack of trust, averting for-
mal approval processes, or not using shared services.

When IT understands its costs and charges out accordingly,
chargeback processes demoenstrate the cost savings resulting from
shared services, Enterprises with effective costing mechanisms lind
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that chargeback can [oster useful discussions between TT and busi-
ness units about IT charges.™ These discussions lead to better-
informed [T governance decisions.

Project Tracking

A critical step in implementing [T governance is to develop the
discipline to track the progress of individual IT projects. Owver 90
percent of enterprises in our study indicated that they are tracking
project resources conswmed. Lnterprises use a variety of tools to
support project tracking. Dashboards—some like the red-yellow-
green systern at MeadWeslvaco, others more quantitative—high-
light when projects are off target. Dashboards alert management to
potential problems early and enable actions to forestall delays or
cost overruns.

At top-performing enterprises, tracking is just one element of a
standard project management methodology, Some enterprises rely
on the Capability Malurity Model, a highly standardized process
for certifying organizational project management.*! Other enter-
prises apply an internally developed project management method-
ology. There is little evidence that one type of meliic or project
management methodology is more successful than another, but
any attempt to measure implementation milestones and to guickly
identily and address problems greatly enhances the likelihood of
implementation success.

Formal Tracking of Business Value

Much of the challenge of effective 1T governance results from
the difficulty of assessing the value of IT. IT decision makers make
more effective decisions as they better understand the walue the
enterprise receives [rom [T, Formally tracking the business vilue of
IT enhances organizational learming about the value of I-enabled
initiatives.

Approximately 60 percent of respondents in our study indi-
cated that their enterprises formally tracked business value. Track-
ing includes determining whether expectations {or a project’s cost
reductions or revenue increases actually materialized. One COTO
noted that the first time her firm conducted post-implementation
reviews they found that O percent of the firm's projects the prior
vear had met objectives, In one year, the percenlage of projects
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meeting business objectives increased to 40 percent—meostly the
result of focusing the attention of managers on expeclations. The
vialue-tracking process helps both business and 1T executives to
understand the sources of and obstacles to generating value from 1T
investments, With practice, it also leads to more realistic estimates
ol the proposed benefits of a system.

Because project outcomes are difficult to isolate—particularly
when projects are part of larger program goals—increasing numbers
of enterprises are formalizing intermediate objectives. For example,
JPMorgan Chase tracks the number of projects introducing non-
standard technologies as an indicator of the wviability of its
standard-setling process. Many I'l units track the cost ol inlrastruc-
ture services with a goul of constantly decreasing unit costs, These
intermediate objectives often apply six sigma or related guality
management techniques. The additional metrics growing out of
intermediate objectives clarify management accountabilities and
provide another basis for assessing IT outcomes.

IT governance is about empowering all an enterprise’s employ-
ees. The decisinn-making mechanisms locus on hammering out
business strategy and the implications for IT, Alignment processes
allow strategic decisions Lo guide daily actions. In addition, align-
ment processes allow daily experiences with 1T to feed back into
the strategy process. A third type of governance mechanism—com-
munication approaches—is essential to make governance arrange-
ments known,

Communications Approaches

Cormmunication mechanisms are intended to “spread the word”
about Il governance decisions and processes and related desirable
behaviors throughout the enterprise, Firms communicate their
rovernance mechanisms in a varlety of ways. We lound that the
more management communicated formally about the existence of
IT governance mechanisms, how they worked, and whatl oulcomes
were expected, the more effective was their governance,

Senior Management Announcements

Senior management announcements claritying priorities and
demonstrating commitment usually get a great deal of attention
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throughout an enterprise, Eightv-seven percent of responding en-
terprises indicated that they communicate governance through
semior management announcements. Many firms tested gover-
nance communications in the late 1990s as they pul in enterprise-
witle systems or major new infrastructure platforms, Tor example,
Dow Corning announced that during its two-yvear ERP implementa-
tion process, no other [T implementations would be considered.
Similarly, management at Delta Air Lines committed to rebuilding
infrastructure for airline operations and cuslomer expericnce and
explicitly refused to consider other [unctions or processes. Com-
mitment to this kind of clarity about what will and will not be
done helps everyone in an enterprise focus their attention on
strategic objectives. '

As [T becomes mare strategic in enterprises, IT governance
grows more Important. Developing a communication strategy to
announce and explain new [T governance processes contribates
to achieving the objectives of the governance design. A number of
firms use rallying themes to keep everyone locused on their gover-
nanee objectives, Management at DBS has spread the gospel about
AsiaZl, a program to create the infrastructure for the next genera-
tion of DBS services and products, Anchored by a technology foun-
dation, Asia2l incorporates new approaches to process innovation,
risk management, performance measures, people and organiza-
tional structures, and data management.

Many current IT initiatives intend to create more integrated
enterprises, Integrating formerly autonomous functions or business
units involves changes in not only IT bul also business processes
and organizational culture, Well-circulated, persistent themes like
"Une Stale Street” prepare organizational members for the change,
Communicating governance processes facilitates the change and
provides a road map for what could otherwise be perceived as an
idle threat or promise. '

Formal Committecs

Despite concerns about committee meetings demanding too
much time, much IT governance is committee work. Ideally, [T
governance requires few new committees; especially al the ex-
ceutive level, governance decisions can be lolded into ongoing
responsibilities, Ad hoc committees, however, are oflen important
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mechanisms. The decision-making bodics described earlier in Lhis
chapter are often comumillees, Committees also make lower-level
governance decisions and carry out high-level dedisions. For exam-
ple, project work often relies on committees of stakeholders to de-
fine requirements, monitor progress, and identify potential issues.
As Chase Manhattan Bank (now JPMorgan Chase) implemented
e-business initiatives, the head of e-business met with stakeholders
af all iniltiatives for forty-five minutes cach week,™ The participants
in the meetings discussed progress on the project and related
efforts, including infrastructure development and architectural
issues, These large gatherings led to greater understanding of the
governance decisions around enterprise architecture and shared
infrastructure, and their implications for individual business appli-
cation projects.

Committee meetings arc important too because informal mech-
anisms such as water cooler discussions have proved to be sadly in-
effective, Tn our study, extensive use of informal commumnicaticons
was the only communication approacl not associated with high
governance clfectiveness, Careful committee assignments are re-
quired to involve executives in decisions important 1o them, Elec-
tronic tools can evercome geographical barriers, making it possible
to staff committees that can make decisions, accepl accountahility,
and monitor implementation. Communications within and across
committess align the elforts of the committees with other gover-
nance initiatives,

Office of CIO or IT Governance

IT governance needs a recognized advocate, owner, and organi-
zatinnal home. Eighty-six percent of participants in our study used
an office of IT governance or the office of the CLO Lo communicate
governance arrangements, IT governance needs an owner to ensure
that individual mechanisms reinforce rather than contradict one
another and to commmunicate governance processes and purposes.
Just as important, the person, team, or commitlee responsible for
IT governance needs to ensure alignment between [T governance
and the governance of the enterprise’s other key assels (inancial,
hurman, physical, [F and relationship). The office of the C10 or the
nifice of IT governance are effective mechanisms l[or advocating
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and educating about IT governanece. Who should own and thus be
held accountable for IT governance is an important decision we
return toin chapter 8.

Working with Nonconformists

Rarely doall affected managers enthusiastically embrace IT gow-
ernance decisions, When managers engage in behaviors that under-
mine enterprise architecture, disregard T investment guidelines,
duplicate shared infrastructure, or ignore project-tracking stan-
dards, they may be demonstrating lack of awareness of governance
decisions or an unwillingness to adopt mandated practices. Work-
ing with managers who stray from desirable behaviors is o neces-
sary part of generating the potential value of governance processes.

Eightv-four percent of the respondents in our study respond to
nonconforming behavior by visiting with offending managers to ex-
pain the rationale for IT governance, The visits usually establish
whether managers are ignoring governance armangements because
they do not know them or because they do not agree with them.
Then a dislogue can commence Lo educate, address concerns, make
exceptions, or even change ineffective governance or managers.
Most IT units find the visits a particularly important mechanism for
communicating architecture and its implications. At DBS, [T archi-
tects have accepted responsibility for guiding managers towiard
architecture acceplance. One architect noted: “We are seeing our-
selves more as architecture social workers rather than the architec-
ture police."t*

Web-Based Portals

Much coramunication around IT governance is o educale or-
ganizational members on [T governance processes, including spe-
cific procedures for mechanisms such as investmenl proposals,
architectural exceptions, and service-level agreements, Web-based
portals provide a central communications channel for many enter-
prises. IT governance owners use the portals to make announce-
ments and updates, Some portals have examples of 1T investment
cases wilh lemplates. Mber portals have lists of approved IT soft-
weare anul hardware with instructions on ordering hardware and
software, Portals can also support IT governance by posting metrics
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its franchises employ more than 180,000 people in more than 140
COUNLries,

In 2000, Chairman and CEO Marilyn Carlson Nelson articu-
lated a vision of presenting Carlson customers with an infegrated
view of Carlson’s businesses. ! Traditionally, each operaling group
functioned independently and was even encouraged to compete
with other operating groups. Nelson intended to change the rela-
tionship between operating groups from compelition to collabora-
tion. She enlisted CIO Steve Brown to map out the technological
underpinnings for this change, Brown, who reports directly to the
CEO, was given responsibility lor defining the role of IT for the in-
teprated enterprisc,

Brown defined two I'T principles:

1. Application development can continue Lo take place within
operating groups, but applications should be presented to
users through a shared portal, and, where necessary, data
will be shared across business units.

2, Carlson will have & shared I'T inlrastracture,

To translate these principles into IT architecture and infrastruc-
ture, business applications, and [T investment decisions, Carlson
assigned 1T governance respensibilities to five decision-making
structures; the Carlson Technology Architecture Comimittees (CTAC)
residing in the operating groups, the Enterprise Architecture Orga-
nization (EAD), the IT Council, the Carlson Shared Services Board,
and the Investment Committee, Our description of Carlson’s Gov-
ernance Arrangements Malrix is shown in figure 4-4.

Decision-Making Structures

Fach Carlson operating group has a Carlson Technology Archilec-
ture Committes (CTAC) made up of technologists who take an op-
crating group perspective. The CTACs are primarily responsible for
meeting the needs of their operating groups within enterprise stan-
dards. CTACs also provide inpul into enterprisewide architecture
decisions.

CIO Brown set up the Enterprise Architecture Organdzation
(EAO to facililate enterprisewide standardization efforts under Mark
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Price, Director of Information Technology. Price works with a team
of two architects from each operating group to establish and moni-
tor new technology standards, The Enterprise Architecture Organi-
zation sets corporatewide standards guiding the development ef-
forts of all the operating units.

The Executive Committes, including Brown, established Carl-
son Shared Services (0C85) to build the infrastructure capahility de-
signed by the EAQ, €55 provides both IT infrastructure and finan-
cial services within the enterprise. The C55 Board, which comprises
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the CTOs and CFOs of the operating groups, exXamnines any new
techinologices from a financial point of view,

The IT Council is made up of the CTOs and CIOs of all the op-
eraling groups. The Council meets monthly to talk about new Lech-
nologies and ways lechnology can be leveraged across Carlson.
Finally, an Investment Committee, made up of members of the sen-
ior executive committes, gives Ainal judgment on all large Carlson
Companies Investment projects.

These decision-making structures have clarified I'l" governance
responsibilities at Carlson Companies and are consistent with the
CEQ wision for how the fiem should operate. By soliciting input
from additional sources, these decision-making structures align 1T
decisions with organizational goals, Carlson further benefils from
alignmenl processes and communication tools to implement effec-
tive governance Lhroughout the enterprise.

Aligrmment Processes

The alignment challenge at Carlson involves balancing integration
ACIOss ;::perating groups with preserving sufficient autonomy 1o
allows each operating group to succeed in its market environment.
Koy alignment processes at Carlson are its service catalog (compara-
bile to service-level agreements), its IT investment and funding ap-
proach, anil its architeclure exception process.

Service Catalog

lo define and manage the portlolio of shared services offered
by 058, Brown solicited input from the CEOs of the operating
gi‘nups to ascertain their common business needs for infrastructure
services. Operating groups had the option to buy services exter-
nally, resulting in a mix of internally and externally provided ser-
vices, After “unbundling” every service used at Carlson, Brown and
the [T group collected eighty-nine seevices into a "service catalog.”
Fach service definition was in industry standard terms and clearly
understood by the operating groups, Once the services were de-
fined, the IT group benchmarked them against thirky-six vendors
for cost and service-level availability. The inn updates these bench-
marks annually, and the service catalog regularly facilitates conver-
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sations between the 1 group and business unit managers. Fon
example, if & business wants a given network service with 99.9¢
percent reliability, then the catzlog shows how much it will cost in.
house or from an outside vendor,

Investment and Funding Approach

Given the feudal approach to business applications, aperating
groups fund their individual applications. The office of the CIO and
the operating groups share funding lor enterprise architecture [roj-
ecls proporiionally split by expected henefits from the initialive.
Every request goes through an Authorization-for-Funding Process.
The process requires details about what will be delivered and when,
and where the financial or business benefits will oceur, Whoever
propeses a project is held accountable for promised results. To sup-
porl development of the enterprise architecture, Carlson’s Capital
Budgeting Commitlee allocates some funding for archilecture ini-
tiatives to the C10. This discretionary fund allows the CTO to secd
projects until operating groups can see benefits from them.

Architecture Exception Process

o encourage collaboration between his office and the Upél'aL-
ing groups and to best reflect the needs of all the operating groups
in architecture decisions, Mark Price seeks input from a variety ol
individuals in the operating groups. He views his role as that of a
facilitator: “Our approach in the Enterprise Architecture Organiza-
ton is really a facilitation office, We bring ideas and maybe some
technical resources Lo bear, bul the work and the design and the
people that are delivering come from the business units, We learn
where the business units have needs, and, if we architect to tlat
direction, we end up with a more feasible architecture.”

Il a proposal from a business unit does nol fit current standards,
the proposal is evaluated by the Enterprise Architecture Organiza-
tion (LACY). If the application is limited to one aoperating group, the
lechnology decision stays wilhin the confines of the respective
CTAC. Il eventually more than one operating group becomes inter-
csted, then the EAO puts together a small working group made up
of one architect from each inlerested operating group. The working
group then defines the standard for the enterprise,
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These three processes—service calalog, investment and fund-
ing, and architecture exception—work with Carlson’s decision-
making structures o provide nput to decision making and fo
delegate ongoing decisions to appropriste individuals and teams
throughout the finn. o helpindividuals understand how gover-
nance works and how they make it work, Carlson has implemented
commurnication tools.

Cornsrivnticafion Tools

Two key communication tools at Carlson are senior management
announcements and formal committees that disseminate their
decisions. CEO Melson regularly shares her vision for Carlson,
including her mallying cry for an “integrated Carlson” The “inle-
grated Carlson” concept provides a constant reminder as to how
the firm wants to use T Simultaneouwsly, committees with both
corporate and operating group members—most notably the Enter-
prise Architecture Office, the C55 Board, and the 1T Council—offer
recurring opportunities to communivate with key operating group
leaclers to clarily T governance and its implications for the operat-
ing sroups,

Combined, the governance mechanisms at Carlson have sup-
ported Brown's efforts to reduce I'T costs while moving the com-
pany closer to the CEOYs vision of an “infegrated Carlson.” As at
Carlson, we recommend Lhal every enterprise needs at least one
high-performing mechanism in each category. Having a smaller
number ol elleclive mechanisms is superior to having many mech-
ardstns that may vary considerably in effectiveness and introduce
conlusion aboul accountability.

Implementing Governance:
Principles for Mechanisms
This chapter has reviewed three types of [T governance mecha-

nisms and identified key mechanisms within each type. Individu-
ally, mechanisms should exhibit three characteristics:

1. Simpder Mechanisms unambiguously deline the respansibil-
itv or objective for a specific person or group.
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2. Transparent: Elfective mechanisms rely on formal processes,
How the mechanisim works is clear Lo those who are alfectec
by or want to challenge governance decisions.

3. Suitable: Mechanisms engage individuals in the best posi-

torr tormmake ghvern decisions,

Mechanisms, however, do not act in isolation, The impact o
governance mechanisms depends on interactions amonyg the mech
anistns, We observed five principles for designing effective scts o
mechanisms: .

1. Choose mechanisms from all Huee types. Tecision-makin u,
alignment, and communication mechanisms have different
objectives, All are important to effective governance.

2. Limit decision-making structures. Decision making in enter-
prises is nota "more the merrier” phenomenon. Complex
organizations require multiple decision-making structures,
bt the more decision-making structures, the more ORpo-
tunities for contradictions and disconnections, Decision-
making respensibilities should be disseminaled throughout
an colerprise using alignment mechanisms, not decision-
making structures.

3. Provide for overlapping membership in decision-niaking
structires. IT governance requires serious input about both
strategic business needs and technology capabilities. To
ensure thal these critical perspectives influence all IT gover-
nance decisions, key decision-making bodies need overlap-
ping memberships or clear mandates, [T governance design
should avoid disconnects between [T and business decisions.

£ Amplement mechanisms at mudtiple levels in the enterprise,
Although diverse enterprises may have limited integration
and standardization requirements, a single business unit
may want tightly integraled processes. Accordingly, 11 gow-
crnance design at the enterprise level reflects only one iayer
of governance. Enterprise-level governance influences deci-
sions at the business unit level, but husiness units often
need their own governance arrangements and correspon-
ding mechanisms. Good governance in a multibusiness umit



hrm requires Lonnections between the cnterprisewide ang
business unit s0vernance, Mechanisms such as architectyre
tommiltees and JT budget Processes often Provide these
comnections,
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with soane infrastructuze thrown in. We used a full chargeback
model, so the first project neading a particular piece of infrastruc-
ture had 1o pay the entire cost of creating it

— T, goversmenl qgency
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strategic, organizational, and cultural issues to design the optimal
IT gowvernance {or their firm,
Three questions best capture these insights:

» How can we assess governance?

The governance board—composed of the corporate controller,
eight deanestic C10s (the mosl senior arul scasoned), and three
regional CIOs {Asia, Europe, Latin Americal—has been meeting
for a vear, bl anyone who has altended the meelings wiews it a5
dysfunctional. Mo one pays attention or lakes it seriously.

— 200, wlobal mangfacturing fiom

Wi have to rejustify our refresh strategy every year, What should
have been a ten-minute pitch took forty-five minuies. . . The
management commitice turmed into a team of volunteer archi-
tects to redesign cheaper deskiops.

—iCJ02, telecommunmicalions finn

Do any of these situations sound familiar? These quotations
iHustrate Lhe multifaceted nature of 1T governance for large cnter-
prises, Geftting len managers inlo a room to discuss their gover-
nance challenges will generate at least ten opinions of what works
well, To date, there has been little experience-based 1esearch to
reveal what governance arrangements worek best, and yet under-
standing whal works best in general as well as in meeting particular
performance objectives informs governance design. This chapter
will provide some evidence and propose guiding principles foe 1T
gavernance arrangements at large, complex enterprises. The princi-
ples come from measuring governance performance and financial
performance in a large sample of enterprises and analyzing quanti-
tatively and qualitatively which ammangements work best. The
resulting set of best practices provides insights into which of the six
sovernance archetypes {business or IT monarchy, feudal, duopoly,
fcderal, or anarchy) best support each of the five key I'T decisions
{IT principles, infrastructure, architecture, Prusiness application
needs, and investment). You can use the resulting general gover-
nance principles as input, along with the more enterprise specific

= What governance artangements work best?
» How do leading enterprises govern?

The answers should provide you with the language and evi-
dence 1o tackle the governance issues in your enterprise. since his-
torical performance in a large number ol enterprises can indicate
only what worked elsewhere, senior management must combine
these general findings with the firm’s unique goals, strategics, and
cultural norms. Chapters 6, 7, and 3 adidress thal challenge,

How to Assess I'T Governance

We defined governance as specifving the decision rights and ac-
countability framework to encourage desirable behavier i [T
usage. Governance performance must then be how well the gover-
nance armangements encouraged desirable behaviors and ultimately
how well the firm achieved its desired performance goals. lTo pro-
vide some structure Lo this multifaceted issue, we use the frame-
waork in Ngure 5-1.

We identified Ove important factors when assessing pover-
nance—enterprise setting, governance arrangements, governance
awareness, governance performance, and linancial performance. o
assess governance performance, we measured each of these factors
We sugpest using the framework to compare your enterprise with
those described here. Enterprise setting captures the industry, the size,
the number of business units, and the relationship among the busi;
ness unils (the level of synergy desired between business units). Gov,
ernance arrangements describe which archetypes are used for eack
IT decision and which mechanisms are used for implementation
Governance awareness establishes how well everyone across the
firm understands governance and identifies the communications ap
proaches to engaging management. The percentage of projects wriLk
exceptions—both formally approved and renegade—Iindicates how
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uniformly people apply the governance arrangements and what
learning results from change.

Governance performance assesses the effecliveness of [T FOVeT-
nanee in delivering four objectives weighted by their importance o
the enterprise:
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When assessing governance performance, senior mana pers lirst
Identify the relative importance of these four [actors in their enter-
prises and then rale enterprise performance on each {actor, Using a
weighted average formula, they can calculate a score out of 100,
Appendix B contains the questions and the formula to calculate
governance performance; you can pause now to complete it so that
you can benchmark your enterprise against the following results,

Asking senior managers to rate the impact of governance on firm
| performance offers one perspective on the effcctiveness of [T gover-
i nance. fut ultimately, we should see IT governance impact business
performance metrics, Although many other factors influcnce finan-
clal perlormance measures, strong performance provides conli-
dence in the firm's IT governance. Assessing financial perlonmance
requires linancial metrics covering the major categories. We investi-
galed whether leaders in the following three dimensions of finan-
cial performance (adjusted for industry differences) governed dil-
ferently from other firms:!
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We found firms that led their industries in cach of these thiree
dimensions of performance governed differently from other firms.
We explore these differences later in the chapter.
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How Governance Varies Across Enterprises

Governanece performandce varies significantly across enterprises and
is approximalely bell shaped (figure 5-2). The average governance

and the top third performing firms had scores over 74, Onlv 17 per-
cent of enterprises scored 80 or above and only 7 percent scored 90
ot over. Achieving high gowernance perlormance meant thal the
enterprise’s 1T povernance succeeded in influencing the desired
measurcs of suceess. How does vour ecnlerprise compate?

Firms with above-average IT governance following a specific
stralegy (for example, customer intimacy) had a 20 percent higher
ROA than Arms with poorer governance following the same strat-
eryv. Governance was, of course, not the only factor, but good IT
governance olten comes with focus and cffective management
practices in all areas. The governance performance measure also
stalistically signilicantly correlates with several three-vear average

FIGURE 5-2
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industry-adjusted measures of finandal perlonmance (for cxample,
ROE amnd market capitalization growth). We are nol saying gover-
nance perlormance caused superior financial perfoomance, However,
we can say superior financial performers have high governance per-

F

We suggest that designing IT governance requires working from
left to right in figure 5-1 using the IT Governance Design Frame-
work (figure 1-3) and Governance Arrangements Malrix (figure 1-2),
To assist managers designing effective governance we now cxplore
what arrangements (1) work best as measured by governance per-
formance and (b} are used by financially top-performing firms.
Crovernance pecformance is a good broad measure of overall -
formance, and the lessons from these top governance performers
can be applied in any situation. Then we will learn from top
performers on a particular financial metric (say, growth) how to
target governance to more finely tuned financial goals. If perfor-
mance balanced across several performance goals is vour objec-
tive, then focus on the governance perlormance findings. 1f Wi
hiave one clear and enduring financial metric as a target, then care-
fully consider the findings on financial performance governance
arrangements,

Seven Characteristics
of Top Governance Performers

We start by Leasing out what Lop governance performers do Lhat is
different from the other enterprises. Regardless of their industry,
level of IT investment, strategies, or any other lactors, the high SOV
crnance performers differed from other enterprises on seven char-
acteristics. All the relationships with governance performance and
financial performance described in the remainder of this chapter
are statistically significant and thus unlikely to be due o chance,

The seven characteristics common to top performers are de-
seribed here in approximate order of impact from highest to lowest,
Consequently, we suggest addressing these issucs in the order pre-
sented when refining o1 correcting IT governance. Tigure 5-3 con-
tains selected benchimarks for best and worst performers.
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FIGURE 5-3

Benchmarks for Best and Worst Performers

Governance Bottom 50% of Top 50% of
performance entarprises (score <69) enterprises {score =69}
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nance simply by engaging more oflen and more effectively, Top
performers effectively used the following five communication
mechanisms described in chapter 4. Communication approaches
are listed In approximate order of impact; however, top performers
effeclively used all five,
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1. Move Managers in Leadership Positions Cowld Describe TT Gone-
ernance. The most important predictor of top governance perform-
ance was the percentage of managers in leadership positions who
vcould accurately desceibe their enterprise’s IT governance, The
higher the percentage of managers who could describe governance,
the higher the governance perlormance. When more managers can
accurately  describe governance, governance s more likelv Lo
become part ol the coterprise’s management culiure—people fol-
low, challenge, and improve it Without awareness of 11 gover-
nance, people cannotl practice it. Nearly half the managers in the
dbove-averapge povernance performers could describe governance
while fewer than 30 percenl of managers in poorer performers
could do so {see Ggure 5-3). In only 5 percent of enterprises could
B0 percent or more of managers in leadership positions describe
their [T governance. How do you compare?

2. Engage, Engage, Iingage, Top governance performers achieved
a higher percentage of senior management knowledge aboul gover-

o Serior managesent anmoumcerments: Reinforce and alert
governance changes

« Formal commilices: Add weight and cross-lunctional influ-
ence to governance

* Office of CIO or IT governance: A recognized advocate, owrier,
and organizational home

* Working with managers wio dor't follow the rules: Dialog Lo
educate and address concerns

* Portals o intranets with docimented procedures: A single place
for governance information.

Top govemance performers typically didn't use informal meet-
ings with colleagues to communicate governance. Somchow Lhe
topic of governance doesn’t lend itsell Lo informal chals in the cor-
ridor, at the waler cooler, or in the cafeteria. Informal chats are
soon [orgotten when participating managers go back to the hurly-
tburly of e-mail, phone calls, and formal meetings.

3. More Divect Involverment of the Senior Leaders in 1T Gover-
mance, Top management involvermnent is such an old chestout that
we obten forget its importance. Senior managers in Lo governance
performers were more directly involved in [T governance. The more
involvement, the better the governance performance. The man-
agers on Lhe following list appear in the order of the relalive effect
of their involvement on governance. The numbers in parentheses
approximate the leverage of each execulive’s effective involvernent,
where the CIO is 1.0 on the index,?

¢ Chief Executive Ollicer {2.1)
¢ Chief Operating OMficer (1.7)

¢ Business Unit Leader {1.6)
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o Business Unit Chief Information Officer (1.3]
« (hiel Financial Officer (1 2
o (Chief Information Officer (100

— Fer effective D governance the CIO-must be intimately—in-
volved, and in almost 100 percent of the firms studied the CIO was
leading the governandce charge. Effective involvement of the CIO in
[T governance is a necessaty but not sufficient condition for effec-
tive governance. The ather senjor managers provide significant
additional leverage when they are elfectively involved. For exam-
ple, we estimate that the CEO provides a leverage of over two times
{at of the CLO, and the business unit leaders provide a leverage of
60 percent over the IO alone.

The challenge is o find the right role for each senior manager.
For example, involving the CEO a few times a vear D high-profile
roles such as chairing the investment committed o1 announcing
governance changes is more effective than asking the CEQ to
attend monthly steering committes meelings. The role of the busi-
ness unit CIC is also critical to en terprisewide gOVEIDANCE. Business
unit CLOs often must design husiness unit IT governance. In addi-
tion, for effective enterprisewide governance the business unit
C10s are typically invalved in setting high-level architecture. More
important, business unit CI0s act as advocates for enterprisewide
governance, Business unit C10s often have dual reporting relation-
ships to the CEG or CFO of their business unit as wiell as to the cor-
porate C10O, These dual relaticnships are challenging but valuable
for halancing business unit and enterprise priorities. Incentives,
tramisfer pricing, shared intrastracture, and best of all, redueed cost
to the business units from economies of scale help make dual rela-
tionships work.

4. Clearer Business Objectives for IT Investiment. Top governance
performers had clearer abjectives for IT investment—a few impor-
tant nbjectives, nota long, undifferentiated list. The most COITTon
objectives were a subset of three or four of the following:

e Reduces costs.

s [mprove customer service.

winat 1T Governance Works Thest Lt

e Trovide information to management.
o FEphance custormer comimunication,

o Support new ways of doing business,

-

Enable a complete wview of the customer.

tmprove product quality.

The more focused the objective, the easier it is to design I'T gov-
ernance, Having a larger number of ohijectives and thus maore dlesir-
able behaviors leads to confusing and sometimes conflicling mes-
sages and Processes. Of all the characteristics of top governance
performers, this is perhaps the most difficult to achieve. Complex
criterprises have multiple and sometimes competing objectives,
and TT governance has to operate in that environment. Nonethe-
less, Lop governance performers seem to pick the maost important
objectives and design governance for them.

5. More Differentiated Business Strategies. lop governance pel-
formers had more differentiated husiness strategies based-on value
disciplines such as Customer intimacy or product innovation.! Gov-
ernance performance wis lower it enterprises pursuing upcrati::rnal
excellence, Operational excellence 1s 4 less differentiated strategy be-
cause it focuses on elficiencies, and the vast majority of enterplises
are concerned about cost. Our sense is that operational excellence is
aften the default strategy of enterprises without a clear strategy. Thus,
this fifth characteristic is related 1o the need for strategic focus
described earlier. Where aperational excellence is the deliberate (not
default) enterprise stralcgy (for cxample, commodity products and
|ow-cost service providers), managers must drill down to the next
level of detail to design appropriate governance. Whiat are the specific
desirable behaviors for achieving the enterprise’s particular style of
operational excellence? How can governance encourage the behav-
sars? We will explore this question in chapter 6.

. Fewer Renegade and More Formally Approved Exceptions. The
average enterprise in our study reported that the architecture ex-
ception process permitted exceptions to agreed-upon [T standards
in 30 percent of its new sysLerms. An additional 20 percent of the
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new systems had unapproved exceptions to agreed-upon 1T stan-
dards {renegade exceptions). This latter statistic shows the immatu-
rity of the IT architecture processes in most enterprises.

Because of the pace of technology change, exceptions Lo stan.
dards are inevitable. But enterprises manage exceplions differently,

-
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What Governance Arrangements Work Best

Bevond the seven characleristics, top governance perlormers used
particular patterns of archetypes in thelr governance arrangements,
Across all the enterprises studied, certain patterns of governance

Top governanee performing enterprises have fewer rencgade excep-
tions and more exceptions that occur through a formal approval
process. The arrows in the lable in figure 5-3 indicate the trends for
exceptions over a three-year period, Top performers had fewer rene-
gade exceptions, and the number was decreasing. They had a lairly
constant percenlage of new systems with approved exceptions,

. 7. Fewer Changes in Governance from Year to Year. The process
of changing governance armangements, communicating the changes,
and institutionalizing the new governance is lengthy. ClOs report
that the time to implement a change in [T governance varies from
six months to a vear. A major change would involve changing who
had decision righls for at least one of the key [T decisions. Changes
in governance for one decision often have implications for the
other four decisions.

Changing governance frequently is confusing o all the man-
agers trying to follow it and often results in managers throwing
their hands up in frustration and ignoring governance completely.
Llow often to change governance is therefore a delicate balancing
act, Changing governance too often leads Lo [rustration and lower
governance performance. But leaving poor governance in place
is no better. I[ an enterprise’s existing governance conflicts with
how the enterprise wants to make decisions, then senior managers
should advocate changing the governance arrangement for a deci-
sion or instituting 2 new comumitlee or process to support a kev
decision. This kind of major change may also result [rom a strategic
shift or redelinition of desirable behavior. Otherwise, governance
design should remain fairly stable to avold the cost of explaining
the change. The enterprise can incorporate new knowledge, new
people, smaller changes in strategy, and new organizational re-
quirements by fine-tuning governance design, such as changing
key committer members, adding responsibilities to an existing
decision-making structure, or revising the parameters of service-
level agreements,

arrangernents generally surpassed others. We will first discuss what
works best for providing input and then move to whal works best
for decision making,

Providing Input

In general, enterprises with higher governance performance used
federal input models for 1T principles and business application
needs. In conleast, enlerprises with lower governance performance
had duopely input for IT principles and business application needs,
For input to the other three decisions, ne governance arrangemerts
were generally inferior or superion; the best approach depended on
the specific needs of the cnlerprise.

As a slarting point, we recommend federal governance arrange-
ments for input to all fve key 1T decisions and particularly for 1T
principles and business application needs, The federal model for
input provides a broad-based wehicle [or captaring the tradeoffs
between the desires of the senior corporate managers and the man-
agers in the business units, The lederal model addresses the time-
homaored tension belween what should be shared and what should
be locally determined, Sharing can enable economies of scale and
standardization as well as delivering on enterprisewide strategies
such as presenting a single face to the customer. The povernance
of Motorola described in figure 3-7 illustrates federal inputs [or
principles.

Designing a successful federal model for applications is even
more difficult than designing one for principles. Rusiness unit
heads naturally wanl their business needs met and are typically less
interested in the needs of the cenler or other business units, The
less synergy across business units, the more the business unit heads
need independence. Where there are cross-business unit processes
{oustomer relationship management, for examplel, the pressures
for sharing applications increase, Top governance performers heav-
ily used business relationship managers, chargeback, and executive
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committees Lo provide input to decisions on principles and buasi-
ness application needs. All three of these mechanisms explicitly
balance the needs of the business units and the corporate center,
The duopoly model for input to IT principles and business appli-
cation needs is typically too restrictive. Limiting the input to 1T and
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FIGURE 5-4

CERISION | | IT Busineaa
iT IT Infrastructure E—

one other group often creates a feeling of disenchantment or non-
transparency with the process. Worse still, the process can be seen as
rigged to henefit the parties consulted for input. The duopoly model
proves very elfective for decision making but is generally less effective
for providing input. Instead, broad-based inputs with mechanisms
enabling clear and fair representation work best for providing input,

Making Decisions

Figure 5-4 summarizes the most and least effective governanoe
arrangements for inpul and decision making to achieve governance
performance.” Firms with high governance performance typically
steered away from federal models for most of their IT decisions
and used IT duopolies for the critical decisions of 1T principles and
investments.

Why TI'ederal Models Struggle

Enterprises using federal decision-making arrangements olten
stored poorly on governmance perlormance. Many faclors explain
why federal models are less effective for decision making, including
less speed and a tendency to overly compromise and trade away
effectiveness. Federal decision-making arrangements often talke
longer as more peaple and stages are involved and there is less
agreement on the objectives lor the decisions. The long cycle times
compound the problems faced by enterprises with poor governance
because they continue to perform poorly until intervention occurs.
Worse still, when compromises are made to “kecp everybody
happy,” neither the business units nor the enterprise achieves what
is really needed. Federal models predicted poorer performance in
four out of the five key [T decisions,

While federal decision-making arrangements are generally less
cifeclive, a few enterprises have overcome their limitations by os-
tablishing enterprise success as an important goal for all managers,

] frikination
Prineiples | Architecturs Strategios | Hesds Invastmant
ARcHETYRE™, | Input |Dscision Input | Dacision |  Inpat Dizcisizn | Ieps | Decizion | Irad | Cecision
! | " g — =

Businass
Menarchy
IT |
Manarcty
Erural i E {_\_
o - - -, - | [
Faclarsd [ | 0= | =0 e P
. r =N N
Duiapaly OEE 4_}': :—; T2
~ \ . Sl
i —_ 1 ]
Aratlny | |
L - I S S | —

h)

(= = Prar pacarrees (%) - Tap sefarmers

002003 MIT Slaen Schaal Genter far Infarmation Systens Fesearch 10156 Used wilh REFMISEio.

The chairman and CEO of UPS, reflecting on his thirly vears with
the company, described the time when he represented a business
unit on a federal IT decision-making committes,

Bur culture, traditions, legacy, and lengeh af seevice gives us a lol
uf confidence that we can rely on each other . . . you can do things
in 1he best interest of the total, T think ahout when we buailt the 1T
steering commiltee, . T was in air, someone else in engineering,
sommcong else in finance, someone alse in 1R, someone else in
RED—eight different functions that came together Fach of us
would come with orders from our bosses to make sure we gal what
we needed It our parts of the business ., . somehow along the ling
we would say, “Bul the best thing for the company isn't mine; it's
the IMAD [handbeld computer used by UPS truck drivers] or the
delivery record aulomation.” . . . 1 would go back and myv buoss
would say al the time, “1id vou get what we necded?” and |
would say, "No, we gol something better, something better far the
company.”
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Few enlerprises can boast of Lhe longevity of UPS managers on
their IT steering commitiees, Even UTS, whnse culture encouraged
commitment Lo enterprise goals, later dropped the federal model in
favor of a business monarchy for IT investment. On the other
hand, federal models are a viable approach to decisions on business
application needs. If business unit representatives are rewarded for
achieving both enterprise and business unit objectives, they can
work in a federal model to distinguish shared and unigue applica-
tion needs. For business applications needs, enterprises with feudal
decision-making arrangements had lower governance performande;
even wilh few synergies among business units, the leudal model
underperformed. For business application needs, the appropriate
model depends on the enterprise’s strategic needs. Highly inte-
grated or synergistic business units thrive under more centralized
decision making, such as a business monarchy or federal arrange-
ments. Where fewer synergies exist, [T duopolies work well when
the IT group works bilaterally with each business unit to satisty in-
dividual needs.

Why Duapolies Work for Decision Making

Top governance performers often used [T duopolies [or both
Il principles and investments, the two most strategic of the five
kev 1T decisions, because principles set the role for the enterprise’s [T
and investments establish commitment and priorities, Some IT and
business process standards may be nonnegotiable, but the duopoly
approach enables joint declsion making between the business lead-
ers and [T professionals, allows for creative business solutions
within agreed-upon constraints, but remains focused on the particu-
lar business issue at hand. Unlike federal models, wherein managers
must balance the interests of the center and all the business units,
dunpolies maintain strategic focus and typically perform better.

Two popular mechanisms for implementing duopolies are busi-
ness/IT relationship managers (often the business unit ClOs) and
process teams with 1T members. Business/TT relationship managers
support the hicycle wheel model of the 1T duopoly (see figure 3-3},
The relationship manager leverages IT for maximum business value
and pushes for 11 services that address their business unit needs.
The process team mechanism implements the T-shaped duopoly.
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Process teams work toward an entecprise’s desired operaling model
with Il to cnable enterprisewide processes.

Three Successtul Patterns of Governance Performance

Among the 256 frms, Lhe governance arrangements varied
markedly. For each of the five kev IT decisions, management can
choose among six governance archetypes, yielding thousands of
possible combinations, The ten most popular combinations ac-
counted for 25 percent of the enterprises; the three most successful
of these ten arrangements in terms of governance performance
appear in figure 5-5. All three of these arrangements balance multi-
ple performance objectives such as cost, growth and fexibility
Arrangement 1 had duopolies (the CxOs and IT, perhaps using
T-shaped committees) for principles and investment, T monar-
chies [or inlrastruciure and architecture, and a federal structure for
business application needs. This arrangement requires D groups to
understand Lthe business needs, and requires business and TT to trust
each other. The federal model lor applicalion needs can exploit

FIGURE 3-3

Top Three Governance Performers
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potential synergies actoss businegss units as would a ‘I-shaped du-
apoly for investment, Arrangement 2 was similar, with a duopoly
for application needs and a business monarchy for investment. Ar-
rangement 2 works well for enterprises with fewer synergies using a
bicycle wheel duopoly for application needs.

Arrangement 3 was much more centralized, with business mon-
archies for all decisions except federal arrangements for business
application needs, More centralized approaches are typically used
in single business unit firms or where profitability or cost control is
more important, Arrangement 3 requires business leaders who care
and know about 1T issues—olten due to the CIO¥s educating the
senior management team. Arrangement 3 1s also sensible when
major changes are occurring and decision rights must be Lightly
hell (during mergers, major cost culling, crises, and so on). Figure
5-5 illustrates how the five decision-making approaches it together
into @ reinforcing total governance design, For example, an 1T
monarchy for [T architecture can work well when ' principles set
by @ business monarchy or a duopeoly guide the architechire.

Who Makes Better IT Decisions?

With all the possible commbinations, we wanled to understand
which managers, on average, make consistently better IT decisions—
business or IT professionals. The results from the 256 Arms studied
indicate that joint decision making is best for many decisions (figure
5-a), The vertical dimension of the table divides the five key IT deci-
sions into the three business-oriented (principles, business applica-
tons, and investments) and the two meore technical (architecture,
infrastructure) decisions. The horizontal dimension of the Llable
divides the archetvpes into decisions by business leaders, decisions
by technical leaders, and decisions taken jointly.” The numbers in
the cells add to one hundred and are the percentage of decisions
across all the enterprises by each combination, For example, 29 per-
cent of all 1T decisions were business-oriented decisions by business
people. Twenty-seven percent of all [T decisions were technical in
nature and made by IT people. Adding across Lthe rows indicates the
percentages of each decision type (business or technical). Adding the
columns indicates the percentage by each decision maker (business,
techinical, or joint). For example, 32 percent of decisions were joint.
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FIGURE B-B

Who Makes Better IT Decisions—Business or IT Managers?
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The svmbaols in cach cell represent the relationship between the
decision approach and governance performance, The top gover-
nance performers were more likely to make business-oriented [T
decisions jointly. In the poorer governance performers, business
managers were more likely to make business-oriented [T decisions
alene, All other combinationg of decision and decision maker per-
formed the same,

We derived some general principles from this analysis. Uniess
there are compelling reasons to do otherwise:

= Business and Il prelessionals should collaborste on business-
oriented 1T decisions {investment, principles, and business
application needs). Several mechanisms can help to imple-
ment Lhis approach: joint committees, process teams with
IT membership, budgeling processes with separate business
and [T approval stages, and so on.

+ Business people should not make business-oriented I deci-

sions alone. Better decisions require the fusion of business
and I'l" thinking,
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e The best arrangement ol decision rights for technical deci-
sions depends on other factors such as the synergics
between business units, the current IT portfolio, strategic
goals, industry differences, and so on.

How Leading Financial Performers Govern

Sa far in this chapter we have focused on what governance generally
works best for broad-hased multifaceted performance. But beyond
these general principles, governance must be tailored to the enter-
prise’s strategies and performance goals, We now Jook al governaice
design at for-profit firms that lead their peers on particular financial
measures. We considered three different performance goals and as-
sociated measures: asset utilization, growth, and profit (figure 5-7).

To determine how leading {inancial performers govern, we col-
related governance arrangements with financial performance for
the previous three years relative to competitors.® o generale the
governance patterns for op financial performers in Figure 5-7 a
number of assumptions are made (some of which we describe in
the endnotes). As a result, the patterns of top performers should be
viewed as indicative only and not definitive evidence. The next
three sections describe governance at listed for-prolit rms who
have higher performance or faster improvernents. Mot all firms that
led on a particular petlormance measure governed the same way,
but the patterns were observed and persuasive and suppocted by
the case studies. For example, firms that led on growth bad rela-
tively decentralized [T governance, giving a lot of discretion to the
business unils. Firms that led on profit had more centralized gover-
nance to facilitate reducing duplication and cost control.

Leaders on Asset Utilization

Firms leading on asset utilization (as measured by ROA) need pro-
active decision makers who look for opportunities Lo share and
reuse I across business unils, business processes, and regions, Tor
I'T assets, the leading firms typically accomplish this drive for assel
utilization through a pattern of duopoly governance on ll five IT
decisions {see figure 5-7). n the duopoly model, the I'T group plavs
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an important coordinating role as it is one of the few groups that
interact with all business units and see Grmwide opportunities for
sharing and reuse.

Across the five decisions, the two types of duopoly governance
described in [igure 3-3 are hoth important for asset utilization. Each
type of duopoly brings together business and [T executives; a
T-shaped ducpoly brings together senior executives to encourage
greater synergies actoss the enterprise, while a bicvcle wheel estal-
lishes relationships to help business units extract value from enter-
prise capabilities. Key mechanisms implementing these duopolies
include executive comnmittees, process teams, business-1T relation-
ship managers, and [T architecture commitlees

Citicorp was an early adoepter of the T-shaped approach in 1996
and a very successful exploiter of IT. Citicorp's stralegic context re-
quired that business and IT managers work together in a duopoly
to understand their mulual challenges and responsibilities.” To
create this fusion in the consumer banking area, two overlapping
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commillees that met quarterly provided technology policy and
oversight in the bank. The Global Consumer Counctl, chaired by
the senior vice president of marketing, brought together the senior
marketing managers and included the senior technelogy olficer,
Cliticorp’s top infonmation technology execative. The Global Con-
sumer Technology Group, chaired by the senior technology officer,
brought together the senicr technelogy managers from the con-
sumer banking area and included the senior marketing vice presi-
dent. The two groups had adjacent meeting times, and some of
their meetings were held jointly. Many firms have adapted this
madel to suit their needs.

Business/IT relationship managers (for example, business unit
CIOs) effectively connect the business units to the central IT group,
enabling the identification of opportunities for reuse, synergics,
and shared services. At the same time, the business/1T relationship
managers ensure that the business needs of their business unit are
met. Enterprises efleclively using business/T1 relationship man-
agers mentioned elsewhere in the book indude DBES Bank, Abbey
Mational Group, and Scotland Yard.

Process teams with 1T members help develop both the process
leadership and the IT infrastructure to enable enterprise system im-
plementations and cross-lunclional business processes. The ERP
implementations at MesdWestvaco and Dow Coming highlight the
benefits of process teams. Archilecture committees are alse important
for asset utilization. Tn a ducpoly structure, these committess of both
IT and business experls encourage reuse Lo ensure a robust architec-
Lure and strict adherence to technical standards, To drive economiss,
the IT group regularly assesses the set of bilateral relationships for
opportunities for synergy and economies of scale. Where can the
sarne system, data, infrastructure, module, capability be shared?

Duopelies are also used for Lhe 11 investment decision to ensure
that [T spending is balunced between the needs of the business unit
strategy and the needs of the enterprise to utilize assets. Leaders
on asset utilization often effectively use chargeback. Understanding
and exposing costs of [T, particularly infrastructure, supports shar-
ing and reuse. Firms leading on asset utilization dont spend any
more o7 less on IT as a percentage of expenses than other firms, They
simply drove for better utilizalion of thelr I'l assets.

What 1T Governance Works Best 138

I summary, firms wanting to lead om asset utilization can learn
from the top performers that:

Set IT principles with a strong flavor of asset utilization via
duopaly of the CxOs and the IT group. Use duopolies to
make investment decisions balances business needs with
sharing and reuse,

Create an I architecture committee of business and [T reo-
ple to design an enterprise architecture and MATIAZC COT-
mitment to shared infrastructure,

® Assign business/IT relationship managers focused on achiey-
ing business value from [T for their business units and lever-
aging enterprisewide infrastructure,

* Lstablish a technical core of infrastructure and architecture
providers who plan and implement the enterprise’s technol-

0gy platform and interact with the business/[T refationship
managers,

* Institule a regular review process Lhat brings together busi-
ness unit and IT leaders to look for synergies, reuse, and
trends across operational units,

* [nvolve IT architects in business unil projects to facilitate
education and effective use of shared infrastructure and
architeclure standards,

* Develop a chargeback system to help business unil leaders
see Lhe value of shared services and make effective decisions
on IT use.

Leaders on Profit

Enterprises leading on profit (as measured by ROI and ROL) tendled
Lo have a more centralized governance approach. Typically these en-
terprises have husiness monarchies for [T principles, high~|evei It
architecture, and Il investment decisions. They use either business
or [1' monarchies for infrastructure decisions and lederal arrarige-
ments for business application needs. Leaders on profil using thicse
guwvernance arrangements require [T-savvy business leaders to make
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decisions—particularly IT architecture decisions. In these firms the
husiness architecture—the linking of key business processes inler-
nally and with business partners—drives the high-level I'" architec-
ture that is strictly enforced,

Leaders on profit made eflfective use of executive and senior
management committees to achieve cost control and standardiza-
tion. For architecture, standardization occurs through business de-
cision making with the IT group providing advice, education, an re-
search, Business-driven standardization limits costly exceptions to
starucdards but does nol eliminats the importance of an exception pro-
cess to enable learning. Prolit leaders successfully use federal arrange-
ments for business application needs, nicely balancing with business
monarchies for IT principles, The federal arrangements ensure a con-
sistenlcy across the operational unils with frmwide strategies while
recognizing the differences between business units. This type of fed-
eral arrangement requires & suppoclive incentive scheme, 1T invest-
rends are alsn centrally controlled via business monarchies that con-
sider 1T spending in the context of all spending, Thers was some
evidence that profit leaders on profit actually spent more on IT,

Centralized decision making facilitates stundarcdization and
shared services, therehy enhancing profitability via both cost re-
ductions and fast time to market in new regions. For example,
Citibank Asia set up a Regional Card Centre (RCC) in Singapore in
1989 as a shared service to support start-up credit card businesscs
in Southeast Asia® 'This shared service had a direct impact on the
operating performance ol cach country manager whose credit card
dala-processing operations were consolidated, so not all existing
country managers immediately bought into the concepl. Managers
who used the shared services demanded exacting performance
standards from the center. By 1992, in the midst of heightened cost
consciousness, the cost per card was down Lo 32,5 percent of the
1989 cost, None of the country managers wanted to revert to de-
cenlralized credit card operations; who wants cost per card to triple
overnight? The cost ecooomics offered by the RCC attracted the
countries o use shared services,

The RCC evolved from processing credit cards for ten countries
in 1993 to processing credit cards for twentvesix countrics in
1999 —twelve countries in Asia, seven in Central Europe and the
Middle Bast, and eight in Latin America. Average costs in 1998 were

What TT Governance Works Besl 141

40 percent less than they were three vears carlier, Today many more
countries actoss the world use the shared services. Ix:1 add[t;iun o
credit card processing, the RCC provides services including produ-
tion support, software design for new products, acceptance testing,
compliance with the constantly changing rules of Visa, Master-
Card, and Diners Club, and dissemination of best practices and cor-
porate quality initiatives, The cost reductions afforded by standard-
fzation and centralized praocessing inherent in shared services are
impressive. The existence of “starter kits” also makes adding new
countries relalively easy and inexpensive.

In summary, frms wanting to lead on profitability can learn
from the top perlormers that: .

* Staffan IT steering commitlee with capable business execu-
tives who take responsibility for enterprisewide IT gover-
nance decisions and set IT principles with a strong flavor of
cost control,

¢ Carcfully manage the firm’s IT and business architecture Lo
drive out business costs. IT monarchies manage and enforce
the architecture and work with business monarchies to sel
architectures.

Design rigorous architecture EXCCPLION processes to mini-
rmize costly exceptions and cnable learning.

Create a centralized [T organization designed to manage
infrastracture, architecture, and shared services,

Use linked IT investment and business needs processes that
both make transparent and balance the needs of the center
and the operational units,

Institute an [T investment process that requires cenlralized
coordination and approval of IT investments.

* Design a simple chargeback and service-level agreemnent
mechanism to clearly allocate I expenses,

Leaders on Growith

Leaders on revenue growth have governance structures strivin g
Lo balance the dominant entrepreneurial needs of the operational
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units with the Armwide business objectives. Business monarchies
set 11 principles to balance {or at least attempt to balance) opera-
tional unit and firmwide goals. These principles tyvpically focus on
growth and empower the operational units to be innovative and
nat too concerned about standardization—that can come later.

IT investments are governed by either [endal or business mon-
archy arrangements. Feudal governance for investments allows
each of the units Lo independently invest in [T Lo support their in-
dividual strategies, In high-growth firms, the operational units with
intimiate customer contact typically drive the growth by anticipat-
ing and responding to customer needs, The operational units wanlt
and need control over their IT investments o enable fast imple-
mentations and to experiment with new products and services.
Where more Armwide synergies are desired (for example, & single
point of customer contact across multiple business units or sharing
resources), business monarchies would be used for 1T investinent.
High-growth firms, more than other firms, have eflective mecha-
nisms for tracking the business value of IT.

Interestingly, there is no dominant governance approach for [T
infrastructure strategies or architecture for high-growth enterprises.
Firms use a variety ol Il infrastructure governance arrangements to
enable [ast growth. The key to fast growlh is customer responsive-
ness. Leading firms accomplish this responsiveness with more in-
veslment in operaticnal unit infrastructures rather than Grmwide
infrastructures.” Local unit infrastructures are more tailored o the
sirategic needs of the business units and are usually less infegrated
in the firmwide systems. The lower integration enables faster 1ime
tn market for IT-enabled products and services—integration can
ocour later.

Maintaining I'T architectures in high-growth firms is . . . ¢hal-
fenging. High-growth firms used no dominant governance arrange-
ment for architecture. Many high-growth firms reported having a
rmumber of T architectures rather than one—perhaps equal to the
number of operational units! This proliferation was equally evident
whether the growth was achieved organically or via acquisition.
The only chance of creating an integrated, rational, scalable [T
architecture occurs if the 1T group has decision rights. A typical
model sends I'l" proposals from the operational units to IT for archi-
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tecture screening. To be successiul and perceived as hel ping rather
than obstrucling the operational units, the architecture process
must be very fast and flexible. For example, corporate CIOs in high-
growth firms rely heavily on personal relationships involving a
one-on-ong influence with business Ieaders and facilitating com-
munitics of IT management interest.

In high-growth lirms, business monarchies identify strategic
business application needs, Typically, demand for IT oulstrips avail-
able IT resources, so business monarchies identify the key require-
ments for the processes that will distinguish the enterprise from
its competitors. However, high-growth firms often struggle to
precisely define business application needs. In their fast-paced en-
vironment, the business needs change constantly and often dur-
ing systems acquisition, construction, or consolidation, To simul-
taneously define and meet market needs, high-growth firms use
prototyping and dilferent types of extreme development, Many
high-growth ficms report business application needs as the least
successfully governed of the five key IT decisions; they are probably
creating integration challenges down the road.

Manheim Auctions, the Uls, market leader in business-to-
business car auctions, successlully auctions over 550 billion of used
cars each year™ In recent vears, Manheim introduced online aue-
tions and now auctions around 150,000 cars each year on line. Tn
addition, the Manheim Market Report, compiled from the Grm's
countrywide auctions, provides invaluable information to car deal-
ers and other industry participants and is available on line, on per-
sonal data assistants, and on paper.

To launch this fast-growth online business and reinforce its dom-
inant position in the industry, Manheim created an independent
business unit, Manheim Online. Hal Logan, the CEO of Manheim
Online, worked with the senior management team to define pringi-
ples and strategic business requirements. Like most high-growth
start-ups, the firm did not tightly govern architecture or infrastruc-
ture, focusing instead on managing projects for rapid development.

Manheim's development teams were responsible for all aspects
ol deploying a new Manheim Online service: product manage-
ment, Web server selection andd management, and development
and qualily assurance of the service. Eventually the teams' focus on
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specd of systemn delivery became unsustainable. Manheim Online's
Director of Soltware Development Steve Crawlord reflected on this
situalion: “The ability to always respond quickly eventually became
a problem. We became very good at scrambling to meet demands
very quickly, but that has a cost and eventually we just said, "Okay,
we'te out of magic dust now.” We needed to rethink."

At that point, Manheim Online identified a need for greater
attention to architecture and to reusable infrastructure services.
Today the online business is carefully integrated into the overall
Manheim Auctions business model. [n addition, system delivery re-
sponsibilities have been redefined. The product management team
is responsible for defining the product vision and managing the
deplovment of the product, thereby sheltering the development
group so that they can focus on software development. The quality
assurance group is responsible for testing new services, The director
of software development described the process of introducing
greater discipline inte the development environment: "There have
been a lot of growing pains along with that change. A lot of people
liked the small company kind of atmosphere that we had because
they got to wear lots of hats and do lots of things. 1L was a great
place to learn a whole lot because it was very fast-paced and there
were very sharp business people here, "4

The example demonstrates the value of focusing governance on
defining strategic business needs and application development pro-
cesses during periods of high growth, As growth slows and enter-
prises mature, firms need dilferent skills, cultures, and Il governance.

In summary, firms wanting to lead on growth can learn from
the Lop performers that:

s Empower the business units to drive [T investment—often
achicved by setting IT principles with a strong flavor of
innovation and market responsiveness.

v Create a more decentralized IT organization with stoucture
and capabilities designed to focus on immediate needs of
critical business processes,

» Place IT professionals into operational units focused on
meeting their internal and external customers’ needs.
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* Create substantial operational unit-based IT infrastructure

capability tailored to local nesds and linked into an often
less substantial enterprisewide infrastructure,

*+ Enable a technical core of infrastructure and architecture
providers who plan and implement the enterprise’s technol-
ogy platlorm, identifying any critical integration require-
ments, These experts should identily the minimal standards
necessary for required levels of security, reliability, and inte-
gration because the enterprise will largely sacrifice integra-
tion tor functionality and speed, The technical core of infra-
structure providers also needs Lo be skilled at creating
synergies and integrating after systems are operational.
Implement a regular review process (or formal tracking of
the business value of IT,

* Work with the operational units to provide education about
how to use IT to enable growth,

Designing Governance:
Lessons from Leading Enterprises

In this chapter we looked at what works best for multiple perfor-
mance goals and for leading on a specific metric. Fach enterprise
musl actively design its IT governance, combining its unique needs
with the lessons of what works best for other organizations. Follow-
Ing is a checklist of what works best for consideration when design-
ing governance. In the next chapters, we will look at how enter-
prises craft governance to suit their strategies.

L. How do you compare to the leading governance performers
un the seven characteristics they have in common?

= Can more than 50 percent of managers in leadership
positions accurately describe 1T governance?

¢ [sIT governance cflectively communicated across the
enterprise using a variety of approaches?

* Are senior managers thoughtfully involved in 1T
governance?
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Are there clear business objectives for T investiment?
Are differentiated business strategies clearly articulated?
Are there fewer renegade and more formally approved
exceptiong?

[s there only one {or fewer} major change in governance
[rom year to vear?

. The following principles should be considered as the defaalt

or slarting point for governance arrangements {when all else
is equal).

Use federal arrangements for input into all IT decisions,
Use duopoly arrangements for [T principles and inwvest-
ments decisions.

Avoid federal decision making for all decisions il possible.
If federal models are used, they require the maturity to
balance the needs of the center and the business units
and a supportive incentive scheme,

Use joint decision making involving business and IT deci-
sion makers for the business-oriented I'1 decisions of
investment, principles, and business application needs,

. Moderate these general principles according to the enter-

prise’s dominant performance goals.

‘Top perlormers on asset ulilization Lypically use duopoly
arrangements.

Top performers on profit apply more centralized pover-
nance, often using monarchies for decision making.

Top performers non growth strive to balance the entrepre-
neurial needs of the operational units with hrmwide
strategies and principles. IT investments are governed by
either feudal or business monarchy arrangements with
attermnpted centralized decision making for business appli-
cation needs.

Further customize these principles with the enterprise’s
unigque strategy and desirable behaviors,

Linking Strategy,
IT Governance,
and Performance

SENIOR MANAGEMENT TEAMS often question the value they
receive for their [T investrnents, Most have experienced a number
ol I-related frustrations: huge expenditures for mulliple custormer
service systems that still cannot consolidale all a customer's inter-
actions; large-scale enterprise system implernentations that wreak
more havoc than process improvement; rapidly escalating annual
operating expenses without a corresponding escalation in bottom
line results; virus or worm infections shutting down operations;
and multimillion-dollar investments in initiatives like Y21 remedi-
ation, which sustain—but do not improve—performance, Among
the many knee-jerk management team responses to these frustra-
tions, firing the CIO and outsourcing all of [T have emerged as
perennial favorites, The problem with these two solutions is that,
for most enterprises, they do not attack the cause of the probiem—
poorly designed IT governance, often with a corresponding lack of
business leadership participation in the key 1T decisions

[T governance i3 a senior management responsibility. 1F 1T is
not generating value, senior meanagement should first examine
its [T governance practices—who makes decisions and how the de-
cision makers are accountable, In this chapter, we look at how
to design governance, claborating on the IT Governance Design

L47
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Framework introduced in chapter 1. We explore alternative gowv-
crnance designs intended to reinforce business strategies buill
around different value disciplines {operational excellence, product
leadership, or customer intimacy},! We also address how enterprises
design governance to transcend organizational structures and en-
courage the desired level of synergy (o1 autonomy) between ditfer-
ent business units. We describe how governance evolves as [T be-
comes mare strategic and executives better understand the costs
and benefits of IT-enabled business processes. Case studies of two
financial services firms—J[FMorgan Chase and State Street Corpora-
tion—illustrate these concepts.

Six Interlocking Components
of Effective Governance Design

Enterprises with effective IT governance clearly articulale and then
harmonize six componenls in the Governance Design Framework
introduced in chapter 1 {figure 6-1), Erierprise sbalegy arted orgaiizi-
fon define the desicable behaviors molivaling governance, Enter-
prises design [T governance arangements for each of their six key as-
sets including IT to both enable and influence strategy, Governance
arcangements assign decision tights for the key decisions guiding
each asset individually and collectively. The effectiveness of an en-
Lerprise's strategies and its combined governance arrangemenls are
reflected in its ability Lo achieve slated business performance goals. In
this boolk we forus on the IT asset, but parallel (and interconnected;
governance processes [or the other ive assets are needed,

The bottom half of the Governance Design Framework in fgure
-1 shows thal, lor the [T asset, enterprises harmonize I'T orgariealion
ind desirable behaviors with their enterprise strategy and organiza-
tion. Enterprises harmonize their 11 organizational structures with
their IT governance mechanisns—their decision-making structures,
alignment processes, and communications tools, Harmoenization en-
sures that the mechanisms, I'T unit structure, and desirable behaviors
result in governance arrangements that deliver on enterprise strategy,
Finally, I'T metrics and acconrfabiities define how IT will contribute to
enterprise performance geals and provide the means for separalely
assessing I effectiveness. Let's look at the six components of effec-
tive governance design using [PhMorgan Chase as an example®
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JPMargan Chase, with 2002 assets of $741 billion, competes in
fwe business segments: investment banking, investiment manage-
ment and private banking, treasury and securities sorvices, 1'ethll
and middle-market financial services, and private equity, LE Mor-
gan & Co. and the Chase Manhattan Bank Corporation merred
on December 31, 2000, the latest in a long line of mergers and
acquisitions of financial giants that included Chemical Bank, Man-
ulacturers Hanover, Texas Commerce Bank, Hambroecht fruist,
andd Flemings.

Enterprise Strategy and Organization

Like many diversified linancial services firms, JPMorgan Chase had
traclitionally managed with a high degree of autonomy arnong ils
business units, By 2001, however, CEO William Harrison Tr. hiad
shifted the business focus to "one irm—one team.” In the Arm's
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2002 annual report, he summarized JPMorgan Chase's strategy in
twr principles:

* Tobe a diversified inancial services it with a leadership
position in each of our businesses

= To provide our clients integrated solutions drawing on a
wide variely of products and services

Building and maintaining leadership positions in each of
TEMorgan Chase’s diverse lines of business requires a relatively high
level of business unit autonomy, To provide integrated solutions,
however, means the finm must garner synergies al two levels: di-
visions and business units. To reflect the firm's belief that most of
the strateyy setting and execution for technelogy should reside in
the businesses, management developed an approach desmed the
"E0/20 tale”: 80 percent of the work is done in the businesses and
20 percent is influenced centrally, Thus, 20 percent of IT efforts
should secure benefits from scale, simplicily, and integration across
the firm, The other 80 percent should confinue to foous on adding
value to specific efloris of divisions and business units,

Figure 6-2 lists key elements of JPMorgan Chase's enterprise
strategy in the top left box, The strategy highlipghts [PMorgan Chise's
need for business unit autonomy with a concurrent efforl to cul
costs and enable Integration through business unit synergies,

For IT governance purposes, enterprise stralegy is a scl of clear,
concise stalements clarifving the enterprise's strategic intent. These
statements articulate an agreed-upon position thal can he readily
communicaled. The strategy focuses the attention of all emplovees
on sirnple and achievable messages, whether or not the cmployees
are part of the strategy-making process. Tvpically, statements of
strategy express one or more of the following:

¢ Competitive theust of Lhe enterprise

# Telationships among business units {for example, aulonomy

of business units versus specific types of svrergies)

¢ [ntenlions for the role and management of information

and IT

Parts of an enterprise's strategy arce effectively “hard-wired”
in the sense that they are built into the organization structure,

FIGURE 6-2

JPMaorgan Chase's IT Governance
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IMorgan Chase has a distinctive structure bolstering the enter-
prise's goal of strony lines of business, The ive divisions all consist
of semiautonomous business units. The firm also bas struclures
supporting its goals for shared infrastructure and collaboration, For
example, division and business unit CIOs have a dual reporting
relationship to business management and to the head of technol-
oy, The goal of governance design is to beth reinforce and tran-
scend organization structure in defining responsibilities for imple-
menting strategies,

IT Governance Arrangetnents

Governance arrangements identify the archetype used for each of
the [T decisions. [PMorgan Chase's governance arangements (suin-
marized in the top middle box of figure &-2) reflect the demands of
the firm's stralegy and erganization. IT and business leaders jointly
define IT principles and make 1T investment decisions. JPMorgan
Chase makes infrastructure and architecture decisions with a Tech-
nology Council made up of the diviston CIOs, the technology in-
[rastructure leaders, amd the firm’s ¥ice chaimman for technology.
Business application decisions are decentralized to facilitale line-
of-business excellence, Within the lines of business, JPMorgan Chase
his implemented centers of excellence to facilitate shared projects
across business units.

JPMorgan Chase's decentralized structure fosters business unit
innovation and responsiveness, The frm's governance arrange-
ments for business applications reinforce its divisional and business
unit structures. At the same time, [FMorgan Chase’s governance
arrangements for principles, architecture, infrasteucture, and in-
vestment all require collaboration across the business to define how
they can foster synergies across the enterprise. These arrangements
transcend the formal organizational structure, JPMorgan Chase's
combination of {1} relatively autonomous business units and (2] a
need lor some synergies across business units, managed with (3)
decentralized 1T applications decisions and (4) jeint business and [T
leadership lor enterprisewide decisions is what we mean by har-
monizing enterprise strategy and organization with [T governance
arrangemernts.
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Business Performaitce Goals

The third component in the top half of the Governance T Jesign
Framework in figure 6-2 is performance goals, Performance goals
establish clear objectives for the governing bodies and a benchrnark
tor assessing the success of governance efforts,

At [PMorgan Chase, each business unit determines business-
specific goals for IT-enabled initiatives. The retail and middle-market
business, for example, is pursuing an E* initiative—ef ficiency, ef-
fectiveness, and innovalion—which has fed to specific goals of cost
reductions and market leadership, Everyone at [PMorgan Chase,
however, shares in the goals of the “one Arm—one team” philoso.
phy. Related performance goals include climinating costs through
the six sigma organizational quality program, developing a shared
language tor IT initiatives, and improving results of customer retern-
tiom and cross selling,

In the for-profit sector, enterprise performance goals such as
share price, profitability, and good citizenship arc clear. Often, en-
ferprises also specily antecedents of these endpoints to provide
mare clarity and communication aboul desirable behaviors and
indicators of success. We will look at performance goals in the not-
for-profit sector in Chapter 7.

I'T Organization and Desirable Belaviors

The three components in the lower half of the Governance Design
Framewaork in iigure 6-2 (1T structure and desirable behaviors, IT gow-
ernance mechanisms, and [T metrics and accountabilities) specily
how the top three components will be implemented. Starting on the
left, enterprise strategy and organization provides the direction lor
IT structire arud desirable behavion Our definition of FOVCrNance—
specifiing the decision rights and accountabilily framework to encourage
desirable behendior in the use of IT—doesn't mention strategy. Instead,
we focus on desirable behaviors of the enlerprise’s people. Behaviors,
not strategy, create value. Behaviors are influenced by many lactors,
such as incentives, culture, internal politics, and organizational his-
tory. But desirable behaviors must be in harmony with strategic
direction or an enterprise cannot achieve ils performance gnals.
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At JPMorgan Chase each business unil has an [T organization.
This structure [acilitates the desirable IT behavior of focusing busi-
ness unit resources on developing and maintaining competitive
svslems within their markets. Butf in addition to line-of-business
excellence, [PMorgan Chase strategy is concerned with economies
of scale, integrated solutions, and a “one firm—one team™ culture.
Thus, JI'Morgan Chase wants to stimulate new behaviors, encour-
aging collaboration across business units. Accordingly, the firm cre-
ated Enterprise Technology Services (FTS5), a shared services organi-
zation for @l technology infrastructure. LTS reports to the vice
chairman [or lechnology, a member of the enterprisewide Execu-
tive Comrmittee, In addition to sttuctural change, [PMorgan Chase
has Intreduced governance mechanisms that clarify new desirable
Rehaviors and establish the means for reinforcing the behaviors. At
JFMorgan Chase, Lthese new desirable behaviors include the use of
lechnaology stundards, centralized purchasing, and a standardized
project methodology,

IT Metrics and Accountabilities

IT desirable behaviors are rellected in the IT metrics and account-
abililies at the lower right of [PMorgan Chase’s Governance Design
Framework (figure 6-2). Measurcment and accountabilities are criti-
cal Lo any good governance design. Articulating who is respensible
for what and how they will be evaluated provides clarity, owner-
ship, and tools to assess governance performance.

In each of its business units |PhMorgan Chase has individual [T
melrics reflecting the impact of IT capabilities on the business.
Firmwide, JPMorgan Chase has I'T goals, such as a “shrink-to-grow”
budgel process that seeks to cut costs through productivity and ef-
ficiency improvements in order to [ree up funds for new invest-
ments prioritized by business needs, Reduced operating costs, fewer
technology platforms, and certification for its standardized project
management approach are among the other goals. Although 1T suc-
cess must ultimately be reflected in business success, these interme-
diate, tundction-specific metrics focus JPMorgan Chase's 1T efforts

cand help gauge progress of the IT unit in its ability to contribute 1o
the fnasiness.
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T Governance Mechanisins

Well-designed mechanisms convert IT desirable behaviors into the
outcomes listed in the Governance Design Framework. Only a few
managers see the Governance Design Framework, but most man-
agers interact with one or more of the mechanisms daily, Some
mechanisms deal mainly with one decision (for example, the archi-
tecture committee makes architecture decisions), while others deal
with several or all five decisions (for example, the executive coms-
mittee makes principles decisions and certain investment deci-
sions). Well-designed mechanisms reinforce and encourage desir-
able behaviors and lead Lo outcomes specified in the IT metrics and
accountabilities,

At the core of [JPMorgan Chase’s I1' governance is a five-member
Technology Executive Commitlee—a subgroup of the COmpany’s Lx-
ccutive Committee. The members of the subgroup are the Lo Hine-
of-business executives and the head of technology, The decision-
making team entrusted with 1T principles and investment decisions
consists of this committee and JPMorgan Chasc's Technology
Coundil.

The Technology Council brings together the division CIOs and
infrastructure leaders from Enterprise Technology Services. Defin-
ing principles and making investment decisions with Lhe Executive
Comimittee is only one of the Technology Council's charges. Be-
cause the Council comprises the Gem's fechnology leaders, it has
the expertise and authority to make firmwide architecture and
infrastructure decisions. The Council relies on six subcommiltees
for input into its decisions: Architecture Board, Engineering Board,
Financial Performance, People, Strategic Relationships, and Com-
munications. Each subcommittee is headed by a Council member
and has representatives [rom both business unit and corporate IT,

At JPMorgan Chase the Engineering Board has proved to be
A key mechanism for implementing the whole-of-enterprise ap-
proach to leveraging the firm's scale. The Board's brief is to [orce
greater simplicity in product choices and lay the foundations for
greater integration of systems and processes across the enterprise,
IPMorgan Chase's history of acguisitions, coupled with its autono-
mous business unit decision-making model, resulted in nearly two



130 IT GOYERNANCE

thousand different infrastructure products across the firm. The
Engingering Board analyzed each product and put it inlo one of
three categories: huy, hold, or sell. Through these efforts, the Lngi-
neering Board reduced the firm's technology product sel to 130
component areas with about three hundred product choices. 'l'llgs,
this governance mechanism has translated desirable behaviors of a
simpler architecture and technical standards to a performance out-
come—reducing the technical product set. Two other governiance
mechanisms, the Executive Committee and the Technology Coun-
¢il, are promulgating the buy-held-sell concept across the frm, fun-
damentally changing technology procurement,

4 new exceptions process complements JI'Morgan Chase's new
discipline in technology procurernent. A business or 1T professional
seeking an exception must present a SLIong, quantitatively sound
business case for any nonstandard technology. "Everyone Enows
now that vou are dealing with seasoned executives who will ask
the hard questions,” according Lo the manager of the Engineering
Board,? The Board provides a clear, public explanation for every re-
jected case. This transparency in the decision-making process has
reduced the negalive impact of the new controls and helped make
“huy-hold-sell” part of the business vocabulary for [T,

Anolher kev governance mechanisim for achieving JPMorgan
(hase's perlormance goals is the firm's six sigma methodology, 51X
sigma is central o JPMorgan Chase's firmwide productivity and
quality improvement efforts. The director of the six sigma progran
is 1 member of the Technology Council. This amangement firmly es-
tablishes the linkage between productivity improvement efforts and
the [T investment process. All the firm’s divisions and business units
have adopted six sigma, enhancing [’Morgan Chase’s capability Lo
develop both business unit excellence and firrwide synergies,

The product and price guide and business chargeback are a final
mechanism supporting JPMorgan Chase’s evelulion from a busi-
ness unit focus to a “one firm—one team” focus. [PMorgan Chase's
product and price guide identifies costs for shared IT services, The
business chargeback aims to recover ETS costs, ETS intends for the
product and price guide Lo provide the lines of business with a tool
for making more informed 1T decisions. With the product and price
suide, FTS exposes its costs to the business units. So the business
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units can see savings [rom consolidating IT operations (such as data
cenlers, networks, commaon desktops) and from annual productiv-
ity gains, Thus, the product and price guide and business charge-
hack encourage desirable behaviors and lead Lo the cost reductions
targeted in JPMorgan Chase's IT metrics,

Risks of [T Governance Designs

JFPMorgan Chase's integrated and disciplined approach o [T gover-
nance has started to have a noticeable impact on the frm's new
whole-of-enterprise thrust. The head of the Engineering Board
notes that the firm has made significant progress in achieving 1T
metrics: “Purchasing of nonapproved products has now virtually
stopped. We are all operating from the same playvbook. We are
reducing the level of complexity, dealing with vendors ditferently,
and starting to see real teamwork across all our businesses,™ As
expected, these benefits are starting to flow to business resulls.
Every governance arrangement carries risks. Decisions by [T
leaders risk resistance from business managers. Joint business/IT
decisions can lead to large and unwicldy decision-misking bodies.
Decentralized application decisions risk delerioration of irmwide
standards and goals. [PMorgan Chase has countered the risks of
its governance design in several waws. Fiest, ['1 decisions are im-
plemented by corporate and business unit IT leaders, The composi-
tion of this mechanism ensures that decisions represent business
unit needs as well as enterprise needs, But 1T decisions are also
guided by enterprise objectives, thal is, cconomies of scale and a
“one finm—one team” cullure, Second, senior managers at the divi-
sion and line-of-business levels approve Lhelr respective IT strate-
gies. These strategies provide input to the principles and invest-
ment decisions for the enterprise. Third, performance goals call-
ing for cost savings and business integration motivate adoption of
shared infrastructure and architecture standards, Corporate in-
centive systems molivale divisional and business unit managers
to pursue frmwide synergies. Fourth, although business units take
individual responsibilily for application needs decisions, they must
comply with enterprise buy-hold-sell guidelines, And coordina-
tion of application development at the division level limils the
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autonomy of project managers. Without this kKind of harmony
among the components of the Governance Design Framework,
JPMorgan Chase would probably fail in its efforts to implement
techinology standards and shared services, And without technology
standards and shared services, JPMorgan Chase would jeopardize
its chances of achicving any kind of synergies across business wnits.

Designing IT Governance for Different
Strategic and Structural Drivers

Although effective 1T governance requires harmonization of all
six components of the Governance Design Framewaork, enterprise
strategy and organization sets the direction. Thus, we can under-
stand alternative governance designs by focusing on alternative
business strategies and organizatien designs. In this section we re-
view Lhe governance design of firms pursaing different strategies
as distinguished by Treacy and Wiersema's concept of value dis-
ciplines isec endnote 1), We then review two broad alternalive
organizational designs: business unil synergy and business unit
autonomy. For each alternative, we describe key influences on [T
povernance design.

1T Governance for Different Strategics:
Vilue Disciplines

Alomg with many executives, we have found the concept of value
disciplines uselul in highlighting implications of different strate-
gies for IT governance. Successful organizations, the “market lead-
ers” according to Treacy and Wiersema, usually excel at delivering
ome tvpe of business value to their chosen customers.

The three value disciplines are:

o Operational Excellence, where businesses emphasize efficiency
and reliability, lead the industry in price and convenience,
minimize overhead costs, streamline the supply chain

o Cusiomer Tatimacy, focusing on the cultivalion of relation-
ships, lifetime value to the company, customer setvice, and
responsiveness and customization based on deep customer
knowledge
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* Product jor Service) Leadership, with continuing product inno-
vation, the embracing of ideas, new solutions to problems,
and rapid commercialization

Market leaders cxcel in at least one value discipline while meet-
ing a minimum threshold of competence in the ather two, Fach of
the three value disciplines has different rules and norms, nrganiza-
tion and skills sets, and management svstems {Nigure 6-31,

Operational Excellence

Lo our study, enterprises focused on operational excellence had
larger increases in asset utilization (ROA—see figure 6-31.% This re-
lationship reflects harmony between a strategy emphasizing effi-
ciency and reliability and a performance goal emphasizing effective
use of assets. Operationally excellent enterprises are process driven,
most notably focused on end-to-end supply chain optimization.
These enterprises tend to have centralized management structures
designing standardized enterprise-wide processes to minimize coor-
dination costs, Standard operating procedures and business Pro-
cesses are linely honed over the years and embedded in the enter-
prisc’s information systems. Operationally excellent frms rarely
encourage local innovation, relying instead on designing and dif-
fusing innovations from the center outward. Senior managers and
corporate stafls make most strategic decisions in operationally ex-
cellent crnterprises,

Examples ol operationally excellent firms include {13 UPS,
whose industrial engineering tradition delivers continuous procuc-
tivity improvements; (2) MeadWestvaco, a manufacturer of come-
maodity paper products, which competes on price, quality, and reli-
ability; (3) BIC Graphic Europe, a small manufacturer of hranded
promotional products (for example, pens with a company logo)
whose success depends on high quality, low price, and a strong dis-
tribution network; and (4) TNG Direct, a bank that offers lower fees
and higher interest rates through standardized, low-cost services.
Although all these firms also work Lo enhance customer service and
product and service innovation, they succeed in their markets fiest
and foremost because of their operational excellence,

The IT capabilities of operationally excellent firms reflect their
stralegic emphasis, 1T 15 highly centralized, designed to cnable
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high-volume, low-cost Lransaction processing. bore important,
process design is built into svstems. Thus, syslems play a key role
in ensuring the reliability and predictability of business processes.
eadWestvaco and BIC Graphic Furope establish the profess-
systems link through purchased ERPs. LIPS fuilds systems in house
that converge on a single-package database, protecting the integrity
and reliability of both the data and the product delivery process.
NG Direct relies on reuse of standard application modules.

The centralized management style and process standardization
role of systems gives operationally excellent firms some common [T
governance requirements. Typically these firms have highly stan-
dardized architectures and a thick layer of shated infrastructure,
Operationally excellent enterprises allow few exceptions Lo stan-
dards because exceptions introduce added 1T operations costs. They
demand broad acceptance of strategies, standards, and metrics to
ensure consistent processes. And they tightly align business pro-
cesses with their standard, enterprisewide applications. Opera-
tionally excellent firms need simple low-cost gOVEInance arange:
ments to support their efficient business models, Top performers
harrmonize the six components of [T governance Lo facilitate cross-
Functional, cross-business-unit processes.

Operational Excellence at ING Direct, TNG Direct is the inter-
national direct banking unit of the [hatch financial services canglom-
crate [NG. Created in 1997, ING Direct offers simple, transparent
banlk products through multiple channels, By May 2003, TNG Dhirect
had assets of 78 billion euros and served over 6 million cuslomers.
NG Direct's noflow fees, high returms, and multiple channels appeal
io affluent, technology-savvy personal hanking custormers. Between
2001 and 2003, the AQrm won OUMETous marketing and banking
innovation awards in Furope, the United States, and Australia.

NG Direct is organized into eight country-hased businesses.
Fach country unib operates autonomously, but the units share a
common, “standardized” business model. The bank leverages stam-
dardized business solutions as well as standardized technical and
infrastructure components in otfering a product st featuring sav-
ings accounts, term deposits, personal lnans/mortgages, retirement
savings plans, and a few selected mutual funds.
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NG Direct’s Tonformation Technelogy and Operations Coundil
{CI0s and COOs of the country businesses with the head olfice C1O
and COO) makes enterprisewide principles, architecture, infrastruc-
ture, and investment decisions (figure 6-4). The Council structure i e, +le !
facilitates sharing of best practice and alignment between opera- . = o i
tions and information technology. The Council helds semiannual 1' # i:’ §“ g 3 . " L8 |
meetings in which the CIOs meet on Monday, the COOs meet on | p® 5% =8 58 % B g g . |
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serves as input for the ING Direct Council, where the international . G8Esis : E z E ] EE E
business strategy is discussed and defined. In doing so, ING Direct i SN ] R i
allews [T capabilities to Influence business strategy just as stralegy ; t -
influences IT. 1

Unlike many operationally excellent firms, NG Direct looks to : I ¥
its local businesses for innovations. As a country plans to introduce | e f
a new product, a product proposal detailing financial and business i g n %g : j
implications and risks is first discussed by the Product Committee } : i g 2 3 E - g?'_: ‘%%
at ING Direct's head office, IT applications are then selected based i s £ ) g EE EIEE i 1
on a thorough and detailed RFRFE process involving all business ; | E 2 4 E e g% éD‘E E % E |
units. The outcome of this selection process is a global standard - b 45 Eg R EE .E,?. 4 £ "IE
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on high profitability (see figure 6-31.5 Customer-intimate firms
require the ability to identify valuable customers and nurturee
those relationships. Accurately recognizing and developing valu-
able customer relationships demands a good understanding of both
customers and costs. Customner-intimate firms can achieve prof-
itability goals by customizing solutions for individual cuslomers of
by idu:nti.fying discrete customer segments and developing tailored
products Lo serve them. Success in customizing solutions depends
on highly capable and empowered employees at the customer
interface. Successfully identifying and serving discrete segments de-
pends on powerful data-based systems exposing the segments.

Examples of customer-infimate firms include (1) Federal Ex-
press, which takes on the expense of customized services to meet
the unique needs of its customers; {2y UsAA, a diversified financial
services firm focused on serving the financial needs af military per-
sonnel and their families; (3] Capital One, a credit card company
that segments existing and potential customers into highly specific
character sets; and (4) Panalpina, which provides customized
freight-forwarding solutions through standardized processes, These
firms work hard to cut unnecessary costs while developing innova-
live products and services. Their competitive edge, however, is i
knowing their customers and responding Lo their customers’ spe-
cialized needs.

The information and 1T tequirements of customer-intimate
firms center on understanding and serving customers. Customer-
intimate firms often strive for a single view of the customer, requirs
iny well-designed and accessible data. slandardized data definitions
and naming conventions are critical. USAA, Panalpina, and many
other custormer-intimate firms are implementing customer relation-
ship management systems (o support data standardization and
related business processes, Customer intimacy often requires recog-
nizing high-value customers. Analytical tools can expose relation-
ships with the greatest lifetire value and identify life events ([or
example, sending a child away to college) or support cross selling.
Capital One has achieved signilicant competitive advantage from
analvtical models that identify demographic segments with unique
credit card needs.”
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IT governance at customer-intimate enterprises requires clarify-
ing desirable behavior regarding responsiveness to customer needs.
IT principles should clarify where 1T will support individual discre-
tion—anul the limits ol the discretion—and where IT should sup-
port standard processes to prowvide predictable, cost-effective solu-
tions. To support customer responsiveness, 1T governance should
clarify responsibility for stewardship of customer data. IT moust
accept some responsibility for integrating data, but a single view of
the customer relies on consistent data definitions and business
processes across the enterprise. Just as the CFO owns the financial
data in most firms, enterprises need data stewards who own cus-
tomer data. Customer-intimate enterprises need governance mech-
anisms that maintain global consistency in the management and
use of customer data and interactions. Tinally, IT governance mech-
anisms at customer-intimate Arms should clarify responsibility for
innovations in customer service and customer segmentation.

Customer Intimacy at Panalpina. Based in Basel, Switzerland,
Panalpina focuses on intercontinental air and sea freight services.
Panalpina owns no shipping assets but works with transportation
companies to meet the end-to-end shipping needs of its global cus-
tomers, With revenues of approximately U8, $3.5 billion, Panal-
pina is one of the world’s largest freight forwarders. The company
organizes its twelve thousand people into three hundred twenty
“houses,” each with specific geographical responsibilities. Panal-
pina’s customers can be cost sensitive, but they have varied and
often complex shipping requirements. The company's strategy is to
provide custornized, integrated solutions while minimizing the pre-
mmiuwm cuslomers must pay for those services, Thus, Panalpina's 1T
governance focuses on facilitating customization while minimizing
nonvalug-added operaling costs (Agure 6-5).

Panalpina's governance arrangements involve close working re-
lationships between business and I'T managers, The Execulive Board
acts as a global steering committee making principles and invest-
ment decisions. The CIO sits on the Executive Board and has re-
sponsibility for both 1T and process development. The operational
head of 1T is one of the CIO¥s direct reports. Her other three direct
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reports head information management, business development, ard
project management, The CIO and her direct reports are respor-
sible for architecture, infrastructure, and applications decisions,

To provide integrated end-to-end customer solutions, Panal-
pina needs high levels of coordination across its 320 houses. Cer-
tralizing both IT and process development under the CIO facililates
this coordination and ensures alignment between [T and business
strategy. The CIO organizes around projects, drawing process and
IT expertise from her staff while securin 8 business experlise from
the field. Major projects have steering committees of IT and busi-
ness managers. This struclure has facilitated implementation of
enlerprise systems to support standardization of core Processes.
Panalpina has both technical and process standards. By centraliz-
ng process and 1T management, Panalpina is able to eI powWer
employees to develop customized solutions within the constraints
of the standards, Panalpina can therefore deliver customized solu-
tions reliably and cost effectlively,

Although Panalpina’s centralized TT organization lacilitates pro-
cess and Llechmical standardization, it complicates |1 support. Reli-
able service and support is critical W maintainin 2 conslant elec-
tronic linkages to customers and business partners. Rather than
locate significant [T expertise at each of the 320 houses, Fanalpina
has distributed some [T professionals in the houses while building
substantial support into regional centers, Ensuring adequate sup-
port invedves designing processes to direcl calls from computer
users to appropriate technical experts. The CIO has introduced per-
formance metrics to monitor thal service,

As a logistics firm, Panalpina’s largest capital expenditures are
for information technology. The firm’s governance arrangements
helped the finm realize a small increase in net income in 2002
despite a slow economy. Tight IT/business coordination led to
reduced operating costs despite aguressive growth efforts {approxi-
mately four hundred additional positions in regions with the greal-
est mrowlh potential) and a transformation from the firm's tradi-
tional local structure to a regional organization structure.

Customer intimacy is a more complex slrategy than opera-
tiemal excellence. Checks and balances are needed to cnsure that,
in addressing complex customer needs, the firm enhances, rather
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than jecpardizes, prolitability. Panalpina's [T governance relies on
centralized IT management and business monarchy and dunpoly
BOVETTIATICE arrangements to momitor these dual requirements. Some
customer-intimate firms prefer more decentralized organizalional
structures, To compensate, they typically govern with strony busi-
ness and IT monarchies to define and enforce shared technology,
business processes, and data definitions. The Stale Street case at the
end of the chapter provides an example of this alternative gover-
nance design.

Product Leadership

birms leading on product or service offerings are focused on
product development and time to market, emphasizing constant
innovation or breakthrough products. Enterprises in our study with
strategies focused on product leadership had faster increases in
market capitalization (see figure 6-3). Product leadership finms fos-
ter inniovation by creating productive R&D environments, charac-
terized by knowledge sharing, the freedom to experiment, and
organic cells of technical experts. Management practices in product
leadership firms focus on encouraging and rewarding innovation
while managing the inherent risks of experimentation. Revenue
growth [rom innovation requires success; experimentalion in-
evitably involves some [ailures. Management [ocuses on ensuring
the right balance of risk taking and conteol.

Examples of product leadership firms include (1) DuPont, grow-
ing through innovation in its global product lines; (2) PAzer, cn-
abling innovation by separaling pharmaceutical R&D into a sepa-
rate business unil; and (3) Motorola, designing powerful software
for telecommunications and other electronic products. These firms
cannot ignore requirements for efficiency or customer responsive-
ness, bul their strategies focus fiest on designing new products and
services,

The information needs of product leadership firms revolve
around generaling and disseminating knowledge about innova-
tions. In core R&ED shops, this involves experimentlation—inereas-
ingly computer simulated—to test compounds and analyze results.
service innovations require customer testing through usability labs

ol test marketing. For both product and service innowvaltions, 1T

requirernents include collaborative tools for sharing knowledge
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across (increasingly virtual) teams and modeling tools for actually
vonducting the experiments. In addition to research support,
product leadership firms need technolagy supporting rapid, cost-
effective commercialization of new products, Thus, although the
research function of a product leadership enterprise requires an
organic environment focused on knowledge sharing, ather units in
the same firm have needs more similar Lo uperationally excellent ar
tustomer-intimate enterprises.

[T governance for product leadership addresses the many faces
of a firm encouraging innovation but also attempting to thrive in
markets where customers negotiate prices and demand Arsl-rate
customer service. Because different functional and organizational
units have different needs, governance focuses on Clarifying what
will be shared across organizational units and how those units will
interface. To enable innovation, a product leader's IT governance
FHCOUTRZES some autonomy in the applications of innovating
units. At Dulont and Pfizer, governance involves feudal arrange-
ments for IT application needs.

Product leaders also require efficiencies in [T aperalions, so
they <reate shared infrastructures and design enterprise architec-
tures. DuPont and Phrer rely on IT monarchies to design and im-
plement shared infrastructures. The IT monarchics primarily com-
prise business unit I1 staff and thus achieve the benefits of a federal
arrangement. IT statf explore the capabilities of existing technolo-
gies as they debate the compromises required of individual business
units in adopting shared standards and services. These TT oA T-
chies are empowered by business leaders who are actively involved
in principles and investment decisions.

IPMorgan Chase's IT governance design framework in figure 6-2
offers an example of governance design with a product leadership
flavor while balancing the need for the other value disciplines. The
emphasis on empowering innovators while developing platforms
to enable effective delivery of products and services is a constant
theme in product leadership firms. Duopolies are useful for ensur-
ing that IT provides the right balance of business unit and enter-
prisewide support. In chapter 3 we described Motorola's gover-
nance design. Despite their very different industries, the similarities
in the desirable behaviors of JPMorgan Chase and Motorola lead Lo
similar governance designs,
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Al Airms, regardiess of discipline, share the need for IT gover-
nance to both reinforce and transcend organizalional structure. In
the next section we explore how firms coordinate the IT needs of
their business units.

Encouraging Business Unit Synergies
or Autonomy with IT Governance

A kew strategic decision for multibusiness unit enterprises is how to
structure business unit relationships. Enterprises in our study had
an average of cight independent business units, Ower 83 percent of
enterprises described significant pressure to capture synergies
between their business units, At the same time, over 50 percent of
enterprises had significant pressure for aulonomy between business
units, Forty-seven percent of firms felt significant pressure for both
svnergies and aulonomy. Hequirements for syneegies across organi-
zational boundaries expose the limitations of organizational stoac-
tures in facilitating business strategy. A critical role of Il gowver-
nance is to ensure that organizational boundaries do not constrain
strategic objectives.

Despite the desice to develop both autonomy and synergy
across business units, we find that more successful cnterprises de-
cide which is more important—synergy or autonomy. The answer
tor this question leads to one of two types of governance objectives:
eacouraging business unit autonomy with some synergies or en-
couraging business unit synergies with some autonomy, Figure 6-6
defines these arrangements and lists thelr management implica-
tions, drawing out the differences on four dimensions.®

In chapter 2 we noted that enterprise architectures atlempt to
capture three Lypes of standardization: technology, data, and pro-
cess, Mot coincidentally, these theee Lypes ol standardization reflect
the svnergies enterprises seek:

I: Sharcd technology and infrastructure services to generate
economies of scale

2. Shared data, particularly custemer, supplicr, product, or
ermploves data to facilitate process integration

3. Standardized processes to facilitate process excellence,
reusability, and organizational learning
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We have found that enterprises that encourage business unit
autonomy with some synergies usually focus on shared technology
and infrastructure services mumber 1 in the list). These synergi er
offer significant efficiencies without forcing difficult business unit
integration, which is often perceived as meddling by business unil
leaders. In contrast, enterprises pursuing businéss-unn SYTIETZies
with some autonomy may gradually work toward developing all
three of the synergies.

Encouraging Business Unit Autonomy
with Some Svnergies

T 1 3 . = ' 5
When enterprises want diverse business units 1o pursue world-
class excellence in their specific market or [unction, they may choose
o minimize potential synergies, Their opportunities [or SVIICrgies
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are likely to be limited, and the costs and burdens of achieving svn-
ergies may be outweighed by the potential for growth from inde-
pendent business units. Our study provides suppaort for this ap-
proach. Firms secking business unit autonomy had higher growth
rates in their industry-adjusted market capitalization and revenues
with some weak evidence of lower profits.

To achieve growth, as well as better margins and asset utiliza-
ticn, many firms choose a predeminantly autonomous business
model but still strive for synergies by removing duplication and
achieving economies. For many vears Phizer, now the world's largest
and maost valuable pharmaceutical company, managed its business
units autonemously.? The two largest business units, Global Re-
search and Development and Global Pharmaceuticals, have many
dilferent but seme similar infermation and application needs. Phzer
has encouraged both to pursue world-class capabilities in their re-
spective functions. These two husiness units, as well as Phrer’s four
smaller business units, have their own [T groups and generally
address their own information needs. Because the company has
prown rapidly and because the IT groups want to focus their stalf
on the high-value I'" projects, Phzer has seen value in developing
shared services, initially in the area of IT infrastructure, manage-
ment of enterpeisewide data, and enterprisewide applications like
human resources and fAnance, These shared services capitalize on
potential synergics, most notably economies of scale and the elimi-
nation of duplicate, nondifferentiating services.

To support efforts w caplure synergies among business units,
Phzer's management has created IT governance processes, These
processes provide a forum for negotiating what can and should be
shared, what enterprisewide projects should be undertalen, and
how shared resources will be managed. Phzer created an IT Leader-
ship Team (ITLT) composed of the vice presidents of Inlormation
Technology in the six businesses, as well as the vice president of the
Corporate Information Technology Group, who chairs the ITLT
and has responsibility for building and running the IT infrastruc-
ture. The ITLT develops an integrated plan and secks Lo share a
commnon set of high-level metrics, The ITLT reports to an Informa-
tion Technology Manning Group (I1PG) that comprises senior busi-
ness function heads. This team determines priorities for shared
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processes, infrastructure, and applications at Pizer. Each Pl mern-
risr;-r assigned a senior staffer to participate in Plizers Architecture
Council. The Architecture Couneil designed an enterprise architec-
ture, agreed on technology standards, and develaped the enterprise
WujecL portfolio for approval by the ITLT, On major projects, an
ITLY sponsor then provides high-level guidance Lo the mrpora’rﬁ IT
engineering and operations groups, which implement the new
services, In addition o these decision mechanisms, Pfizer intro-
a!uccd an architecture exception process, with the Architeclure
Louncil making decisions on requested exceptions,

Plizer has developed an IT prioritization and funding [Process
mechanism to guide the decisions of the IT Leadership Team. We
have observed thal, like Phizer, as firms start (o seck out s¥nersies
they design IT governance to create those synergies, [’i-izerc;;liili
encourages high levels of business unit autonomy in order Lo pur-
sue world-class competencies, The firm’s T FOVEINance supporls its
efforts to garner synergies where il makes sense,

Enterprises like Phzer with predominately aulonomeous busi-
ress units bul seeking some synergies do need [T governance, But it
is_ governance “light.” The light IT governance ETICOLUTAges syner-
gles I enterprise processes, cnterprise applications, and lechnical
infrastructure without slowing or retarding business unit inno-
vation. The synergies create efficiencies, thérr:bf,f enhancing prof-
itability, while business unit automomy enables gprowith, -

Encouraging Business Unit Synergics
with Some Autonomy

While Plizer continues to encourage business unit autonony
on many [T decisions, other enterprises sacrifice business uni}:
autonomy to gain greater synergies. In our study, enterprises citing
high pressure for achieving synergies had hi gher profits as meas-
ured by ROL But capitalizing on potential synergies is not easy, (-
ganizational boundaries usually cause resistance to any kind ixf
sharing, integrating, or standardizing. Business units argue that
“we are different” or “vou [olks at corporate always slow us down
with your bureaucratic procedures.” In addition, pursuing svnergies
introduces coordination costs. Governance is a cost-effective WELY
to manage coordination,
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The experiences of MeadWestvaco, Panalpina, Dow Corning,
UPESs, Delta Air Lines, and other rms suggest that both the number
of mechanisms and the number of pecple involved in I'T gover-
nance expands as firms pursue technology, data, and process syner-
gies. Without an overwhelming strategic logic, the natural auton-
omy of business units will prevail, Thus, firms pursuing svnergics
need senior business executives and business unit heads to make
critical decisions, communicate their infentions, and ensure effec-
tive implementation.

The mechanistns of IT architecture committees and chargeback
were often used elfectively by top-performing firms to facilitate
synergies. While many firms struggle to deploy these two mecha-
nisms effectively, firms successfully seeking svnergies reported that
both mechanisms were effective and worked well together, As we
saw at Phzer, IT architecture commillees with representatives from
the different business units plot a course for [T use by designing
and communicating the enterprise architecture. The architecture
committee provides the vision for the use of IT and illustrates
hoy business unit synergies will be achieved. A “big picture” archi-
tecture iflustrating how all the pieces Ot together, as in the Delta
Mervous System isee figure 2-5), is a very powerlul communica.
Lion tool.

Chargeback adds order to the architecture vision and is used for
two purposes, Firsl, chargeback makes clear the cost savings from
the shared services model. Transparent chargeback can defuse argu-
ments aboul transfer pricing by demonstrating the value of shared
services. Second, chargeback encourages responsible use of T con-
sistent with the svnergy strategy. Chargeback encourages business
unit managers who are accountable for both local and global re-
sults to use shared services, such as an enterprisewide customer
database. Tn sumrary, the architecture committee sets the direc-

ticn and the chargeback system takes care of the money flow while
encouraging responsible T use.

Surmnary of the Strategy-Governance Relationship

Business unit arrangements—Dby reflecting business strategy—have
immportant implications for IT governance, At one end of the spec-
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trum, enlerprises consisting of autonomous business units with few
requirements for synergies across those business units have little, if
any, need for IT governance. Only if business units share some
resources—shared infrastructure services, an enterprisewide IT
budget, common data—should they govern IT. The demand lor
synergies aligns somewhat with the value disciplines—product lead-
Icrs most often demanding only technology synergies, customer-
mtimate firms often seeking shared data in addition 1o the
economies of scale characteristic of technology synergies, and op-
erationally excellent firms finding value in process standardization,
as well as technology and data svnergies,

As firms introduce synergies focused on shared and standard-
ized technology, they must govern architeclure and infrastructure
at the enterprise level, Thus, they start to introduce some BOVEL-
nance mechanisms. Firms seeking data and Process synmgiﬂs agld
MOLE governanee mechanisms to ensure the integrity of data and
to design and implement global processes, Technology standards
require the support of business leaders, but data and pzo:‘.ess stan-
dards force the active leadership of business executives.

These escalating governance requirements suggest that IT gov-
ernance evolves in enterprises. Throughout this book we biave ol
served that firms such as Panalpina, Pfizce, MeadWestvaco, Carmnp-
bell Soup, IPMorgan Chase, DubPent, Carlson Companies, and DBS
Bank are generally moving from more autonomous to MOCe S¥1er-
gistic organizational designs. As frms evolve toward INore S}-‘llél'gi.‘i'-
tic designs, they adopt more complex IT governance. The State
Street Corporation case study describes one commpany’s 11 gover-
nance evolution from minimal governance mechanisms to Lowern-
ing technology synergies and then introducing customer process
and data synergies,

Case Study on State Street Corporation:
Changing Strategic Objectives

To better understand the complexities of IT governance, we look in
detail at IT governance at State Street Corporation, one of America’s
best-performing financial services firms, To capture the evolution
of IT governance, the case study spans more than three viears anc
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includes two Clds.' The case demonstrates how [T governance can
b used to help implement significant strategic change.

A Top-Perforning Financial Services Firm

State Steeel Corporation is a world leader in financial services, pro-
viding investment services, investiment management, trading, and
research Lo investmenl managers, corporations, mutual funds, pen-
sion funds, unions, not-for-profit organizations, and individuals,
As of March 2003, State Steeet had $7.9 trillion in assels under cus-
fody and 3788 billion in assets under management; more than
20,000 emplovees worked in 22 countries serving clients in over
100 markets. Annual growth rates in both revenues and net income
increased on average at more than 15 percent annually from 19%8
to 2002, Operating earnings per share experienced over 16 percent
compounded growth in the ten vears up to and including 2002, In
2002, State Street had tedal revenues of nearly §4 billion and net
income of §719 million. In 2002, annual revenue growth was fat,
consistent with the industry downturn, although net income grew
5 percent.

State Street is the world's number one player in each of the
following markets: investment servicing, institutional investment
management, securities lending, and foreign exchange services.
Globally, State Street is one of the leading vsers and developers of
[T, commilling on average 20 to 25 percent of operating expenses
to technology and technologists. Trademarked information deliv-
ery svslems, such as State Streets Global Link and In-Sight, and
electronic trading platforms, such as TX Connect, Lattice, and
Lguily Connecl, provide clienls with eritical linancial svstems.
Camputerworld magazine regularly votes State Street one of the top
Lwenty places Lo work in FL Reflecting on the importance of 1T,
Marshall Carter, former CEO of State Street, often referred to State
Steeet as a technology company with a banking license. !

When David Spina became Chainman and CEO of State Street
in January 2001, the world's stock markets were in a prolonged
slump and a series of structural changes were occurring in Stale
Streets core markets. These changes led State Street to focus on
achicving greater returns (rom all assets and particularly from the [T
investments that were cracial to State Street’s leadership position.
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The structural changes included the impact of the aging popu-
;ution UM pension systems, Because people were living longer, pol-
icy .Tnakers were looking for wavs to help individuals E]L.Iiilj suitable
savings to fund their retirements. Governments would need pen-
.-mfn fund management services from financial institutions., The
agin 5 Populaiinr:, along with increased use of the Internet in the
L.vamnming of financial services, represented a huge opportunity
for State Street to expand globally. In contrast, industrv-mandated
changes—including straight-th rough processing and jgnirlg [rom
three days to one day to settle trades—cnst millions of dollars that
wollld be difficult to recoup from custamers.

Chnie Stalfe Strect

In response to these and other changes, David Spina articulated his
client-focused vision of “One State Streel” AL internal meetings
during 2001, Spina explained: “You've heard me tall about ‘One
State Street” That term describes how we must work together to
s:ervc OLEF L'llcms. When clients look at State Streel, our organiza-
t.mnal lines must be completely invisible, and behind Lhis scarmless
face, we must have industrial-strength lines of CoTnmnunication
cannecting every part of the compan ¥

Traditionally, State Street aperated as a sct of separate business
units. “One State Street” embodies the strategic imperatives de-
scribed by Spina al the 2001 annual meeting. “Tirst, we will can-
tinue to enrich our relationships with existing clients. We under-
stand that as our clients grow and succeed, we will grow and
succeed. So taking care of existing clients is our first priority, Sec-
ond, we will continue to grow our client hase outside Lhe I:In] Lexel
States, World markets offer almost unlimited opportunity lor in-
vestment managers and servicers, and our leadership in I_I‘s mar-
kets gives us an advantage over our compelitars, We're verv excited
about the growth we saw last year—particularly in Canada: Tuxem-
bourg, the UK., and Japan. 2

State Street management believed that shared 1T infrastructure
was mportant to enable this single point of conlact. Historically,
stiate Street's 1T organization had been highly decentralized. A smal I,
central IT erganization provided network services, data center OpeT-
ations, and transaction processing for mutual funds, pension funds,
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anidl global operations, Each ol the four major business units had a
. ( IT operation responsible for opetations. Only a small

self-containe .
vices, such as the communications net-

numier of inlrastruciure ser
work, were provided centrally.

Designing I'T Governance

To deliver “One State Street” required a si ngle point of contact
and consistent client view of State Street fo develop new business
and reduce time to market, John Fiore, then CI0O of State Strect, TEC._
ognized that the firm needed a new governance structure _m tacili-
tate these changes. Because of ifs traditional business unit aut.{m-
governance had not been important at State Street. The

CHTLY,
e small set of shared infrastructure serv-

corporate CIO managed th s
ices as well as headquarters applications, The new corporate vision
introduced a new set of desirable behaviors, including: the develop-
customer across State Street; busi-
gies; the creation of one IT
. introduction of justification

ment of a consistent view of the
ness unit adoption of new technolo
cornmunity across State Street; and the
t.echniquc:; for enterprisewide 1 investment, such as pro forma
business cases and measurement of [T impact. The new governance
design is sumnmarized in figure 6-7.

State Stroet's new governance arrangermer
on the Arm's requirements for customer intima
across autonomous business units. A business momarch
principles and IT investment decisions. T monarchics assume
responsibility for the more technical 1T decisions of 111fraeru_:;tur::
and architecture, receiving hroad-based federal inpuf for 1T infra-

usiness application decisions are made with a duopoly
involving business unit leaders, IT professionals {rom the busmue:,:sl
units (vertical 1T groups) and TT shared services (hu:urir.nntzﬂ_ [t
groups). This model provides for both business unit andd enterprise-
wide perspectives in IT governance decisions,

The key mechanism for implementing state Street’s business
monarchy ﬁ the 1T Executive Committee (ITEC), com posed of the
o0, thé A the CLO, and senior pxccutives from State Street’s
warious business units, TTEC is responsible for Teviewing, analyzing,
nthesizing the [T investment needs of individual business

t (figure 6-8) focuses
oy and synergy
v makes [T

siructure. B

and sy

Business
performance goals

1= Tima to markst
IT metrics

and accauntabilities

implermentation limes

= Single fece to the customsar
& Testimomials

= Cost efficienciss

« Banchmarking of project

ik

o wystem and

managers

1T governance
arrangements
Business monarchy decices
IT gavernancs
mechanisms
wide [T budgst

3

fan

‘'ah-ba

| Activi

EHCEROn process

= |T exacutive commitiea ITEC)
= 0 zsaff
service deliveny

= Busingss application neads
| FederaldIT monarchy for input
» Dffics of architecture and

IT dunpoly decidas
= |T leac=sahlp graup

= T ineesirment
= BLA and chang

= Architeciure

| = Infrastrectuns strategies.

| 1T menarchy decides

|
1

- Harmonize what? ¢ Harmaonize how?

Enterprise strategy

and argankzation
IT erganization
and desirable behaviar

Grow newy business

State Streat” [T community

= Commercal orientation af 1T

messurament of 11
& Share and reuse beet

= [ne State Strest
= Faster time to market
| = value management
| = Bhared aenices
= Early adopticn without penalty
= COMIMON Sustomsrn view and “One
= Craaticn of Business cases and

= Fadaral IT

|

& 2003 MIT Sloen Schaul Senler Tor Information Systams Research (DS, Ussd with permission.

State Street Corporation's IT Governance
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State Street Corporation’s IT Governance Arrangements Matrix
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units in order to create an enterprisewide [T budget. The leaders of
each business unil and the CIO identify the key IT business and
infrastructure projects for the coming vear. These projects are classi-
fied according to their contribution to the corporate growth tar-
gets and importance to their business unit. The result is a list of
all IT initiatives for the coming year [TEC members negotiate
among themselves to create a reduced list of projects and IT infra-
structure initiatives designed to meet the corporale growth tacgets
and the agreed-upon percentage of the operating expense budget
available for information technelogy, Cnce [TEC has decided on
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the list of projects, the IT organization tracks the allocation and use
of the IT budget by project and business unit using an activity
tracking system,

ITEC. has several advantages over earlier [1 business unit-
specific investment processes. The negotiation of an enterprisewide
IT budget encourages focus on the enterprisewide value of 1T rather
than on the needs of individual business units. The individual busi-
ness cxecutives naturally tend to focus on the profitability of their
own business, By combining discussion of infrastructure investimenlt
with business unit initiatives, the value of making investinents in
enterprisewide infrastructure (or shared use becomes much clearer.

The IT monarchies for infrastructure and architecture relv on
two mechanisms: the 1T Leadership Group (ITLG) and the Office of
Architecture, ITLG, composed of all senior business unit and corpo-
rate IT managers, defines [T strafegy. This group also establishes
linkages with corporate and business unit executives. For example,
high-level architectural standards are presented by [TLG to ITEC to
get input and buy-in. The Office of Architecture existed prior to the
REW governance arrangements. Historically, the Office of Architee
lure had heen responsible for reviewing overall architecture [rame-
works, identifving and recommending technology standards, and
conducting rescarch in applied technology. The Office’s enhanced
responsibilities now include mon itoring projects for best use of and
compliance with standards, When a standard is not available, the
Office of Architecture coordinates with project managers to iden-
tifv and implement the most appropriale technology to satisfy the
business need. The expanded role for the Office of Architoctiare
made it a more effective force both to promote sharing and reuse of
technology across the enterprise and to support the deplovment
of new technology for developing new business. The mission and
methodology of the Office of Architecture have been codified in &
set of IT Architecture Principles linking technology to the business.

Evolving IT Governance

Larly evidence suggested that State Street’s IT BOVETNANCE stTuchers
encouraged desirable behaviors, Testimonials from project mamn-
agers indicaled that the architectural review process helped deliver
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solutions more quickly because technology issues surfaced before
they critically impacted the projects. The shared infrastuctuee was
evolving Lo address the joint needs of the businesses. A messaging
bub capable of interfacing with a wide variety of platforms began
servicing applications for the four different business units. This
service was one of several new services reducing [T cost and time to
market.

State Street has developed and tracked business metrics influ-
enced by I'T. The metric system, using a commaon baseline of 1997,
demonstrates the impact of IT on such key business performance
indicators as the number of State Street portfolios, the number of
client positions calculated, and the number of daily net asset values
(MAVS) calculated for NASIDAQ). For State Streef, these metrics pro-
vide clear measures of the impacts of I'T investments on business
performance. Tor example, the number of NAVs calculated has in-
creased nearly threefodd between 1997 and 2000, At the same time,
Lthe I'T cost per NAV has been reduced by 50 percent,

In late 2002, Joe Antonellis, a former line-ol-business head, be-
came CICL He has elected to keep the current 1T governance model
in place. Joe's focus is on the importance of continuing to align 1T
stralegy with the business strategy, “We are focused more sharply
than ever on ensuring that State Street’s [T vision and business strat-
cgy are aligned with our clients’ demands and needs,”? Monthly
Strategy Steering Committee meetings, chaired by David Spina,
support the alignment of IT and business. These meetings set the
owverall business strategies, which then trickle down to provide
guidance to ITEC and subsequently IT in terms of priorities.

As part of cost-cutting initiatives in 2002, the 1T budget was
decreased. At the same time, [T reporting lines changed so that 70
percent of all IT stafl reported to the CIO, up from 45 percent in
2001, This change facilitated desicable behavior for “One State
Street,” The IT organization structure enabled significant consolida-
tion of inlrastructure, resulting in significant cost savings and cost
aveidance, while still [acilitating new offerings to clients such as
custom data marts.

This case illustrates good IT governance, Governance evolved
as Sate Street evolved from a set of independent business units to
"Ome State Street” and more recently to a firm operating in a period
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of a declining stock market, State Street used [T sovernance explic-
itly to encourage the desirable behaviors needed to implement its
stralegies, As State Streel strives for additional data and process 5V I-
ergies, it might further adjust its governance mechanisms. Increas-
Ing synergics will likely force greater involvement in [T ZOVEITIANCE
on the part of process leaders and business unil heads, In other
woards, [T governance will evolve as the firm’s strategy cvolves,

Management Principles for Designing
Governance to Address Strategic Objectives

This chapter has discussed how enterprises design their governance.
Effective governance design consists of a rational set of arrange-
ments and mechanisms harmonized with strategy, structure, and
desired outcomnes. Management teams can assess [heir HOVCroanoy
by mapping their governance arrangements and mechanisms onto
2 Governance Arrangements Malrix and checking whether those
arrangements make sense given the enterprise's strategic objectives.
Four management principles summarize how IT got?errlaxlcé design
helps enterprises achieve their strategic nhjectives:

* Make tough choices. TT governance design encourages desies

able behaviors, but il management has been reluctant to
establish strategic priotities, individuals receive mixed sig-
nals about appropriate behavior. T governance design
requires tradeofls. Thus, management must decide which is
more inportant: antonomy or synergy; operalional exccl-
lence, customer intimacy, or product leadersh ip? Lwery
enterprise has conflicting goals, but top performers commit
tera small set of most critical objectives.

* Develop melrics lo formalize the sbralegic choices. 1T value can
be difficult to measure. By establishing metrics to capture
progress toward strategic goals, management can design IT
metrics indicating whether IT governance is working.

Dietermine where organizational structre lniits desivable belia-
iors qnd design governance mechaniisims o overaome the fhnita-
tions. Even when enterprises succeed in choosing a small set
of strategic priorities, tradecffs remain, I governance can
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transcend organizational structures to enable objectives that
are inconsistent with the organizational design.

s Allow governasnce to evolve as management learis the role of I
anel how fo accept accourntability for maximizing IT value.

Throughout this chapter we have noted that governance should
transcend formal organizational structures and enable strategic ob-
jectives. Increasingly, enterprises are secking the strategic agility to
recognize and respond to unpredictable changes in their market-
places. Agility demands an ability to rethink business strategy
hased on market changes. But in most enterprises a major shift in
strategy would force a change in organization structure because the
structure was designed to achieve a particular strategy. By overcom-
ing the limitations of organizational structure, governance can en-
able greater agility in enterprises. Thus, effective IT governance will
become increasingly important as the pace of change accelerates.

i

Government and
Not-for-Profit
Organizations

IN MANY COUNTRIES, more than one third of the economy
consists ol government organizations, including defense, immigra-
tion, utilities, police, educalion, and health. Add other not-for-profit
organizations, such as charities, nongovernmental-organizations
{NGOs), and private schools and universities, and the percentage is
even larger, For convenience, we will refer to all these organizations
including governiment agencies as not for profits. Not-for-profit
organizations are significant users of [T, Similar to for-profit enter-
prises, IT consumed an average of 8.4 percent of the annual budgets
of the seventy-four not-for-profit organizations we studied. Howe-
ever, not-lor-profit organizations have poorer governance perfor-
mance—probably a reflection of broader and more multifaceted
strategic objectives. The other chapters in this book are equally rel-
evant to for-profit and not-for-profit managers, However, this chap-
ter deals exclusively with the complex IT governance issues facing
senior managers of not-for-profit organizations.

First we will explore some of the complexity faced by not fox
profits with a case study of the design of Il governance at the
United Kingdom's Metropolitan Police Service-Scotland Yard. We
introduce a framework that takes account of this complexity and
discusses value creation in not-for-profit organizations, With the
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value framework as o starting point, we have found il easier to
design not-for-profit I governance. Using the data from our study,
we will then look at how not-for-profit organizations govern [T
compared with for-profit frms, With governance performance as the
measure of success, we then look al how Lop not-for-profit gover-
nance performers govern and the mechanisms they use. Finally, we
close with a case study of evolving I'T governance at UNICEE using
the value frarnework as a guide,

Metropolitan Police Service-Scotland Yard

The Metraopolitan Police Service (MPS)-Scotland Yard provides
policing services for London and also has national responsibili-
Lies.! MPs-Scotland Yard emplovs over forty thousand people,
approximately 25 percent of the tetal police service for Fngland,
Orver 1,500 of MPS-Scotland Yard employees are in the Direc-
torate of Information. Ailsa Beaton, Direclor of [Information for
MPS-Scolland Yard, also represents the Association of Chief Police
Cfficers (ACPO) on the board of the national Police Tnformiation
Technology Organization. Policing in England and Wales is funded
by both central and local authorities and overseen through a tipar-
lite arrangement between the home office, police authorities, and
ACTO,

MPS-Scotland Yard Works with
a Strowg Comintitfee Structure

MPS=Scotland Yard has six business units and a strong desire for
greater synergies across all its operations. The executive body
for MFPS is the Management Board, which has two top-level com-
mittees, one for performance review and one for resource alloca-
tion, Under these committees are fourteen strategic committees,
one of which is the Information Management Steering Group
(M5 Depending on the area of operation, the IMSG reports o
each of three proups—Management Board, Performance Committes,
and Resource Committee,

The underlying value discipline of MPS-Scotland Yard is opera-
tional excellence, with a strong focus on streamlining and improwv-
ing processes, The pressure for synergy is very high, particularly
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around information for solving crimes. MPS describes ils 1T princi-
ples as follows: Most of the information needed to investigate and
solve crimes is in one or more independent systems that are located
throughout the MPS. Our challenge is not only to make data input
much easier (and not duplicated) but to make it readily availuble
anytime, anyplace, and anywhere.” .

Ailsa Beaton and her colleagues designed MPS's 1T governance
arrangements to create value by achieving these and other orga-
nization principles, implementing a number of changes in tim
ways decisions were made. Figures 7-1 and 7-2 are the Governance
Design Framework and the Governance Armmangements Matrix for
MPS=Scotland Yard.

MPS's business objectives include cost efficiencies, betler infor-
mation access, cultural diversity, and improved operational excel-
lence with streamlined processes. These abjectives are reflected in
business performance goals and desizable [T behaviors, For exarm-
ple, an impertant performance goal is to reduce the rate of increase
n overall cost base, For IT, the resulting desirable behaviors are re.
use of systems and technologies.

Il mvestinent Process

MPS-Scotland Yard has a structured and Lransparent process for
making IT investment decisions, Decisions dre made on the recom-
mendation of the [MSG, which mests every three months and is
chaired by the deputy commissioner. TMSG has a budget for I'T-
related projects and takes a formal 1T portfelio approach to [T in-
vestment, The IMSG, in its role as an in vestiment committee, o e-
cides on funded projects as well as how to start or sLop projects amd
how to fund new work, IMSG also provides input to budgeting.
Fach proposed project must be linked to a specific strategy, such
a8 e-policing, infrastracture, information management, and call-
handling services.

Each proposal has a business sponsor, ustially the business pro-
cess awner. Once a decision i3 made to fund a Project, the account-
ability for completion anid delivering the benefils is placed into the
work stream of a senior officer, Each initiative has a PLORTATIL OO prooj-
cct board, depending on the scope of the initialive. This board is
chaired by the sponsor/senior officer and has a mix of technical and
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FIGURE 7-1
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procedures we developed brought transparency and accountahility
into the process,” explained Beaton, “However, the recuiterents
became overly complex for small projects. Some developments
ware set in train [initiated] outside our processes as we had made
the process too complex. We now have a group that authorizes
small projects between meetings, "

In contrast to the IT investment decision-making process, the
Information Group drives the infrastructure strategy decisions. “1
have drawn a strong line between infrastructure and applications
in terms of decision rights,” states Bealon. “When the business
wanls W do something, it is their decision, and we work with them,
But with infrastructure projects, T am the sponsor—and a bidder
like cveryone else,”

MPS-Scotland Yard had many differenl networks, As a result,
senior officers needed three different workstations on their desks—
for finance, e-mail, and Internet access, The Management Board
accepted a proposal from Beaton to consolidate the infrastructure
and gradually eliminate the need for multiple workstations, To
date, the consolidation moves have taken several million pounds
oul of the cost base. Costs will continue to drop as officers need
fewer machines. This success is a strong indicator of a successlul 1T
gowcrnance process i an organization where measuring perform-
ance is very challenging. The leaming from governance efforts so
far positinns MPS for fortheoming decisions on how to most effec
tively deploy IT theoughout the organization.

Framework for Value in
Not-for-Profit Organizations

The successful efforts of MPS-Scotland Yard in implementing 1T
governance illustrale many of the challenges facing not-for-profit
orranizalions—measuring performance and value, a culture of
formal committees, limited budgets, and endless opportunitics to
create value. A frustration facing not-for-profit executives is that
many of the management frameworks and measures are designed
for profit-seeking organizations where the performance measures of
profit, sharcholder value, and good corporate citizenship are clear.
In addition, well-accepted strategy and management frameworks
such as Michacl Porter’s five-factor model don't translate well for
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nol for profits where there is olten little competition and no mar-
ketplace with multiple buyers and sellers (for example, government
servicesh! Leaders of not-for-profit organizations need a different
management framework to help strategize and govern. Mark Moore
and others have developed a very helpful value framework for exec-
utives ol not for profits, which we adapt here (figure 7-3.5

Authorizing Environment

Moore's framework identifies three kev interconnected factors that
must be aligned to generate value in any organization: environment,
capabilities, and value (the three circles in figure 7-33. Nat for prodits
have some unique characteristics related to value creation, shown in

FIGURE 7-3
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italics in figure 7-3. A for-profit organization’s environment is the
markel conditions in which it generates capital, finds a market for
its goods, and adjusts to regulatory or resource constraints. In con-
trast, a not-for-profit organization has an aufhorizing envirormnent of
potential clients or customers (who may or may not pay for ser-
vices), funding sources, and political influences. The not for profit
is authorized to fulfill its charter by its [unding sources, by the
political bodies or legislation who initiated it, and by its clients. For
examnple, Lhe authorizing environment of a government-owned
and -run water utility has three parts:

+ Custorrers—including citizens, businesses, and others
who use water, wastewiter, sewerage, and information
SETVICES

* Funds providers—including federal and local governments,
waler rate payers, and banls

= Politiced power holders—elected officials and the citizenry
who exercise their democratic rights Lo influence the elected
olficials or the utility directly, l.egisla.tiun cimpowers the
water uLility to provide monopoly services and specifies
their geographical regions, scrvice levels, and price points.

‘The addition of the political power holders increases the com-
jplexity of the not for profits authorizing environment compared
with the environment of a for-profit organization. In a for-profit re-
tail store, [or example, managers can analyze their industry posi-
tion using Porter's Ove factors (customers, suppliers, basis for com-
petition, substitutes, and potential new entrants) or a similar
framewark. The government water utility must meet the letter of
its legislation and respond Lo the intercsts of the polilical power
holders including its elected board of directors and povernment
minister. If the citizens using the water utility are unhappy, they
cannot Lake their business elsewhere. Instead, they Pt pressure on
the utility via their elected officials,

Capabilities

Every organization needs capabilitics Lo create goods and services.
For-profit enterprises develop some capabilitics internally and pur.
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chase or pariner to obtain other capabilities to deliver products and
services Lo Lhelr customers. Profits, long-term debt, and equity fund
resources develop and leverage Lthose capabilities.

In not-for-profit organizations, the authorizing environment

provides resources (see arrow in figuee 7-3) in the form of money
and authority to create capabilities, The water ulility has many
urganizational capabilities, including people who run water plants,
do water lesting, and connect new homes and businesses to the
witter infrastructure. In addition, the atifity has information impor-
tant to builders, developers, and other utilities about how to con-
nect to the utility’s infrastructure.
A unique feature of not for profits is that through legislation,
regulation, or influence they can require other organizations to add
capabilities that help the not for profit meet its goals, For example,
MPS-Scotland Yard can influence corporations to use particular
types of security procedures. The fire department sets and enforces
rules and codes about fire protection svstems in buaildings that re-
quire the building owner to invest in safety measures. The water util-
ity can Tequire particular filtration systems be used in factories con-
nected o Lhe wtility's wastewater svstemns, These external capabilities
acld coproduction (see the arrows In Qgure 7-3) to the production of
the not-for-prell organization. For exampls, MPS-Scotland Yard's
internal capabilities produce goods with public value (see circle on
right of figure 7-3) The exfernal capabilities of firms’ seourity sys-
tems coproduce with MPS a safer environment, which also has pub-
lic value, For-profit firms generally cannot require other organiza-
Lions Lo create external capabilities or generate coproduction.

Public Value

For-peofit Orms generate value through goods and services pur-
chased by customers, Successful firms also generate value {or their
owners. This value is measured and represented in financial state-
ments, Not-for-profit organizations generate public value in addi-
Lion to the private value represented by goods and services, such as,
in our water utility case, water, sewerage, waslewaler, and informa-
Lion services.

Fublic value has two additional parts illustrated for the water
utility:
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s [ublic gc}u.c.!s—gnodﬁ and services all citizens peceive, oven if
they don't directly pay foor them—for cxample, clean
beaches with no effluent flow, clean and sustainable water
catchment areas, public deinking fountains, and published
stalistics on water gqualily.

 [quity—correcting market failures—such as prosecuting
water polluters or providing discounts [or water services to
the unemploved or aged.

Other organizations such s MPS—Scotland Yard also provide
public value by ensuring social order—an important precondition
not only for citizens engaging 1 community affairs but also for the
operation of the market—by protecting property rights and enforc-
ing contracts.®

public value in not for profits extends beyond the organization
like a series of concentric circles. schools or water utilities provid-
ing excellent services will attract new people to live in the arca of
new businesses to open. These businesses in turn generate value,
pay Laxes, and employ workers who further increase prospernity.
Thus, the performance of the water utility is not captured in the
financial surplus (or deficit) the utility produces each year or in
the physical infrastructure the ulility creates. The utility's perfor-
mance is also reflected in water quality, sustainable environmental
management, and the effoct of its services on the community, For
schools, the measurement of performance is even more compli-
cated and includes potential lifetime value created by students cvell
heyond the local area. For MPS-Scatland Yard, the tortal measure-
ment of value is virtually immeasurable—avoidance of crime, feel-
ing of security, justice, oppoeriunity Lo conduct businesses, and so on.

The public value created by a not for profit resulls in delivery
hack to the authorizing environment in the form of fransfers ard
provision of services {see the arrow In figure 7-3). The authorizing en-
vironment grants permission hack to the creators of public value in
the form of market signals (increased demand) and political accept-
anice. Every not-for-profit organization, whether government agency
or NGO, operates with this type of complexity and interconnected
epvironment. The task for its managets is to create public value to
the maximum extent possible given expectations of the authoriz-
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ing environment and the available internal and cxternal capahbili-
les—in other words, to align the three factors represented by the
circles in figure 7-3.

Particular Challenges for Governance
in Governments and Not for Profits

The complex environment of not-for-profit organizations creates
challenges for 1T governance. iwe will focus on four complexilles
comman to all not for profits here, but there are often several oth-
ers Lo consider, for example, freedom of information acts, naticnal
security, encouraging the local technology industry, transparency,
shrinking budgets, and democtatic rights to voice opprasition,

Measuring Value and Performance

The broad concept of public value in not-for-profit organizations
makes measuring value and performance very complex. For exam-
ple, the Tennessee Valley Authority {IVA) is one of the largest pro-
ducers of public power in the United States, TVA is a wholly owned,
self-supporting corporate agency nf the 1.5, government, respoTLsi-
hle for developing the resouces of the seven-state Tennessee Valley
region and supporting its eeonomic development.:

Similar to other utilities, TVA assesses performance with mea-
cures including power generation and distribution costs per unit,
service quality levels, and debt reduction. TVA must also be self-
supporting and manage its cash flow, debt, and infrastructure e
iqvestment while charging fair prices. with TWA's responsibilities
for developing the resources of the Tennessee Valley region andd
supporting its pronomic development, broader measures of per-
formance beyond the organization Im Lst also be considered, These
proader value MERsures are always tough 1o quantify—tor example,
what is the value Lo the Tennessee valley of an atfordable, uninter-
rupted power supply?

The difficulty of measuring value and performance makes [T in-
vestment, already an uncertain science, more of an art. For exar-
ple, caleulating the net present value for an T investment within
the center of TVA'S cancentric circle of value is only the starting
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point. The impact and thus net present value of the investment must
also be assessed for the outer concentric circles—how do you value
a reliable source of cheap power in atlracting new businesses Lo the
valley? One governance approach is to provide a voice to people in
the authorizing environment who are outside the organization.
Either an input or decision-making voice is possible. Perhaps a rep-
resentative of the povernor's office is on the IT investment commit-
tee of the state-owned utility. Broadening the representation on the
mechanism used for IT governance in several of the five IT deci-
sions is a common and effective approach Lo dealing with complex-
ity in not for profits,

IT Infrastructure Investinent

Infrastructure investments can be justified in three ways: They are
mandated (there is no need to cost justify), they reduce costs (can
quantify and value and thus cost justily}, or they enable new capa-
bilities (often hard to quantify and value and thus option value is
used), For example, at MPS, the infrastructure consolidation -
duced measurable IT savings but should also lead Lo quicker solving
of crimes—a benefit that is much harder to value or predict. Not for
profits typically have more mandated enabling infrastructure in-
vestiments than do for-profit organizations. And enabling invest-
ments, particularly in government, are often political and atiract
public attention and debate. Tor example, schools fund computers
in classronms because parcnts insist on it. Countries, states, and
cities fund mobile networks for police agencies because saving time
in transmilling information about crime or criminals can save lives,
Mot-for-profit infrastructure investments also enable others to cre-
ate public value through facilitating external capabilities and co-
production. Infrastructure investment justification requires valuing
and balancing all three ways infrastructure can be justified. How
should a not [or profit make infrastructure decisions? Who should
make those decisions? Who should pay for the infrastructure?

In some cases, such as utilities, rates for users of the infrastre-
Lure can be adjusted Lo retlect operating costs to pay for the infra-
structure. But very often, rate adjustments are not possible or prac-
tical. Balancing their prices, infrastructure investment, debt, and
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service levels to create broad public value is the critical infra-
structure governance issue for not-flor-profit exccutives. If revernge
comes lrom budget allocations, as it does for organizations like the
police, armed forces, immigration, and prisons, arguments (that are
sometimes successiul and sometimes not) are made to the funding
uthority based on demonstrated need (such as homeland security
or flond prevention).

When funding comes from fees, not for profits are likelv 1o use
similar analyses to those of for-profit organizations. For crample,
all utilities make significant infrastructure investments, both physi-
cal and IT, Due to the capilal-intensive nature of the electric utility
industry, TVA rigorously evaluates and selects which capital, opera-
tons, and maintenance projects to fund. Funding for 1T projects is
subject to the same process as requests for steam generators and
turbine overhauls, All TVA projects are reviewed by the Project Re-
view Committee, which is sponsored by the chief operating olficer
and composed of kev executives including the CIO. The expected
value of IT projects is meant to he directly comparable to the ex-
pected value of the other types of business investents,

Where coproduction or broader public value is created by ottier
entities using the not for profit’s infrastructure, justification and
the guestion of who pavs can be a barrier that stops sensible value
creation. John Glaser, CIO of Partiers Healtheare, explains: “IL is
difficult to NFV these projects across the board. The why and how
of IT justification in different circumstances applies diffcrent val-
ues, There are difficult issues in terms of who showld e responsiile
for costs. If qualily of care is the goal, should the insurance pro-
viders be paving for it? It is difficult to align the value systems with
resource responsibility. There are misaligned incentives in our busi-
fess models. A lot of things don’t gel implemented because a lot of
the value is to society rather than to the person who forks over the
capital, v

Despite these challenges, not-for-profit organizations do siye-
ceed In aggregating resources for infrastructures whose public valiie
extends beyond organizational boundaries, Joe Adamski, CIO of
Barwon Water, the largest regional water authority in the Aws.
tralian state of Vicloria, outlined his vision for a regional computer
center for the greater Geelong area” “Barwon Water covers over
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eight thousand square kilometers. Within this region, there has
recently been an amalgamation of a number of councils. These
organizalions serve the same customers as ourselves. We have artic-
ulated the benefits of using common databases, mapping, and
other information to serve these customers. Benefits include a ser-
vice une-stop shopfront where customers could pay rates and water
tarifls and apply for property approvals, The systems we now have
at Barwon Water would be a good starting point in building this
regional comcept, Data is one of our region’s most valuable assets,
and there is no peint in duplicating ir.”

This vision is slowly being realized, Adamski says: “With the
geographic information systems (G1S), there is some hope of hav-
Ing a regional concept [or this ares, which would give the whole
region a competitive advantage, There are many organizations
that have expressed an interest in working with us. On top of that,
we have many day-to-day queries wanting access to data. For ex-
ample, we are using our IT infrastructure to do floodplain manage-
ment [or a number of consultants undertaking work for several
councils in Melbourne and VicRoads in Gippsland, They supply the
data or we capture it and do the analysis in partnership with the
consultants, 10

Governing IT infrastructure in not for profits requires different
Laols and mechanisms than in for-profit nrganizations, Funding for
mandated Infrastructure must be linked back to the mandate ot leg-
Islation. Cost-saving infrastructure can be valued using traditional
NPV approaches. The enabling investments must take into account
the value created in the concentric circles of constituencics defin-
ing public goods. Invarably, the potential value-adding projects far
exceed resources available. Project prioritizalion must consider the
extended public value of projects to understand their relative worth,
Again, external represenlation on commitlees for infrastructure
investment decisions can be valuable,

Coprroduction and Architectures

Coproduction provides unigue opportunities and responsibilities
for not-for-profit organizations. Well-designed coproduction can
increase many times the ellectiveness per dollar invested in [T,

e
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Poorly designed coproduction is vonfusing, frustrating, and burean-
cratic and creates little value, More recently, coproduction requires
the coproducing organization to clectronically connect to Lhe not-
for-profit organization. At the simplest level, this connection may
involve posting regulations and information on the not-for-profit
organization's Web site. More integrated coproduction enables the
copraducer to download tools and directly interact with the not for
profit's systems to coproduce,

For example, the Australian Tax Office (ATO) has achieved nearl ¥
100 percent online individual tax return submission. Tax preprara-
tion agents are required to submit returns electronically using spee-
ified standards. The software firms building tax preparation tools
for tax agents follow the ATO architecture guidelines to ensure
compatibility for their customers. This copraduction by tax agents
has simplified the ATO processes, removi ng the need for data entry
and facilitating online tax assessment. Benefits of this coproduc-
tion have been passed back to the taxpayer in that tax relunds are
ypically received in two weeks rather than six.

To achieve this type of coproduction, 1T architecture decision
makers must consider many issues outside the organization. For the
ATO's electronic filing to succeed, the tax agenl had to be comput-
erized. The agent’s systems had to comply with the ATO's standards
for electronic filing and the agent had to be trained to use the
system. We expect to see many more creative cfforts by not-for-
profit organizations Lo encourage o production using [T A key
dilemma for governance and decision makers is the willingness and
capability of the coproducers to invest in standard compliant sys-
tems. Does the not for profit have the power to encourage, cajole,
ot [orce coproducers to comply to create broader public value? How
broad should the representation be on the IT governance decision-
making mechanism?

Citizens, Clients, and Customers

Wirtually all government ufgaulzaiinr:s pperate in some type of leg-
islativee authorizing environment that requires the arganization to
provide services. Some consumers of these services pay the not-for-
profit organization; an example is houscholders paving lor water or
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electricity consumed. CGther consumers are clicnls who receive the
services—welfare or public education, {or example—because they are
eligible. Other consumers are citizens who may consume services
such as police and national parks and pay for these services indirectly
via income taxes typically not related to their levels of consumption.

Making IT decisions requires balancing the needs of the three
types of consumers—customers, clients, and citizens. Meeting the
needs of clients rather than customers requires a broader market
perspective and involves different market dynamics of supply and
demand than it does in the for-profit sector, Recognizing the spe-
vific beneficiaries of any IT investment project and knowing who
foots the bill for any particular consumer group can help align
investment projects with funding sources. For example, many wel-
fare agencies around the world could double their budgets and still
not meet all legitimate demand, The direct benefliciaries of welfare
programs are not the people who [und them (taxpavers and legisla-
Loes, in most cases), Thus, attaining 1T investment funds for welfare
programs requires either demonstrating that the investment will
lower program administrative costs or persuading laxpavers and
legislators that the public value accrues back to them. This complex
market for services influences all investment decisions in not for
profits, including [T To understand demand, satisfaction, and per-
formance, it is particularly important for many not for profits to
collect data on their clients. Online service delivery significantly
increases their ability to collect client data.

These four factors and many others influence the way not-for-profit
organizations govern 1T, resulting in slightly different IT gover-
nance patterns relative to lor-profit firms, All four factors lead
toward broader representation often from outside the organization
ol many governance mechanisms. The broader representation en-
sures a voice for multiple stakeholders, but broad representation
typically slows down decisions and makes consensus agreement on
value much more difficult.

How Not-for-Profit Organizations Govern

The two bell-shaped distributions of governance performance
in figure 7-4 iilustrate a similar performance distribution in the
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FIGURE 7-4

Comparing Governance Parformance of Mot-for-Profit and
For-Profit Organizations
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[oe-profit and not-for-prolil sectors, However, povernance percfor-
mance in not for profits is statistically signilicantly lower than in
for-profit organizations.! Perhaps IT governance is less mature in
not-tor-profit organizations, but we doubt it. More likely, Lhe com-
plexity described earlier makes performance measurement, organi-
zation goal setting, and thus 1T governance more difficult in nat
for profits, resulting in an average 10 percent lower governance
performance.

The comparison between for-profit and not-for-profit IT gover-
nance (figure 7-5) reveals more similarities than differences, but
five patterns of IT governance in not-for-profil organizations are
notably different:

* More business monarchies in all decisions except
architectures

e Significantly fewer IT monarchies in all decisions

* More federal arrangements in all decisions except
investments
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FIGURE T-5

Comparing IT Governance Arrangements in Not-for-Profit and
For-Profit Organizations
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* More federal arrangements for inpuats to all decisions

* More duopolies for 1T architecture

All the differences reflect the broader representation of decision
making we recommended in the previous section. For example,
fewer IT monarchies and more federal arrangements lead to broader
invalvernent in decision making. Top governance performers find
ways to deal with this complexity and govern differcntly {rom the
average not-for-proft organization,

How Top Performers Govern

Top not-for-profit governance performers exhibit three major dif-
terences from other not for profits. They have aligned value cre-
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ation and [T governance design, they use slightly different pattermns
of governance arrangements, and they use particular governance
mechanisms very effectively.

Aligned Value Creation and
Governance-Designed Frameworks

Just as a clear strategy is a prerequisite for effective BOVEInAance
in for-profit enterprises, effective governance design for a not for
profit requires clarity about how value is created (see Fi pure F-31. In
all the not for profits with effective IT governance in our study, the
process began with understanding and communicating the way
value was Lo be created. The top performers articulated their re-
guired capabilities both internally and via caproduction to creale
maximum value within the limits of their authorizing environ-
ment. Clarifying value creation provides the input needed to create
a well-harmonized 1T governance design framework (for example,
refer to MPS-Scotland Yard in figure 7-1).

Top Governance Performers Govern Differently

Studying the best and worst governance performers in aot-for-
profit organizations provides some general guidelines when using
our two frameworks, ' These general guidelines arc a starting point,
without considering factors such as sector, principles, culture,
funding, and so on. All else being equal, we would recommend fol-
lowing these puidelines.

Use Joint Business and IT Decision

Making for Principles

Joint business and IT decision making combines the stralegic
input on value creation from senior management with the IT lead-
ers’ understanding of the technology and organizational capabili-
ties. Together they can find the right balance of aligning IT to the
business needs and shaping the business strategies by what is possi-
ble technically. For example, many government agencies around
the world are successfully innovating with online government {or
e-government) to both improve services and reduce costs but also
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Lo encourage ' use in their communities. The Prime Minister of
England, Tony Blair, mandated that all government services would
be on line by 2008 and then backed up the target date to 20051
Setting IT principles in not for prefits often requires coordination
with objectives or mandates set outside the organization. This re-
guirement limits Iocal flexibility but increases overall value.

Consider IT Infrastructure Principles
Lo Be Strategic Business Decisions

In all not for prodits, but particularly government arganizations,
infrastructure decisions are strategic and should be made by busi-
ness monarchies or arrangements with strong business input, Typi-
cally, services are information-based, malking 1T the key infrastruc-
ture, For example, many governments are striving to provide life
event servicing, Trmagine that you have just experienced a life evenl,
such as buving a house, turning eighteen, gelting marriad, or meov-
ing to a new residence, Rather than contact each government
agency independently, life evenl servicing enables vou to interact
through a single point of contact, Therefore, if vou move you can
provide the new address on a government Web site and identify,
[eomt a list, all the agencies vou wish to instruct to update your de-
tails. IT infrastructures arve critical to these strategies, and there are
many opportunilies o consolidate and reduce cost by sharing.
Business monarchies for making infrastructure decislons are un-
usual {only 11 percent) and time consuming but often used by top
pecformers. Even though the IT leaders may be better equipped
technically, they often don’t represent the broader constituencies
required in not for profts, More important, business involvement
ensures buy-in at the top level to making and utilizing infrastruc-
ture investinents, Organizations entrusting infrastructure decisions
to IT monarchies need strong Dusiness input,

Don't Use a Feudal Model

for Business Application Needs

ver 20 percent of not-for-profit organizations use a [eudal
model for business application needs. For many not for profits the
natural tendency is to use feudal models to specify the needs for
different agencies, regions, or departments as they try to best serve
their local clients. However, the central leadership of most not for
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profits Is also striving to implement organizalionwide programs
such as improving service qualily or reducin g cost by 1'(-:mt-wing
duplication. The tension between the dual proessures of autonomy
and centralized strategic focus results in [POHOTED FORVETTIRICS 119{-
formance. We suggest avoiding feudal models [or business applica-
tions needs except in the rare situation where there is no SYnergy
between business units and no organizationwide initiatives.

Use Joint Decision Making for IT Investmenlts

As with I'T principles, duoplies for IT investment decisions corm-
t::int: the strategic input of senior management with the techs 1elogri-
cal understanding and the organizational capability of the [T lead-
ers. The top governance performers often use this approach to IT
investment and priorilization. Where business monarchies are well
informed about IT issues and include the CIO plaving a leadership
role, they are also very effective for investment decisions,

Mechanisms Used by Top Performers

Committees and other lormal organizational mechanisms arc olten
astrong part of the culture in not-for-peofit organizations, Organi-
zations such as MPS=Scotland Yard effectively use committecs to
cnsure represenfation and transparency in difficult palicy and oper-
ational decisions. Top governance performers use a relatively large
number of formal mechanisms Lo implement their gowvernance and
reinforce the governance arrangements with a lot of communica-
tion. The result is a high percentage of senior executives who can
accurately describe 1T governance and use it effectively. The rela-
tively large number of mechanisms adds overhead and, potentially,
delays to making IT decisions but results in more commitment and
higher performance.

senior management of not-for-profit arganizations with good
IT governance performance identified the following mechanisms as
highly effective in implementing theie BOVEITLANCE Arrangements; 14

* Executive committees focused on all key assels
including 1T
* [T council comprising business and 1T exccutives

* [T leadership committes comprising IT exccutives
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+ Architecture committes
e Tracking of TT projects and resources consumed
= Business/IT relationship managers

Just having these mechanisms is not enough. We heard a num-
ber of horror stories about mechanisms being ineffective, For exam-
ple, a commeoen complaint was that senior executives would agree
Lo serve on committees but then would not attend meetings or
would send lower-level nominees who didn't want to make hard
decisions, resulting in delays and frustration,

UNICEF Case Study

To learn [rom the experience of a much admired and effective global
not-for-profit organization, let’s tumn to a case study of UNICEE®S
UNICEF moved [rom an organization using 1T in a very limited way
until the mid-1990s5 to an organization in which I'l' is fundamental
Lo ILs operations today.

UNICET aligns its environment, capahilities (internal and exter-
nal), and walue creatinn, Using the value framework in figure 7-3,
we can analyze how UNICEDP creates value [rom ils capabilities
within its authorizing environment.

Authorizing Environment—Customers,
I'unds Providers, and Political Power Holders

The United Nations Children’s Fund {UNICEF} is the only
United Mations organization mandated to advocate and act for and
with children to protect their rights and to help meet their needs,
An extract from UNICEFS mission statement provides insight to
some of its objectives: "UNICEF mobilizes political will and mate-
rial resources to help countries, particularly developing countries,
ensure a ‘first call for children,”™™ UNICEF conducts “programs of
cooperation” in 162 countries, arcas, and territories. These pro-
grams are planned and implemented in cooperation with govern-
ments, nongovernmental organizations, other UN agencies, and
local communities. UNICEF is governed by a thirty-six-member
Executive Board, Board members are elecled by the United Nations
Leonemic and Social Council and normally serve a three-year term.
UNICEF is funded by woluntary contributions, two thinds from gos-
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emments and one third from the private sectorn ncome in 2002
was U5, $1.454 billion. UNICEFs funding and authorily enable

the building of significant capability both within and external to
UNICEE

Capabilities—Organizational and External

UNICEFs 7,100 staff members represent a powerful organiza-
tional capability delivering services worldwide including immuni-
Zation such as polio vaccines and tetanus, school refurbishment,
AIDS education, early childhood development, and programs to
protect children from violence. In Afghanistan, a vast effort by
UNICEF and its partners 1o get the country’s seven thousanc
schools up and running cleared the way lor 3 million children to
attend school—one third of them girls- -many of whom had never
seen the inside of a classroom. In Kenya, the largest-ever national
immunization effort undertaken in Alrica succeeded in immunizing
more than 13 million children against measles. In Swazilanr:i.-,
UNICLF joined with communities to provide care and support lor
children orphaned by HIV/AIDS, who are among the worlds 14
million children under fifteen who have lost ane or bolh of their
parenls to the disease,

Besides direct production, UNICET cncourages coproduction of
value by other organizations to benefit children, UNICLE lobbies,
nfluences, and educates governments and other authorities to im-
prove conditions for children, UNICET has many partnerships with
other not-for-profit organizations such as GAVI (Global Alliance for
Vaccines and ITmmunization} to create value. In adldition, i:NtCEL—'
works with many for-profit firms (for cxample, ALON, MasterCard
International, TKEA, and Starwoaod Hotels and Resorts Worldwide) to
taise money for children and provide services. For example, Star-
wood Hotels and Resorts Worldwide, Inc., conlinues supporting
UNICEF programs through the flagship program Check Out for
Children, which has raised more than $7 million since 1995 and in
addition participated by raising funds for immunization programs.

Public Value—Goods and Services,
Public Goods and Equity

The public value UNICET creales is immeasurable. The goods
and services provide education, relief, support, opportunity, and
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hope for children, The public good reduces illness, ignorance, suf- i = : — —
fering, and despair. If UNICEF is successlul, not only do the chil- ’
dren benefit but so does the world's economy, UNICEDs equity
vitlue objectives attemnpt to right many wrongs—injustice, poverty,
prejudice, sexism, and expleoitation.

With such broad-based value creation objectives, governing 1T
and all the other key assets at UNICEF demands tradeolis. Spending
on infrastructure to manage UNICEL leaves less for directly provid- ; _
ing services to children. Total management and administration '
costs in 2002 were 6 percent of total expenditure,
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TINICERs business objectives include achieving results for children,
sharing and reusing information globally, and achieving opera-
tional excellence under difficult field conditions with limited budg-
ets (figure 7-6). Performance goals include operational, program,
and social development targets. Program and social development i
tarpets are far-reaching and difficult to measure and guantify. The
outcomes of a UNICEF intervention into children's lives may not
be apparent for vears.

UNICEF also operates in very unpredictable and dangerous = i
settings., UNICED has long-term presence and operates on site be- :
tore, during, and after armed conilict, natural disasters, and other
tragedies, In emergencies, UNICEF must rapidly set up feld offices i
and communicalions infrastructures. For example, in such envi-
ronments the UNICEF office is provided with a set of rapidly de-
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Andre Spatz, UNICERs CLY, “As a CIO, Tinvest a lot of my time in
making governance work at all levels, to educate, coach, mentor, and
lobly, In a global organization, governance is quite a challenge. We
face high pressure for synergy across UNICEL and at the same time,
we have high pressure for lecal autonomy from the regional and
country offices. CIO leadership in a global IT organization is not
just command and execute. We must continually empower people
with a vision and execution strategy and position governance cle-
ments within a global framework, Part of my role is to ensure that
we do not centralize too much and that our Il arganization adapls
to the different caltural environments we work in %

Linlil the mid-1990s, there was little [T in UNICEF olfices, and
I'T was far from a CEC-level concern. The 1T organization dealt pri-
marily with headguarters (H€); the field offices were basically on
their own. There were few LANs, no common desktop environ-
ment, stand-alone, custom-built applications, no global network,
and little use of the e-mail system, due to high long-distance dial-
up costs, An executive-sponsored management recngineering pro-
gram to streamline UNICEF was launched in 1995 and 1996 to
improve efficiency and effectiveness and to decentralize decision
making and accountability to the regions and countries where field
activities take place. These changes were accompanied by recentral-
ization of UNICEF I'T—and its use as an integral and enabling part
of the management transformation.

Orver the past few vears, 1T has fundamentally transtormed the
way LINICLEF operates and has improved global knowledge, infor-
mation flow, transparency, and cormmunication. Feld offices now
have transaction-level information and wvalue-adding information
they did not have before, 1T has become a true differentiator for
UMICEE

Evolving IT Governarnce

The UNICEF governance arrangements are presented in figure 7-7.
Officer-level executives, including the CIO and the global manage-
ment team, make decisions for T principles, IT infrastructure
strategies, [T architecture, and IT investment and prioritization.
This centralized approach is balanced with broad-based inputs via a
duopoly of business unit leaders and functional unit heads working

o
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FIGURE 7-7

UMICEF Governance Arrangements Matrix
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with [T managers. Business application needs are decided using a
ducpaoly of IT executives, business unit leaders, and business gprro-
cess owners. To achieve this level of governance sophistication,
there were thiee main stages of evolution at UNICEL First was
project-level governance. Second was adoption of a giobal 1T strat-
egy and infrastructure, Thivd was implementation of a global 1T
portfolin management process. Educating management about re-
curring IT costs, operating costs, and mandatory svstern upgrades
has been a challenge through all three stages,



212 IT GOVERWNANCT

Governance evolved initially from ad hoc fragmented manage-
ment to individual project governance. The first major example
was delegated authority from the CEO to four division directors,
who became fully accountable for implementing the O Anancial,
logistics and privale sector-related modules of SAP's enterprise
resource planning systemn. They delivered on time and within
budget—replacing more than a hundred legacy Wany systems. This
success would not have been possible without project-level gover-
nance and ownership. This governance/ownership process has be-
come the model for all major 1T investment projects in UNICEFE To
sustain operational governance, a regular weelkly meeting of both
HO functional and 1T heads was established to address process and
[T issues. The decisions are reviewed by senior management twice a
year or as required. T is cosecretary and codriver of this process,
but it is net the process owner.

IT infrastructure has been a major investnent area at UNICEE
Today, evervone has a standard deskiop or laptop and applications,
office automation tools, and Tnternet and intranct access. The in-
tranel is wsed as a global knowledge repository for UNTCET infor-
mation, including 1T procedures. One of the major infrastructure
initiatives was the deplovment of a global IF network in 80 percent
ol the countries, with guaranteed bandwidth services, quality of ser-
vice, and local Web caching. This deployment was not a trivial task,
given Lhe global reach of UNICEF's operations. The networle forms
the foundation of UNICEF's new Web-based applications. Field staft
members who formerly felt isolated are now far more connected
and can leverage real-time information. The infrastructure has
democratized and changed the information culture of UNICET and
is providing more transparency for the governance process,

Another major infrastructure initiative, the "Orrganization hMan-
agement Systems,” contributed to the organizational change process
by creating common tools, systems, and user support processes like
the global services desk or IT staff training and certification in ITIL
standard IT services management. The systematic collection of
data, coupled with processes such as call monitoring and problem
management to conduct quantitative analysis, allows resources to
b targeted to areas that require correction quickly and effectively.
At the sarne time, to keep N0 T staff members in touch with leld
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operations, they spend nine to twelve months on the global service
desk, which runs 24/7/365 and supports all UNICEE locations. This
Iotation program significantly improves their understanding of the
complexities of supporting such a culturally diverse population.
And the rotation is used in career development and advancement
planning. The service desk has become an integrated business/IT
help facility that provides Lransparency and information to overall
governance,

A corporate-level IT portfolio management process was imple-
mented when demand for IT services grew Lo be several times Jarger
than the I'T budget. Now the exccutive management team, division
heads, and business heads, rather than 1T alone, present aﬁd justify
IT investment requests, This dpproach provides a clear nrguni?.;t-
tionwide framework lor investment privrities. While some local
flexibility and adaptability are NCCESSEY, Srong governance on 1T
standards, infrastructure, and global applicatioms has facilitated
stafl and skills redeployment around the alobe,

Managing Information Is Key

Managing knowledge and information are crucial governance ele-
ments at UNICED becanse both must be shared bebwesn couartrics
O many topics. Five years ago, representatives or countrv heads
shared documents and knowledge in person or by fli:;t&buting
paper. Today, UNICEF's inlranet has become the information and
knowledge repository for the entire organization,

At first, there was grest debate aboul ownership and governance
of the Internet, and UNICEF had up to twenly-five individually run
country Web sites, However, the infrastructure was consolidated for
cost and security reasons in 2000. Content is provided locally, but
it is centrally hosted and under a corporate umbrella, which pro-
vides the global touch while maintaining local involvernent.

Today, governance is accepted throughout UNICEE There's one
overall T strategy encompassing headguarters, regional, and local
levels. That strategy is periodically validated with a broad con-
stitueney. Nevertheless, IT must coach, educate, and push the busi-
ness to understand how 1o govern 1T, Transformation tukes time, bt
IT—in a relatively shorl time—has become a fundamental enabler
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and mission-critical part of the organization. UNICEF competes
[or funds from governments, private corporations, and individuals,
IT governance has become imporlant in achieving focus and flexi-
bility to be competitive,

What Is Different in Not for Profits

In many ways, IT governance in not-for-profit organizations is the
same as for profit-seeking firms. But the differences are important
and stem from a more complex value crealion setting. The broader
definition of public value and the ability to develop external capa-
bilities and coproduction result in different approaches to IT gover-
nance. Add the cultural norms of not for profits, with more focus
on consensus, transparency, and equitv—all of which affect IT gow-
ernance design, Successful I1 governance in not for profits reliss
even more on partnerships and joint decisions between business
and IT teaders as well as heavier use of formal mechanisms such as
cormmittees. More and more not for profits will include representa-
tion from outside the organization on their I'T governance mecha-
nisms to reflect their broader definition of value, Changing gov-
ernance arrangements less oflen in not-for-profit organizations is
ever more important as the time to communicale and implement
new procedures is oflen longer.
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Leadership Principles
for IT Governance

I CIHHAPTER 1 we asked:

* Do vour IT capabilities enhance vour business com petitive-
ness—or throttle it?

Do managers throughout YOLr organization recognize their
responsibilities for the effective management and use of [T—
or do they assume the 1T unit will take care of such things?
¢ Do your IT investimenls target en terpriscwvide strategic
priorities—or are resources frittered away on diverse tactical
initiatives?

We now add a new question:

* Is your IT governance encouraging desirable behavior in the
use of TT7

The premise of this book is that Lthe difference between nega-
tive and aflirmative responses 1o these questions is a reflection of
IT governance, Simply stated, enterprises with effective [T BOver-
nance generate strategic benefits lrom 1T through the [Trelated
desirable behaviors of their people, IT governance requires seniar
management leadership. This chapler addresses leadership first by
identilying the urgency for action. We look at symptoms of ineffec-
tive IT governance—the more svmptoms like these vou see, the

15
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more urgent the need for senior management action. Then we
briefly review the steps to designing or rethinking IT governance.
Next we identily Lhe top ten leadership principles for elfective 1T
governance and provide a checklist for leaders. Because good 1T gov-
crnance inevitably stipulates a significant leadership role for the
CI0), we then review criteria for assessing and motivating the C1O.
Wwe then leave vou with some predictions for the future of IT

gL}t’ETTiE[? ce.

Symptoms of Ineffective Governance

IT governance is an issue whose time has come. Current invest-
ments of capital and management atlention in 1T compel careful
evaluation of IT governance. In addition, the strategic impact of [T
decisions raises the stakes for effective IT decision making and
implementation. Good governance improves 1T decision making
and performance. Governance design is about getting the right
people to make 1T decisions and monitor performance. € iond gov-
ermance empowers the right people to make decisions even as
needs change. Here are some comimen symptoms of governance
not working. We have provided some simple vardsticks for each
symplom to help assess urgency [or intervention. How healthy is
vour ' governance!?

Semior Management Senses Low Value from T Investinents. Do
senior managers have a lingering, gut-level concern or doubt about
the business value derived from their IT investmments? Senlor man-
agers typically react in one of several ways to this concern. Some
managers dive in to learn more about IT, making more I'' decisions
persanally and centralizing control. Others abdicate responsibility
to colleagues such as managers in the IT unit because they are
unsure how Lo acl or don't think it's important. Still other senior
managers engage consultants or make new hires to “fix the prob-
lem.” Rather than starting with increasing control, abdication, or
bringing in new people, first leok at IT governance. Perhaps the
wrong people are making [T decisions or the people making those
decisions need management education. Geod governance will pro-
duce metrics supporting or contradicting management's gut feel-
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ing. I evervone on the senior management leam cannot point to g
record of how recent IT investments have been performing, gover-
nance is a problem,. )

IT Is Often a Barrier to Implementing New Stratcgies. Instead of
acting as a strategic enabler, does IT often act as a barrier? [f IT lim-
its the ability to respond to new market opportunities, the IT infra-
structure may be broken. As Delta Air Lines experienced with its in-
frastructure, IT cannot suppart new initiatives if those initiatives
intend to integrate incompatible systems. This incompatibility could
arise from obsolete technical platforms, redundant a;n;uli{;z|t1::>:1:;, or
redundant data with nonstandard definitions, These problems tvp-
ically arise from application silos where syslems wele {[t".-'t:h:l;;r.-[i
independently, often on dilferent platforms and at different times
with ne enterprise architecture. Fixing the inlrastructure requires
bringing 171 leadders to the stratepy table,

I IT learns about strategic initiatives after decisions are made
IT finds itself in the position of order taker, 1T then builds a speciﬁt_:
solution rather than a platform for the strategic vision. This se-
quencing prevents development of an enabling infrastructure, The
result is that strategic initiatives are very slow to implement. A
vommon cause of the delay is that the existing IT infrastructure,
such as a customer database or network security, is not capable of
supporting the new initiative. If new infrastructure has to he in-
stalled before every major application siupporting the new initia-
tive, governance is failing, A governance process that fails to bring
[T into strategy discussions limits the opportunity to fix the infra-
structure. If competitors are faster to introduce new [ T-enahled iri-
tatives, IT governance is a problem.

The Mechanisms to Make IT Decisions Are Slow or Contradictory.
Effective governance comes from a set of well-designed and well-
execuled mechanisms that reinforce desirable behavior. Are differ-
cnt mechanisms sending contradictory messages Lo execulives? Far
example, one finm we studied had IT principles set by senior execu-
lives encouraging the strategic use of IT and specilying that to fail
early and often was good, However, we were repealedly told of
unsuccessiul attempts to shepherd IT-enabled business initiatives -
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through the capital investmenl commiltee, The committes was led
by the CFO, who approved only projects with clearly documented
31:1{1 guaranteed cost savings. The result was a plethora of smz_ﬂl,
often nonstrategic, [T-enabled local projects in the business units.

The projectswere—below-the dollar threshetd requiring approval —

from the CFO's committee, These contradictory messages lecd 1o
suboptimal behavior for the firm.

Just as troubling are mechanisms that obstruct rather than sup-
port project implementations. For example, an architectural T::-ccx-:p-
tion process demanding multiple approvals can delay projects—
particularly if the responsible individuals or committees are not
motivated Lo act quickly or if criteria for exceptions are not clear. If
the exception process is not fast and predictable, individuals will t_:re
motivated to act outside the system. If renegade exceptions are in
evidence, governance is a problem.

Sestior Management Canntot Explain IT (roverndfice. Do senior
managers understand how TT is governed? We know [Tom our re-
search that the more managers in leadership positions therc are who
can accurately describe I governance, the better the govermance per-
tormance. In top-perfonming enterprises, accountahilities are clear. In
particular, senior managers RNOW whal decisions 1T makes and what
decisions they must make. If managers can't describe TT governance,
hiyw can the:.; follow it? If fewer than 50 percent of managers in lead-
crship positions can accurately describe 1T governance, and the num-
her i3 not increasing every month, governance is a probilenm.

Describing governance is only the starting point. lm‘rﬁaslngl}-',
managers at top-pecforming enterprises not only underﬂm{ui their
responsibilities for TT) they understand the enterprise architecture.
Several senior 1T staff people have told us that senlor managers reg-
ularly ask how proposed projects wonild affect or leverage their en-
terprise architectures. The ability to articulate the key components
of the enterprise architecture and understand how they enabile EI.I.'MJ
constrain business processes is becoming an important managerial

0 11'11_]‘:‘.1.*211 v,

IT Projects Often Run Late and over Budget. A number of stud-
{es over the last ten vears in several countries found that Lhe per-

s
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centage of IT projects comnpleted on time and on budget is typically
less than half. Effective [T governance should provide consistency
in project management and program design, Project management
should ensure allocation of dedicated resources, a disciplined se-
quenceof stages, and formal project Lracking, Good project Mmanage-
ment leads to predictable project delivery. If 90 percent ol projects
are not delivered on time and on budget, governance is a problem.

Seriow Management Sees Outsourcing As a Quick Fix to 1T Prob-
lems. Selective outsourcing of 1T capability can be a very clfective
management stralegy. Many enteiprises outsource commadity IT
services and insource or perhaps cosource (develop systems cooper-
atively with a leading-edge producer) other services, However, some
outsourcing decisions result from frustration with 1T, Concerned
about IT costs or lack of value, managers turn to outsourcing as a
quick fix to control the problem. Qutsourcing eflectively places a
contract between the Il consumer and provider, If the service can
be well specified in a contract and the price fairly compared with
the internally sourced cost, outsourcing often leads to reduced 1T
costs, To be elfective, outsourcing should result from a decision
that particular competencies or services are better provided exter-
nally. The enterprise should have clear expectations for the per-
formance of the provider and how the externally provided services
[it into the enterprise architecture. Qutsourcing as a quick fix meoti-
vated by frustration with [T outcomes suggests thal governance is a
problem.

Croveriditce Changes  Frequently. Governance need nol he
changed with every small strategic change or shifl in emphasis. The
executives working within the 1T governance mechanisms male
decisions implementing the strategic changes. Yor example, when
Amazon.com added electrenics and then clothing te its product
lines, the firm was changing its strategy to include nonprinted
products, But its fundamental strategy of providing online services
to customers had not changed. Amarzon needed some new func-
tionality on its site, vendor relationships, and even systems to sup-
port the business processes, but the shift in strategy did not change
desirable behaviors, Thus, no change in governance was necessary,
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Managers operating in the existing governance arrangements made
necessary adjustments to the enterprise’s [T principles, investment,
application needs, infrastructure, and architecture.

This distinction reinforces the difference between governance
and management. Management is what decisions are made, Man-
agement decisions typically change as strategies change. Gover-
nance is who makes the decisions, and thus changes less often than
strategy. Changing governance every Llime you change strategy
should not be necessary as many of the governance mechanisms,
such as committees and budgets, are independent of strategy. Gov-
ernance should change only when a change in strategy prompts a
change in desirable behaviors. For example, a shifl from a customer
intimacy 1o a product leadership discipline would signal & change
in how much business unit collaboration is valued, This more radi-
cal shift in strategy—a change in strategic intent—uwould be likely
Lo drive changes in governance.

Trequent changes in [T governance almosl guarantee ineffecs
Liwe I'T use. Unable to comprehend or keep up with the changes,
managers are likely to completely ignore governance. I governance
of one or more of the fve key 1T decisions changes very fre-
guently—more than once a year—governance is a problem.

We have listed seven common svmptoms of poor Il governance. I
an enterprise reached the threshold described on any one syvmptom
ifor example, 10 percent late or overbudget projects), we would be
concemned aboul I'T governance. The more svimptoms observed in
an enterprise, the sicker the governance and the more urgent the
need for management attention.

Steps for Reviewing and Designing
IT Governance

This section presents a brlel summary of the steps for attacking the
sympioms by designing or rethinking governance,

L. Map the enterprise’s current governance onto both dia-
grams—the Governance Design Framework and the Gover-
nance Arrangements Matrix (as [or Slate Street Corporation
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Fady

In chapter ). The inability to quickly create either of these
two diagrams is symptomatic of a lack of clarity in
Il governance.

- Compare the two diagrams and ask how well the ubjectives

on the Governance Design Framewoark are achieved by the
arrangements of the Governance Arrangements Matrix.
Focus on performance Zoals not being achieved, How might

governance arrangements be tweaked to adiress perfor-
mance goals?

- Audit IT governance mechanismes,

a. How many mechanisms are in use? Do they overlap
acrass motre than one key 1T decision? Are i‘imy dlso used
Lo govern the enterprise’s other key assels (for cxample,
human relationships: see figure 1-1)7

L. Are thev effective independently and together (see chap-
tor 4)7 '

- Im a senior management team meeting, debate the upper left

and right boxes of the Governance Design Framework, Then
determine your preferred Governance Arrangements Matrix
{also the middle box of the Governance Dresign Framowork)
based on your strategy and performance goals. A good fap-
proach is to study the governance patterns of top performers
(chapter 5). For example, if YOUL enterprise wants to fooys
on industry-leading revenue growth, consider the FOVET-
Hance arrangement patterns of top performers on growth as
astarting point. Then tailor the governance Lempate to
yourenterprise’s culture, structure, strategy, and goals ichap-
ters 5 and 6). This step is the art form of governance design,
We don't know of any concrete rules that work here, Rather,
be guided by vour instinets as to what works {or perhaps
what should work) in your enterprise, e sure 1o align incen-
tive and reward svstems with 1T ZOVCITIATCD,

- Lead the change using the “ta be” versions of Lhe Gover.

nance Design Framework and Governance ArTangements
Matrix for vour enterprise, Use these diagrams o communi-
cate, teach, convinee, refine, and measure the success of [T
governance,
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Top Ten Leadership Principles
of IT Governance

From studying and working with hundreds of enterprises, we have
distilled the lessons from many outstanding leaders into ten princi-
ples of IT governance. We intend these principles to provide leaders
with a succinct summary Lo use as a primer, refresher, or checklist
#s they refine their IT governance.!

1. Actively Design Governance

Many enterprises have created disparate IT governance mecha-
nisms. These uncoordinated mechanism “silos” result from gover-
nance by default—intreducing mechanisms one at a Ume to ad-
dress a particular need (for example, architecture problems or
overspending or duplicalion). Patching up problems as they arise is
a defensive tactic that limits opportunities [or strategic impact from
Il Instead, management should actively design IT governance
arcund the enterprise’s objectives and performance goals.

Aclively designing governance involves senior executives tak-
ing the Iead and allocating resources, attention, and support to the
process. The dizgrams in this book enable an analysis of all the gov-
ernance mechanisms and enterprise goals. For some enterprises,
this will be the first time IT governance is explicitly designed. Ollen
there are mature business governance processes Lo use as a starting
point. For example, the Tennessee Valley Authority (TVA; described
in chapter 7} piggvbacked its IT governance on ils more mature
business governance mechanisms, such as its capital investment
process. TVAS IT povernance included a project review committes,
benchmarking, and selective chargeback—all familiar mechanisms
from the engineering side of the business.

Not only does overall governance require active design, but
cach mechanism also needs regular review, Focus on having the
fewest number of effective mechanisms possible, Many of the en-
terprises we studied had as many as fifteen different governance
mechanisms, all varying in effectiveness. Fifteen mechanisms may
possibly be needed bul it's highly unlikely. All fifteen will certainly
not be very effective, integrated, and well understood. Many enter-

B
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prises with effective IT governance have between six and ten inte-
graled and well-functioning mechanisms. One goal of any gover-
nance redesign should be to assess, improve, and then consclidate
the number of mechanisms. Farly in the learning cvcle, mecha-
nisms may invoelve large numbers of managers, Tvpically, as senior
managers better understand IT value and the role of IT, a smaller set
of managers can represent enterprise needs,

2. Know When to Redesign

Rethinking the whole governance structure requires that individu-
als learn new roles and relationships. Learning takes time. Thus,
governance redesign should be infrequent, Cur recommendation is
that a change in governance is required with a change in desirable
behavior For example, State Street Corporation, |PMorgan Chase,
Carlson Companies, and UNICEF all changed their governance to
encourage desirable behaviors resulting from signilicant changes in
strategy. All four enterprises designed governance to achicve their
desired balance of business unil autonomy and commonality. State
street, [PMorgan Chase, and Carlson were all atternpting to gener-
ate more synergies. UUNICEF used I'T to transform its operations and
improve global sharing, information management, transparcncy,
and communication. These transformations involve manv other
Issues besides 1T and take many months to implement.

In these types of transformation, I'T governance can be used as
one of the levers to encourage change. For example, State Street
Corporation introduced enterprisewide 1T budgeting, encouraging
a shifl in perspective from the business unit to the corporation.,
IPhorgan Chase's buy-hold-sell process acoomplished the same
objective al a technology level. These governance processes comi-
municate and enforce new desirable behaviors to facilitate organi-
zational translormations.

3. Imvolve Senior Managees

In our study, firms with more effective IT governance had more
senior management involvement. ClOs must be effectively in-
volved in IT governance for success. Other senior managers must
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partivipate in the comumittees, the approval processes, and perfor-
mance reviews, For many enterprises, this involvement is a natural
extension of senior management’s normal activities, Tor example,
MPS-5cotland Yard used ils strong existing management cornmit-
tee structure to improve IT governance and gain greater synergies
across all its operations. The Information Management Steering
Group (IMSG) is one of fourteen strategic committees thal connect
tar the top-level execulive committee, This interlocking committee
structure ensures senjor management attention to IT in the context
of the whole enterprise.

Senior management necessarily gets involved in strategic deci-
sions. This means that senior management is rarely concerned with
the exception process. However, if an exception has strategic impli-
cations, it may reach the executive level [T Stecring Committee.
UPS CEQ Mike Eskew explained the top management role: “At
sume point, it it comes to you, then you say, ‘This is the answer,’ It's
part of our jobs to make those kinds of decisions. Qur CLO, Ken
Lacy, almost always has it solved by the time it gets to me 2 In
firms like UPS, senior management occasionally gets involved in
exception decisions because those decisions represent strategy deci-
sions. If the exception request escalates to the CFEO, then it's no
longer a technology issue. At that point it's a strategic choice.

Many senior managers are willing to be involved but are not
sure where to best contribute. It's very helpful for the CLO and his
or her staff to communicate IT governance on one page with a pic-
ture like the Governance Arrangements Matrix. The matrix pro-
vides a wehicle for discussing each senior manager's role and any
concerns they have.

4. Make Choices

Good governance, like good strategy, requires choices. It's not pos-
sible for IT governance to meet every goal, but governance can
and should highlight conflicting goals for debate. As the number
of tradectfs increases, governance becomes more complex. Top-
performing enterprises handle goal conflicts with a few clear busi-
ness principles. The resulting IT principles reflect these business
principles. Old Mutual South Africa’s (OMSA) six I'T principles, or
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“nonnegotiables,” as they are called, provide a useful framework
for how to use IT. The first principle, which all OMSA business units
must observe, states: “The interest and needs of the Group/OMSA
come frst when exploiting technology or when contracting with
suppliers.”’ Appropriate stakeholders must be involved in the
approval process prior to contracts being signed.

some of the most ineffective governance we have observed
was the result of conflicting goals. This problem was often observedd
in the government sector, where directives come from many ager-
cies. The result was confusion, complexity, and mixed TEsSAZES, S0
the governance was ignored. The unmanageasble number of poals
typically arose from not making strategic business choices and had
nothing to do with 1T, We observed that good managers Lrwing elili-
gently to meet all these goals became frustrated and ineffective,

5. Clarify the Exception-Handling Process

Lxceptions are how enterprises learn. In IT terms, exceptions chal-
lenge the status quo, particularly the [T architecture and infrastruc-
ture. Some requests for exceptions are frivolous, but most come [rom
a true desire Lo meet business needs. If the exception proposed by a
business unit has value, a change to the I'T architecture could benefit
the entire enterprise, We have described the exceptions process of
UPS, Slate Street Corporation, and olher enterprises. All these exem-
plars have three common elements to their exceptions procedures;

L. The process is clearly defined and understood by all, Clear
criteria and fast escalation encourage only business units
with a strong case to pursue an exception,

2. The process has a few stages that quickly move the issue
up to senior management. Thus, the process mindmizes
the chance that architecture standards will delay project
implementation.

4. Successful exceptions are adopted intoe the enterprise aschi-
tecture, completing the organizational learning process.

Formally approved exceplions offer a second benefit in addi-
tion to l't“.lrﬂ'lali:f_i:‘lg organizational learning about Lcch[mlng}-' ancl
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architecture. Exceptions serve as a release valve, relieving the enter-
prise of built-up pressure. Managers become frustrated if they are
Leld they can’t do something they are sure is good for business.
Pressure increases and the exceptions process provides a Lranspar-
ent vehicle Lo release the frustration without threatening the gover-
MAICE PIOCess.

6. Provide the Right Tncenfives

There has been so much written about incentive and reward systems
in enterprises that we feel the topic is well covered and understood,
MNevertheless, a common problem we encountered in studying IT
governance was a misalignment of incentive and reward systems
with the behaviors the IT governance arrangements were designed
Lo encourage, The typical concern: “How can we expect the gover-
nance to work when the incentive and reward systems are driving
dilferent behavior?” This mismatch is bigger than an 11 governance
issue, Nonetheless, IT governance is less effective when incentive
and reward systems are not aligned with organizational goals.

A major governance and incentive alighment issue is business
unit synergy. If IT governance is designed to encourage business unit
synergy, autonomy, or some combination, as discussed in chapter
6, the incentives of the cxecutives must also he aligned. For exam-
ple, in a large consumer products firm, the CEO wanted to increase
synergics between business units to provide a single face 1o the
small number of important customers that did business with sev-
eral business units. The CEO and CIO worked together to design
IT gowernance to align the enterprise [T assets to support the
new objective. The new [T governance encouraged sharing of cus-
tomer information, contact logging, pricing, and order patterns
across business units, Howoever, it was not until the business unit
exccutives’ incentive system was changed from being nearly 100
percent based on business unit performance to being 50 percent
based on firmwide performance that the new [T governance fained
traction.

Avoiding financial disincentives to desirable behavior is as
important as offering linancial incentives. DRS Bank in Singapore
does not charge for architectural assistance to EOCOUTAZE project
teams Lo consult with architects (see chapter 3 for details). When-
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ever incentives are based on business unit results, chargebacl can
be a point of contention. Enterprises can manipulate charges to
encourage desirable behavior, but chargeback pricing must be rea-
sonable and clearly understood,

It is hard to overestimate the importance of aligning incentive
and reward systems to governance arrangements. If well-designed
IT governance is nol as effective as expected, the first place to look
is incentives,

7. Assign Ownership and Accountability
for IT Governance

Like any major organizational initiatives, IT governance must have
an owner and accountabilities. Ultimately, the board is responsible
for all governance, but the board will expect or delegate an individ-
ual {probably the CEQ or CIO) or group to be accountable [or IT
governandce design, implementation, and performance—similar Lo
the finance committee or CEO being accountable for financial asset
governance. In choosing the right person or group, the board, or
the CLO as their designate, should consider thiee issues,

First, 1T governance cannot be designed in isolation from the
other key assets of the firm (financial, human, and so or), Thus
the person or group owning 1 governance must have an enter-
prisewide view that goes beyond 1T, as well as credibility with all
business leaders,

second, the person or group cannot implement IT governance
alone. The board or CEO must make it clear that all managers are
expected to contribute to IT governance as they would contribute
to governance of financial or any other key asset,

Third, IT assets are more and more important to the perfor-
mance of most enterprises. A reliable, cost-effective, regulation-
compliant, secure, and strategic I'T portfolio is more critical today
than ever before, The person or group owning 1T governance must
understand what the technology is and is not capable of. Tt is not
the technical details that are critical but a feel for the two-way sym-
biotic connection between strategy and 1T,

The CI owns I governance in the majority of sirable firmes
todav.t Other enterprises have chosen either another individual
(the COO or occasionally the CEOQY or a commillee {sav, of senior



228 IT GOVERMNAMNCE

business and 1T leaders) to own [T governance, We have not ob-
servedd any one approach that always works best. It takes a very
business-oriented—and well-positioned—CIO to deliver on the first
comsideration and a very technically interested COO or CLO Lo
deliver on the third, Committees have the problem of meeting only
perindically and dispersing the responsibility and accountability.
Our recornmendation is that the board or CEO hold the CIO ac-
countable for I'T governance performance with some clear measures
of success. Most CIOs will then create a group of senior business
and IT managers to help design and implement IT governance. The
action of the board or CECQ to appeint and announce the CIO as
accountable for I'T governance performance is an essential st step
in raising the stakes for [T governance, Without thal action, some
CIOs cannot engage their senior management colleagues in 1T gov-
ernance. Alternatively, the board or CEQ may identily a group to be
accountable for IT governance performance. This group will then
oftert designale the CI0 to design and implement IT governance.

8. Design Governance af Multiple Organizational Levels

In large multibusiness unit enterprises it is necessary to consider
IT governance at several levels. The starting point is enterprise-
wide IT governance driven by a small number of enterpriscwide
strategies and goals, Enterprises with separate 1T [unctions in divi-
sions, business units, or geographies require a separate bul con-
nected layer of IT governance. JPMorgan Chase (see chapter £) has
T governance at the enterprise, division, and business unit level.
Usually the demand for synergies increases at the lower levels,
whereas the need for autonomy between units is greatest at the top
of the organization.

The lower levels of governance are influenced by mechanisms
designed lor higher levels, Thus, we advocate starting with the en-
Lerprisewide IT povernance, as it will have implications for the other
levels of governance, However, starting enterprisewice is some-
times not possible for political or focus reasons, and starting at the
business unit level can be practical. Assembling the governance
arrangements matrixes for the multiple levels in an enterprise
makes explicit the connections and pressure points,
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8. Provide Transparency and Education

[t's virtually impossible to have too much Lransparency or educa-
tion about IT governance, Transparency and education often 20
together—the more education, the more transparency, and vice
versa. The more transparency of the BoVEINance processes, the
more confidence in the governance. Many firms like State Street
Corporation use portals or intrancts to communicate [T gover-
nance, Slate Street’s portal includes under the section “IT Boards,
Committees, and Councils” a description of the Architecture Come-
mittee and all the other governance bodies, The portal includes
tools and resources, such as a glossary of IT terms and ACTONYITS
and the "Computer Contract Checklist.” Often portals include lists
of approved or recommended products. Templates for proposing IT
nvestments complete with spreadsheets to calculate the IT busi-
ness value are olten available,

The less transparent the governance Frocesses are, the less peo-
ple follow them. The more special deals are made, the less confi-
dence there Is in the process and the more workarounds are used.
The less confidence there is in the povernance, Lhe less willingness
there is to play by rules designed to lead to increased firmwide per-
formance. Special deals and nontransparent governance set off a
downward spiral in governance effectiveness.

Communicating and supporting 1T governance is the single
mast impartant 1T role of senior leaders, The Person or group wlio
owns IT governance has a major responsibility for communication.,
Firms in our study with moare effective povernance also had more
effective governance communication, The more formal vehicles for
cormmunication were the most important. For example, CI0s on
average assessed their enterprises’ documentation of governance
processes as inelfective, However, the firms with successful 1T gav-
ernance had highly effective documentation. Highly effective ser-
iuT management announcements and CIO offices were also impoe-
tant to successful governance,

When senior managers, particularly those in business units,
demonstrate lack of understandin g of [T governance, an important
opportunity is presented. Working with managers who don't follaw
the rules is an opportunity to understand their objections. These
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discussions provide insight on whether the rules need refinement
as well as a chance to explain and reinforce the governance.

10. hinplement Common Mechanisms Across
the iy Key Assets

We began the book by describing how 1T governance fils into
corporate governance (see figure 1-1). We contend that enterprises
using the same mechanisms to govern more than one of the six
key assets have better governance, For example, executive commit-
tees that address all enterprise issues including IT, such as the one
at MIS-Scotland Yard, create synergies by considering multiple
H35ets,

Recall the exercise in chapter 1 of listing all the mechanisms
implementing each of the six key assets, Each asset may be expertly
governed, but the opportunity for synergistic value is lost. For ex-
ample, a firm implementing a single point of customer contlact
strategy must coorndinate its assets to deliver that uniform experi-
ence. fust having good customer lovalty {that is, relationship as-
sets) without the products to sell ([P assets) will drain value. Mot
having well-trained people (human assets) to work with customers
supported by good data and technology (information and 1T assets)
will drain value, Not having the right buildings and shop fronts to
work from or in which to make the goods (physical assets) will
drain value, Finally, not coondinating the investments needed (-
nancial assets) will drain value. _

P'ut this way, the coordination of the six assets seemns blindingly
obvious, Bul just glance back at vour six lists of mechanisms and
see how well coordinated—and more importantly, how effective—
they are. Many enterprises successfully coordinate their six assets
within a project bul not across the enterprise via governance. In
desining I'T governance, review the mechanisms used to govern
the other key assets and consider broadening their charter (perhaps
with a subcommittee) to IT rather than creating a new, indepen-
dent IT mechanism.

These ten management principles highlight many of the key
findings in owr work with enterprises. Attention to all of them
should lead to greater value [rom IT. The leadership of the CIO is
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also critical to creating 1T value, Thus, assessing and providing in-
centives for the CIO is our next topic.

Assessing the CIQ

An Important part of setting incentives is the assessment of the
enterprise key executives. There has been a lot of debate on how Lo
assess the performance and establish incentives for the CIO. Here
are our suggestions based on conversations with CIOs and other
senior execulives, Assessing the CI0 requires assessing multiple
dimensions of the CIOs impact:

* Responsibilities of the CIO that are clearly under the CIOs
control

* Decisions and behaviors influenced by the CTO

= Contributions made by the CIO as @ member of the senior
management team generating value for the enterprise

Therefore, assessing the CIO ultimately lakes account of the
business value created by TS We suzgest the CIO assessment in-
clude three factors:

1. TT unit cost and service levels
2. Business and [T process management

3. Business value

Figure 8-1 illustrates CIO assessment showing these Lhree im-
portant factors in vertical sections separated by dashed lines. The
vertical axis of figure 8-1 represents the aciountability and influ-
ence of various groups—business, [T, and joint.

The fust factor contains both the IT unit cost and service levels
that are clearly the responsibility of most CI10s, The [T unit cost is
the cost to the business for cach IT service used per unit consumed.
The CICy and his or her team through architecture, sourcin g, LT man-
agement, and manv other activities heavily influence 1T unit cost
and should be held directly accountable, The unit cost, not total IT
Costs, Is Lhe right metric as other people (as described in [T invest-
ment governance) typically are involved in making I investment
decisions and thus determining total IT cost, The T service levels
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FIGURE B-1

Assessing the CIO
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resulting from the IT investiment are also part of the calculation and
an impertant deliverable of the CIO. Assessing [T unit cost and ser-
vice levels is primarily quantitative based on benchmarks, yvear-to-vear
comparisons, user satisfaction, and meeting service-level agreements.

The second faclor relates to converting 1T investment into busi-
ness value by enabling business processes. Successful conversion re-
quires at least two Lypes of process management: husiness and [T,
Business process owners, not the ClO, typically own the business
processes, Therefore business process design and operation are only
partiaily influenced by CILO activities. The CIO typically has more
direct responsibility for the disciplines of managing and imple-
menting systems, including project management, integration, mi-
gration, training, security, and facilities management, These sys-
tems are fundamental to how the business processes are performed,
sib the relationship between process and 1T management is symbi-
otic and thus hard to assess separately. Tor this part of the CIO
assessment we suggest 4 combination of quantitative and qualita-
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tive metrics, Peers, managers, and subordinates can provide quali-
talive input on questions like the contiibution, professionalism,
and impact of IT in process mang pement., Quantitative measures
include a wide variety of process and project performance measures
tailored to the business.

The third factor assesses the CIO and his or her team’s conlri-
bution to business value through leadership and teamwork, How
has the CIO influenced strategy and helped deliver business value?
The CI0 and his or her organization should Identify strategic op-
portunities and recognize potential synergies in the enterprise, pae-
ticularly exploiting existing [T capabilities. In addition, the CIO
should help business managers conceive, specity, and implement
their business strategies. Actual business value resulls from unit
tost, service levels and process management, plus business leader-
ship and teamwork,

Measuring and rewarding the business value created by Lthe CIO
should be based partly an the usual enterprise profit and share val-
uation measures used for most senior executives, Another COTNPO-
nent ol business value is assessing 1% contribution to business
vilue and the leadership and teamwork role of the CIO in achiewv.
Ing it. Again, some parts of the value may be assessable quantita-
tively, For example, in financial secvices, the total cost per business
transaction (claims processed, credit card transactions, and so on)
are heavily influenced by IT and the CIO's team. Less quantitative
is the contribution of the CIO and his or her team to the enterprise
strategy. More and more, we expect C10s to be held accountable for
a fiem’s strategic agility—at least the 1T infrastructure components,
but perhaps some part of process agility also. These more stralegic
assessinents are necessarily perceptual and qualitative.

The bottom line in figure 8-1 summarizes the metrics for 10
assessmnenl. The three must be weighted for importance. Weighting
the CIOYs performance Lo the unit cost and service-level part will
motivate a cost focus and service orientation. Weighling more
heavily to the business value will motivate more of a business lead-
ership and influence orientation. Weighting to process manage-
ment will motivate integration between I'1 and business Processes
and a business operations focus.
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Particularly if the CIO has responsibility for [T governance, the
welghtings on how hie or she is assessed and thus rewarded are crit-
ical. The CIO will naturally focus the IT governance arrangemerls
to encourage the behaviors encouraged by his or her incentives, Tor
example, if the CTOYs assessment is based solely on [T unit cost and
service levels, asking the CIO to design 1T governance to achieve
other behaviors is a mismatch. Senior management must either
change the way the CIO is rewarded or find another owner for IT
g(]\-‘ETT'Iii'[iL;f;'.

Current and Future Challenges of Governance

As we gaze into our crystal ball, we see o number of trends that will
influence IT governance; indeed sewveral are already beginning in
some enterprises. T will play an increasingly important role in all
industries, Information about products, services, and customers
will continue 1o drive business processes, Information about cus-
tomers and their needs will be even more precious, particularly as
the huge changes in privacy legislation take hold around the world.
Wore and more of the cash low of an enterprise will be online, For
some enterprises like UPS and Charles Schwab, online revenue is
well over 50 percent, For other enterprises, iU is rising capidly. All
these changes will only raise the stakes for the importance and
effectiveness of 1T governance. Understanding and refining I gov-
ernance now will be a good investment for the future.

We see enterprises consistently striving to be more strategically
agile, Enterprises wish to increase the breadth of business initiatives
they can implement quickly—thus being more responsive Lo mar-
ket shifts. Because enlerprises can't predict the future, strategic
agility is crucial. The traditional approach of changing the organi-
zational structure for cach change in strategy will no longer work,
Changing structure is too cumbersome, slow, and imprecise to
meet omorrew's or even today's needs for agility, Instead, agility
will be achieved by recombining modular business processes and
activities Lo meet the new need.

Business process modularity will increasingly depend on an en-
lerprise’s ability to create standardized, reusable svstems, business
processes, and dala components. Thess components will build on

i ot kel o e e e
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core processes and infrastructure. Consequently, an enterprise’s 1T
capability, particularly IT architecture and the resulting infrastruc-
ture capability, will be a strong predictor of an ranerprI:;u:'s strategic
agility. Making IT infrastructure and architecture decisions, once
the sole responsibility of 1T professionals in enterprises, will con-
tinue to evolve to become more of a joint responsibility, These deci-
sions must become part of the genecral management tool kit and
more and more integrated into the enterprise’s DINA.

Al the same time, enterprises will have to make decisions more
quickly. The need for specd will incresse Pressure 0n governance,
particularly joint business and iT decision making. This pressure
means that leaders will continually streamline governance decision-
making structures. Alignment processes will require tweaking Lo
ENSULE appropriate incentives, and communication Processes ;«-'ill
need refreshing, Duopoly models will become more dominant. In
a duopoly, both roles are critical—a business PECSON Or feam must
lake the lead on strategy, process changes, priovitization, and im-
plementation. The more technical person or feam must ensyre
lechnical integrity, project management, reliability, and integra-
tion, Heighlened concerns about security are alrcady creating
more alliances between technical experts and business aperations
leaders.

Enterprises will continue to outsource more com medity 1T ser-
vices, Pricing and delivery of outsourced services will become more
like an electric utility, with a connection charge and fees based
on consumption. As the outsourcing Industry increases in sophis-
tication, the definition of a commaodity service will continue to
broaden. Consequently, enterprises will have smaller [T stalfs,
Many 1T specialists without strong industry-specific skills wi.ll -
grate lo service providers such as Accenture, CSC, EDS, P, TBM,
and Microsoft, The remaining IT executives in enterprises will take
more strategic roles. Clarifying strategy and the role of 1T as well
as managing vendors will become increasingly critical for internal
IT staft.

In the future, describing how much an enterprise spends on
[T will be meaningless. IT will be imbedded in BVETY process and
budget, just like capital. it will no longer be helplul to measure
or benchmark IT investment levels, As a resull, just like financial
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eovernance, I'T governance will continue o increase in imporlance.
Effective governance allows enterprises to extract maximum value
{rom I'l—and ultimately all six key assels of the enterprise. Elfeclive
governance delivers on a lengtime management paradox—encour-
aging and leveraging the ingenuity of all the enterprise’s people
while ensuring compliance with the overall enterprise vision and
principles,
In short, don't just lead, govern!

Appendix A

Research Sites

THE AUTHORS gratefully acknowledge all the participants whe
gave so generously of their time and insights,

The research for this book was conducted at over three hundred
enterprises, as follows:

* CIOs al 256 enterprises in twenty-three countrics spanning
the Americas, Furope, and Asia Pacific—mestly Garlner EXP
members—completed # survey designed by MIT Sloan Cen-
ter for Information Systems Research.

* Case studies were conducted al thirty-two enterprises:

Abbey National Group®
Adr Products Inc.
Brady Corporation
Campbell Soup
Carlson Companies
Citigroup

LDIBS Bank®

Delta Air Lines
Drow Corning
DuPont

NG

NG Direct

*Case studies completed by Gartner's EXE research group lad by Marianne
Broadbent. :
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Johnsen & Johnsoen
IMMorgan Chasce

Manheim

Marriott

MeadWestvaco

Merrill Lynch

Metlife

Metropolitan Police Service-Scotland Yard*
Motorola

Mestlé USA

Old Mutual South Africa*

Panalpina

Partners HealthCare

Ffizer

State Street Corporation

Tennessee Valley Authority®

Towvota LISA

UNICEF

Urs

LIsAA

Thirty CIOs participated in one-hour telephone intervicws
about their IT management practices.

A i

Appendix B

Measuring Governance
Performance

TO QUICKLY ASSESS IT governance performance for an enter-
prise, ask the senior management team—we recommmend al least
ten mansgers—to answer the following questions, Then average
the results and look at variation by business units and level of man-

agement. The formula for caleulating governance performance fol-
lows the questionnaire.

Governance Performance Survey

The goal of this survey is 1o assess the effectivencss of vour enter-
prise’s IT governance, We define [T Bovernance as specifiing the deci-
ston vighis and accountability framework fo eicovrage desirable belavior
i the use of IT. Please answer these questions for the part of the
enterprise lor which you are responsible,

1. How important are the following outcomes of vour IT
guvernance, on a scale from 1 (Not important) to
A (Very Important)?

Mot Vary
Impartant Important
Governance Quitcome 1 2 3 4 &
Cost-offective use of IT G O J [
Effentive use of IT for grawth O i [1 [
Effective use of IT for asset utilization | (] [l 1 O
Effzetive usa of IT for business flexibility [l : d
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2. What is the influence of the 1T governance in vour business
on the following measures of success, on a scale from 1 Not
successbul) to 5 (Very successful)?

Hat Vary
Successiul Successful
Success Measure 1 2 3 4 g
Cost-efective use of 1T O | O d O
Effective use of IT for growlh i L] O O I
Effective use of IT for assel ulilization | Il I [ i
Effective use of [T for buziness flexibility [ 1 I il C

3. What are the areas where IT governance works best? Why?

4, What are the areas where I'l governance is not effective?
Why?

Calculating Governance Performance

Cruestion 1 assesses the importance of a particular outcome and
question 2 assesses how well 11 governance contributed to meeting
the oulcome. Since not all firms rank the outcomes with the same
itnportance, the answers to the first question are used to weight
the answers to the second guestion. Then the weighted scores
for the 4 questions are added and divided by the maximum score
attainable by that enterprise, Therefore, mathematically, gover-
ance [1ETf(]F!I1aI1{TE =

(2, - 1104 [importance of oulcome|Q1]

X 14 {5 (importance of outcome))

Given that there were four objectives, the maximum score for
all enterprises is 100 and the minimum score is 20, The average
score from 2536 enterprises was 6% with the lop one third of enter-
prises scoring over 74,

agbatiiad

Notes

Chapter 1

1. We broadly define 1he term [T & encompass all the ways an enter-
prise invests to generate business value fram IT—bw cutting costs, auto-
maling or supporting business processes, gaining compelitive advantage,
mecting regulations, and using information to manage, sell, account,
control, inform, share with customers, suppliers and partners, imhed in
products, and so o,

2. Peter Weill and Marianne Broadbent, Leveragtng the New IRfiesiric-
fure: Howe Marke! Leaders Capitalize on I'T (Boston: Harvard Business School
Press, 1998), chapter 3,

3. Prolitability was measured hy three-year average industre-adjusted
retum on assets (ROA). See later in this chapter and chapter 5 lor details,

4. Peter Weill and Richard Woodham, “State Sireet Colporation;
Lvolving IT Governance” warking Paper 327, MIT Sloan School of Man-
agement Center lor Information avstems Hesearch, Cambridge, MA, re-
vised August 2002,

3. Stephen Labaton, “SE.C, Pushes Companies to Disclose Data
Faster," New York Times, 28 April 2002, Describes changes by the Securi-
ties and Exchange Commission in response o the aiumuncmnenr of
President George W, Bush four weeks hefore,

6. Roberto Newell and Gregory Wilson, "A Premium for Goad Gowv.
etnance,” Meiinsey Quartery, no, 3 (2002); 20-23.

7. "lobal Investor Opinion Survey,” McKinsey & Company, July
2002

8. 3¢ “The Comporate Governance Site® fwww corprov.net/linkss
links.htinl}, which contains an excellent list of links to mMany sources of
information oo corporate governance. 0ne interesling source, for exam-
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ple, is COS0 (Cominission af ponsoring Organizations of the Treadway
Commitles), which published a drall af its “Enterprise Risk Management
Framework” [www.coso,org) in July 2003

4. Organization for Eoconomic Cooperation and Development, Di-
rectorate for Financial, Fiscal and Enterprise Affairs, QECD Principles of
Carporate GovermTe, SG/CGE) 5 and 219, April 1999,

101, Inspired by the work of Michael Porter, Henry Minteberg, and
Constantings Markides, For an excellent overview see Constantinos O
warkides, “In Search of Strategy,” MIT Sloan Managemen! Review 4, na. 3
(Spring 19991 67,

11, For a description of how organizations develop and enact beliefs
and values, see chapters by Janice Dever and Lee Sproull in Handbook of
Organizition Design, Yolhume 7, e, Paul C, INystrom ard William H. Star-
buck (Mew York: Oxford University Press, 19810

12, Johnson & Johnson corporate web site, posted 17 April 2003,
http;.-',"wv.-w.jni,.com.-'ﬂur_companjr."uur credofindex.htm {extracted 13
Way 2003). The [&] corporate creda, which is too long to reprocuce her,
beging with the statement e believe our first responsibility is to the
dactors, nurses and patients, 1o mothers and fathers and all others who
use our products and services.”

13, The meeting took place in May 2003 using an anonymous audi-
prce responae system. One af the authors, during a presentation of fgure
1-1, posed a series of questions 1o the group,

14, A number of useful definitions and sources ol information on 1T
governance are generally consistent in purpost with our delinition. For
examyple, see the [T Governance Institute (wwiitglorg), which defines
IT governance as a "stinctuce of relationships and processes 1o contrel
the enterprise to achieve the enterprise’s woals by adding value while bal-

ancing risk versus retuen over 1T and its processes.” This definilion is
from the [T Governance Institute’s “COBIT drd Edition Executive Sur-
mary” of july annn, The COBLT model describes the “control aljectives”
Teer thicty-four TT processes and the management guidelines and outcame
measures for the processes, COBIT also proposes a five-stage matuclly
model of IT goveinancs and a series of tool kits, audit puidelines, and
education ollerings to support use of the frameworks, The materials are
detailed and comprehensive and very pperationally {ocused on imple-
mentation and coriteal, Another useful definition and perspective is by
Wim Van Grembergen: 1T governance is rhe organizational capacily
excrcised by the baard, executive management, and 1T management to
contral the formulation and implementation of 1T strategy and in this
way ensure the fusinn of business and [T (Wim Var Grembergen, “In-
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broduction Lo the Minitrack: IT Governance and [ts Mechanisms,” 35th
HICSS confercnce, hbtpe/fcomputerorg/proceedings/hicss/ 187 4 tracks/)
187480242, pdf).

15, Stilpon Nestor (Ilead, Corparate Affairs [Division), “International
Effarts to Improwve Corperate Governance: Why and Heow™ Organization
far Eeanamic Cooperation and Developrment, 11 January 2000,

16, For an excellent discussion of the political perspective and the
source of several of these archelvpes, see chapter 5 of Thomas H. Daven-
port and Lawrence Prusak, Inforsation Ecology: Mastering the Infonmation
arud Krowledgs Prviroroment (Mew York: Oxford University Press, 1997}

17, This was the strongest statistically significant relalionship in the
entire study, [t is explared in detail in chapter 4.

18, This result is [rom the 116 for-proft firms in our study listed on
LS. exchanges. Governance petlosmance is the effectiveness of BOVEL-
F‘_lFJI'Il:E assessed by the CIO to deliver four I'T objectives weighted Ty
impaortance: cost-effective use of 1T, effective use of IT [or asset utiliza-
tion, rewenue growth, and business Aexibility, Governance perlormance
has statistically signilicant positive relationships with several measures
of Anancial performance (for example, ROE and market cap growth), The
fAnancial performance metics such as ROA were thre;ﬁ-wal‘ averdge
industry-adjusted measures, -

190 B Grormolski, 1. Grigg, and K. Potler, “Z0010 1T Spending and
Stalling Survey Results,” Gartner B-14-4158, 19 September 2007, Includes
baolh 1T budget and “hidden®” IT spending cutside the 1T budget.

20, Estimate by Peter GooW. Keen, a leading anthaor and CLZ;J.ISLIH-:'U.'H. i
the foreword to Sarv Devaraj and Rajiv Kohli, The IT Payeff (New Yark:
Prentice Hall (Financial Times), 2002). '

21. This discussion of IT bombarding enterprises with opportunities
draws on Jeff Sampler and Peter Weill, “Core Incompetencies,” MIT
Sloan School of Management Center for Inlormation Svstemns Research
Research Brieling, wol. [, na. 1B, March 2003, These paragraphs wcxc:.
also influenced by the insightful discussion of the role, value, and man-
agement of information in enterprises from an econemic perspective in
Carl Shapiro ard Hal Varian, Inforemtion Rules: A Sfategic Guide te the
Metworked Boonony (Bostore Harvard Business Schoal Press, 1999

22, The Standish Group's 2001 Chaes Report estimates that only 28
percent of IT projects succeed. f

23, See Jeanne W, Boss and Peter Weill, “Six 1T Decisions Your IT Peo-
ple Shouldn't Make, " Horvand Business Review (Movernber 2002 34-91,
for a description of the roles senior managers should accept in 1T deci-
sion making.
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24, The discussion of UPS throughout this book comes from a series
af interviews by the authors between January 2000 and February 2002
with UPS senior management including Mike Eskew, Jim Kelly, Ken Lacy,
and Joe Pyne, ameng others. Some of these interviews were also refer-
enced in Jeanne W, Ross, "United Parcel Service: Delivering Packages arncl
e-Commerce Solutions,” working paper 318, MIT Sloan Schoel of Man-
agement Center for Information Systems Rescarch, 2001,

25, Tersomal interview with Frank Erbick, former UPS CLO. Also refer-
enced In Jeanne W, Ross, “United Parcel Service: Delivering Packages and
e-Commerce Solutions,” working paper 318, MIT Sloan Schoal of Man-
agement Center [or Information Systems Kesearch, 2001,

Chapter 2

L. See James D McKeen and Heather A, Smith, Making IT Happen:
Critica! Isswes in IT Management (Chichester, UK: Wiley, 2003) and Robert
W Zmud, ed., Froming the Demains of [T Maragemenl: Projeciing the Fu-
fare oo Thraugh e Past (Cincinnall; Pinnaflex, 2000).

2. Tor example, see Thomas H. Davenport, Michael Hammer, and
Taune J. Melsislo, “Tiow Executives Can Shape Their Company's Infor-
mation Svslems,” orvard Business Review (March—April 19890 130-134;
and Peler Weill and Marianne Broadbent, Leveraging the New Infrastruc-
tieres Tlow Markel Leaders Capitalize on [T (Bostons Harvard Business School
Preoss, 19981, 58-62.

3. RBeferences to MeadWeslvaco are drawn from a personal interview
conducted by Jeanne Ross with the CIO of MeadWestvaco, Scptember
19, 2002,

4. Melmopolitan Life Insurance Company, IT Principles (Metropolitan
Life Insurance Company, September 20017,

30 ACORD is an fnsurance industry standards body specifying data
larmats and technical standards lor electronic exchange. For more infor-
mation, see <hitp:/ femww ACORDLcomes.

. Far this section we draw heavily on Peter Weill, Mani Subramani,
and Marianne Broadbent, “Building 1T Infrastructure for Strategic Agility,”
ST Soart Managemmen! Review 44, no, L (Fall 20021 37-65; Peter Weill
and Sinan Aral, “Managing the IT Portfolio (Update Circa 2003)," MIT
Sloan Scheol of Management Center for Information Systems Research,
Research Brieling, vol. I, no. 1C (March 2003); and Weill and Broad-
benl, Levaruging the New Infrastructure,

7o I studying large enterprises, we identified a total ol seventy Jif-
ferent 1T infrastructure services in these ten clusters, For a [ull list of the
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infrastructure services in cach infrastiucture capability cluster and details
of patterns of capability found in different coderprises, see Deter Weill,
Mani Subramani, and Marianne Broadben f, “IT [nfrastructure for Strate-
gic Agility,” working paper 329, MIT Sloan Schoal af hanagement Ceri-
ter for Information Systems Research, Cambridge, M4, 2002,

& Foran excellent discussion af a pplying real options to technology
investiments, see Marlha Amram and MNalin Fulatilaka, Heal Options (Bos-
ton; Harvard Business School Press, 19981,

9, For more information on these implementations, see Jefl Bailey,
“Trash Haulers Are Taking Fancy Software Lo the Dumyp, " Wiall Street Jour-
mal, @ June 1999 Joseph B. Czhill, “Whitlpan Experiences Shipping
Delays Over Computer Glitches in SAD Software,” Wall Stroer Jenrnal,
3 MNovember 1999 and I Melson and E. Ramstad, “Trick or Treat: Her-
shev's Biggest Dud [Has Turned Out to Be Its Mew Technolagy—Aat the
Warst Possible Time, It Can't Fill Its Orders, Tven as mventory Grrows—
Kisses in the A1 for Kmart,” Wall Street fourial, 20 October 1999,

10, For further information, see Todd Date, "Portiolio Management:
o to Do It Bight,” e, | Maw 2003, L

L1. For more information on the [T portfolio framework with bench-
marks and historical relurns, see Weill and Aral "Managing the T Fort-
folio {Update Circa 20030, MIT Sloan School of Management Center [or
Imformation Systems Research, Research Brichng, val. [11, no. 1€ (March
2003); and Weill and Broadbent, Leveraging the New Ifrastruciuee, chapter
2, For an alternative approacly, see Teanne W, Ross and Cynthia M, Beath,
“Beyond the Business Case: New Approaches to [T Investment,” MIT
Sloan Management Review 43, no. 2 {Winter 2002y 51-559,

12, A 2003 study by DiamondCluster International and Eellogg
School of Management of 140 finns found that 24 prreent of the Arns
actively used I portfolio approaches for 11 investrnent with 78 npercend
expecting to have a program operational by 2004, Ingmar Leliveld and
Mark Jeffery, “IT Portfolio Management: Challenges and Best Praclices, ™
DiamondCluster International Research, Spring 2003,

L3 The discussion of State Streel, including quotes, is drawn from
Richard Woodham and Peter Weill, “State Street Corporation: Evolving
IT Governance” working paper 327, MU Sloan Schoal of Management
Center for Information Systems Research, Cambridge, Ma, 2001,

14. The discussion on Delta Air Lines is drawn [rom “Delta Air Lines:
T Inflrastructure,” a videotape produced by MIT Sloan School of Manapge-
ment Center [ar Informaticn Systems Research and Melbourne Busincss
School, The University of Melbourne, 2001,
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Chapter 3

1. The average of eight business units was calculated after remaoving
the top and bottom 5 percent ol enterprises in terms of the number of
business units to correct for very large and very small enterprises, thus
giving a belter picture of the average. The average withoul Leimming was
cleven business units.

2. The feudal entity varies by cnlerprise and industry with our esti-
mate of the most to least commaon being business unit, region, funclion,
and business process,

3. For an excellent discussion of the lederal maodel of organizations,
see Charles Handy, “Balancing Corporate Power: A New Federalist Paper,”
Harvard Bustress Review (November-December [992): 59-72,

4. By duopely we mean "control or domination by two persons
or geoups,” as delned by the Oxford English Dictiornary, Second Lditlon,
1985 hitp/fdictionary. cedcom/cgifentry 0744 P single=1 Bquery_Lype
=word&queryword=ducpalyfedition=2e&Arst=18&max_lo show=110 (ac-
cossod 30 hay 2003).

5. Discussions of [T governance at Commeonwealth Bank of Aus-
tralia draw on a personal interview with Peter Revnolds, then Chief Tech-
nalogy Officer, an January 3, 2003,

6. lables showing industry and regional differences among the
enterprises in our study are available at the following Web site: <http/
web.mil.edu/cisefitgovbookmeferencelinks. him=

7. Discussion of DuPont’s I governance draws on a sct of interviews
with four Dultont executives conducled by the authors during the period
Septemnber-MNovember 2001,

8. For an excellent discussion of “Big Rules,” see Peter (3. W, Keen,
“Information Technology and the Management of Difference: 4 Fusion
Map,® JBM Spsferns Jourmal 32, o, 1 (19930 17-39,

9, Personal interview between the authaors and William Kirkey, Du-
Peat's Chief Technology Officer, Qotaber 19, 2001,

10, Personal mterview with DuPont IT executive, Cotober 1, 2001,

11. This material is adapted from Marianne Broadbent and Peter
Weill, “Effective 1T Governance, By Design,” EXP Premier Repart, Jamu-
ary 2003, and is used with permission.

12, DMscussion of IT governance al Motorela draws on personal inter-
views with Motorola [ execulives on and before April 24, 2003,

13, Excerpled {rom the Chairman and President's Letier to Stockbold-
ers in the Moterola 2002 Annual Heport as listed at Motomola.com on
April 23, 2003,
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Chapter 4

L The role of senior managers in the effective management and
wse of IT has been written about extensively. The imporiance of senior
managerent involvement was noted carly by John F Rockart, “1he Line
lakes the Leadership,” MIT Sloan Management Review 29 iSummer 1988)%
576,

2. Marianne Broadbent and Peter Weill, “Elfective Governance Ly
Design,” Gartner EXP Premier, January 2003, References in this chaprter
and clsewhere in the book to gavernance at Abbey Mational Graup, DBS,
MG, Scatland Yard, Old Mutual South Alrica, Tennessee Valley Author-
ity, and part of the UNICEF case study in Chapter 7 are excerpted with
permission from the Gartner eepart cited above.

3. Jeanme W, Raoss, " Dow Corming Corporalion: Business Processes
and Information Technology,” fowrnal of nfonnation Techiolayy 14, no. 3
Csepleimber 1999 253-246,

4. Jeanne W, Ross and MNatalia Levina, "lrady Corporation: Deliver-
ing Customer Value Through Multiple Channels,” working paper 315,
MIT Sloan School of Management Center for Information Svstems He-
search, Cambridge, hMA, 2001, See also wiww bradveorp.com, ?

. The discussion of Campbell Soup IT governance mechanisms is
drawn [rom interviews conducted by [canne Ross and Nils Funstad with
IT executives a1 Campbell Soup on Septemnber 11, 2002, These interviews
also form the basis for George Westerman ard Jeanne W Hoss, “Case
Vignette of Camphell Soup,® MIT Sloan Schoal of Management Center
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conducted by [eanne Ross with the CIO of MeadWestvaco, September
19, 2002,
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ager's Joby, " in Proceedings of #ie Sicleentl nternationg! Contference on hifor-
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Hoyer, and Chris Kemerer (Amsterdarm, L993): 289299,

8. Jeanne W, Ross and Christine M. Lentz, “IT Governance at USAA:
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Management Center for Information Systems Research, Cambridge, MA,
2002,
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11, The Capability Maturity Model (CMM) is a five-level maodel for
judging the maturity of an organizalion’s software processes. See Mark C,
Paulk, Bill Curtis, Mary Beth Chrissis, and Charles V. Weber, "Capability
waturity Model, Version 1.1," [EEE Software 10, no, 4 (July 19937 15-27.

12, Jack Welcl, CEO at General Electric for many years, popularized
the notion of intense focus on a few key initiatives. See, for example,
Harris Collingwood and [Hane L, Coutu, "Jack an Jack: The HER Inter-
view,” Horvord Husiness Review (February 2002 B8-594.

13. Jeanne W. Ross and Richard Woodham, “Chase Global Markets:
Drefining MNew Business Models in the Investiment Banking Indafstr}:"
working paper 316, MIT Sloan School of Management Center for Tnlor-
mation Svsterns Research, Cambridge, aA, August 2001,

14, Marianne Broadbent and Peter Weill, “Elfective Governance By De-
sign,” Gartner EXP Premier, January 2003, p. 41, Used with permission,

15. This vignette was developed from interviews conducted by _Ieanfm
Ross and George Westerman at Carlson Companies headguarlers Mo
vemher 22, 2002, The same interviews form the basis for Mils Fonstad
and Jeanne Ross, “Case Vignette of Carlson,” MIT Sloan School of Man-
agement Center for Information Systems Research, January 2003,

Chapter 5

1. The following sources suinmarize many sludies measuting enter-
prise performance that informed our choice of measures and provide
excellent references: Noel Capoen, John U Farlev, and Scott Hoenig,
“Dieterminants of Financial Performance: A Meta-Analysis,” Management
Seience 36, no. 10 (19907 1143-1159 (an issue focused on the state of the
art in theory and method in strategy researchl; Dravid ], Ketchen Jr,
James B, Thomas, and Charles T Snow, *Organizational Confligurations
and Performance: A Comparison of Theoretical Approaches,” Acadey af
Management Journal 36, no. 6 (December 1993): 1278-1313; The Encycla-
pedia About Corporate Governance, http//wiww.encycogov.com.

2. We used three vears of inancial data for the 116 firms listed on
1.5, exchanges in the study and measured average performance and per-
centage change per annum, To compare across industries, we calculated
relative firm perfarmance by subtracting the three-year industry-average
performance from the firm’s three-year average performance. We divided
the tesull by the three-vear industey-average performance, taking into
account thal some industries had negalive three-year averages. Like all

wiotes 240

approaches to industry adjustinent this analysis is not pecfect but gives a
good indication of industry-adjusted performance. The average annual
percent change over the three vears in each measure was also used in our
analysis but nat industry adjusted as the percent change is more readily
compared from industy to industry.

3. The rankings and leworage are approximations derived from the
strengths of the coefficlents in regression equations and correlational
analyses and thus are very rough estimates,

4. The three broad strategies used in the analysis are based on the
iden of value disciplines in Michael Treacy and Fred Wiersema, The Discl-
Pine of Market Leaders (Reading, MA: Addison-Wesley, 1995,

5. The figure is based on statistically significant correlations between
governance performance and the archetypes eoterprises used lor cach [T
decision and input considered separately,

f. Dantation from video of interview with Mike Eskew, Chairiman
anct CEC of UPS, discussing 1T governance and investment with Jeanne
Ross and Peter Weill, MIT Sloan School of Management Center for Infor-
maticn Systems Rescarch, Cambridge, MA, February 2002,

7. To understand which archelypes were classified as business, tech-
nical, and joint, refor to Oguee 3-2. Business decisions were business
monarchies, feudal, and the bottom line in the federal model, 1T deci-
sions were the IT monarchy, Joint decisions weee the duspaly and the
top line in the federal model, We excluded anarchies and determined top
and hottom performers by statistically significant correlations between
governance performance and who made the decision.

8, Based an statistically signilicant correlations belween threc-year
(1999-2001) industry-adjusted averages (and changes) in lnancial per-
formance and governance archetype for cach [T decision considered sep-
arately. In a couple of instances the probabilities of significance for the
cotrelations were weaker than the usual accepted level for exploratory
wioik but were consistent with the owverall patterns for the performance
metric and supported by case study analysis. Again, we claim no causal-
itv, but the patterns are interesting and should be regarded as indicative
rather than strong evidence. As always with this type of analvsis based
an past performance, using such patterns to predict the fiture is prob-
lematic, Also there are many olther factars that influence the nancial
performance cther than IT governance that we did not consider,

9. Adapted from chapter 10 in Peter Weill and Marianne Broadbent,
Leveraging e New Infrastructure: How Market Leaders Capitalize on Il (Bos-
Lo Harvard Business Schoal Press, 1998) and drawing on Marianne Broad-
bent, “The Role of Inlormation Technology in International Business
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Operations: The Case of Cllicorp,” Melbcurne Business Schoal, The Lini-
wersity of Melbourne, 1996,

100 Andrew Brand, Peter Weill, Christina Soh, and Pelly Teriasamy,
“Citibank Asia Pacific: Positioning I as a Strategic Hesource,” case study,
Melbaurne Business School, University of Melboure, 1999,

11, Peter Weill, Mani Subramani, and Marianne Broadbent, “IT Infra-
structure for Strategic Agility,” MIT Sloan Management Beview 44, no, 1
(Fall 2002): 57-65.

12, Richard Woodham and Peter Weill, “Manheim Interactive: Selling
Cars On Line,” working paper 314, MIT Sloan School of Management
Center for Information Systems Rescarch, Cambridge, MA, 2001, For ad-
ditional infomnation, see htipdfOwwwamanbeim.com.

13, Ihid.

14, Thid.

Chapter 6

1. W use the very insightful ideas of value disciplines developed
by Michael Treacy and Fred Wiersema, The Discipline of Market Leaders
(Reading, MA; Addiscn-Wesley, 1995).

2, IPMorgan Chase case study wrillen from infervicws willh com-
pany executives during the period September 2002 to May 2003 and
[eam Marianne Broadbent and Peter Weill, “Effective IT Governance, By
Cresign,” Gactner EXT Premier Report, January 2003,

3, Marianne Broadbent and Peter Weill, “Effactive [T Governance.
By Design,” EXT Premnier Report, January 2003, p. 53,

4, Thid.

3. The bottom line in figure 6-3 is estimated {rom stalistically signif-
icant correlations of the three-vear adjusted perlormance of eighty-seven
frins in cur shudy.

b, Treacy and Wiersema, in The Disciplfing of Muorkel Leaders, argue
that customer intimacy is consistent wilh a profitability goal. We did not
find evidence for a relationship between customer intimacy and profit in
our sty

7. See Thomas Ho Davenport, leanne ;. Harrds, and Ajay K. Eohli,
“How Do They Know Their Customers So Well?” MIT Sloan Management
Revigw 42, nog 2 (Winter 2001): 63-73,

8. Table draws on Jeanne Ross, David Robertson, George Wester-
man, and Mils Fonstad, “Aligning [T Architecture wilh Organizational
Realities,” MIT Sloan School of Managemen! Center for Information Svs-
tems Research, Research Briefing, vol, 3, no. LA (March 2003); Timothy
I Kayworth, Debabrote Chatterjee, and V. Sambamurthy, “Theoretical
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Tustification for IT Infrastruciore Investments,” Infivsation Resources
Managesent fowrnal 14, no, 3 (200): 5-14; and Peler Weill, Mand Subra-
mani, and Marianne Broadbent, “Building I Infrastructure for Stralegic
Agility,” MIT Sloan Maragerment Review 44, no. 1 {2002); 5763, The bat-
tom line is estimated [rom statistically significant correlations of three-
vear adjusted performance of eighty-seven firms in our study,

% The description of Plizer's IT governance was drawn [rom inter-
views conducted by George Westerman aned Jeanne Ross with four Plizer
IT erecutives between Oclober 10 and October 21, 2002,

10, The State Strecl Corporation case study was based on Richard
Woodham and Peter Weill, “Stale Street Corporation: Evolving 1T Gover-
nance,” working paper 327, MIT Sloan School of Management Center
for Infoomation svstems Hescarch, April 2002; David Spina (State Stree)
Corporation), “State Strest Highlights Growth Slrategyv® al company’s
annual meeting, 18 April 2001; intervicws with senior State Street execy-
tives; and published financial statements.

11, Richard Woodham and Peter Weill, “State Strect Caorparation:
Evolving IT Governance,” working paper 327, MIT Slaan Schoal of Man-
agemenl Center far Information Systems Rosearch, Apil 2002,

12, Ihid.

13. Based on a conversation between Peter Weill and Siate Street Cor-
poration CIO Joe Antanellis at M1 on 22 January 2003,

Chapter 7

1. The MES-Scotland Yard case study is a;rjnpltd from Marianne
Broadbent and Peter Weill, “Effective IT Governance, Bw Design,” Gart-
ner EXP Premicr Report, January 2003 and Peler Weill and Marianne
Broadbent, "Describing and Assessing IT Governance—The Governarice
Arrangements Matrix® MIT Sloan School of Management, Center for
Information Systems Research, Research Bricfing, vol. IT, no. 35, October
20K,

2, Weill and Broadbent, “Describing and Assessing T Governance—
The Govemance Arrangements Matrix.”

3. Broadbent and Weill, “Effective IT Governance. By Design.”

4. For Porter's model, see Michael T, Porter, Comnigretitive firimnrq-{ﬁ:
Creating and Sustaining Superior Perfirmiance (New York: Free Press, 1985).

3. For more information, see Mark Moore, Creafing Public Public
Valne: Strategic Management in Cravernnent (Cambridge, MA: Harvard Uni-
versity Press, 19950, chapter 3. See also John Alford, “Towards a Mo Tih-
lic Management Model: Bevand Managerialism and Its Crilics,” Aws-
trafion Journal of Cubilic Adntinistration 52, no, 2 Llune 19930 135148,
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&, Johne Alford, “Defining the Client in the Public Sectorn A Social Fx-
change Perspective,” Public Adminisiralion Review 62, no. 3 (2002 337-346.

7. The TVA case study is adapted from Broadbent and Weill #Effec-
tive IT Governance, By Design.”

B Interview with John Glaser conducted by Jeanne Ross and Sinan
Aral on June 24, 2002,

9, Paul Kichardson, Peter Weill, and Joel B Barolsky, “Barwon Water
By Creating and Fxpleiting an IT Infrastructuce,” case 386 Melhourne
Business School, University of Melhourne, 1999); and Faul Richardson,
Peter Weill, and Joel B. Barolsky, “Barwon Water (A): Creating and Ex-
ploiting an IT Infrastructure (A Case Study of the Geelong and District
Waler Board and Their Innovative Approach to [T Infrastructure),” case
485 Melbourne Business School, University of Melbourne 1999),

10, Richardson, Weill, and Barolsky, “Barwon Water (By: Creating and
Explodting an T Infrastructure.”

11. Governance performance was determined by the ClO and is a
four-factor measure of IT including cost-effective use of IT, use of IT lor
grovath, use of 1T for asset utilization, and use of [T for business (lexibil-
ity. Fach lactor is weighted for imporlance to the organization Lo create a
soore ranging from 20 to 100,

12, Determined by stallstically significant correlalions between gov-
crnance arrangements and governance performance as defined in the
previcus endnote.

13, "Lwant the WLE. to be the world's leading Internet economy, .., I
am determined that government should play its part, so 1 am bringing
forward our target for getting all government services online from 2008
ta 2005, This will mean thal people and businesses will be able to access
government services twenly-four hours a dav, seven davs a weel ® 1K
Primme Minister Tony Blair, 30 March 2000,

14, All the mechanisms mentioned in this section were statistically
significantly used more effectively by lop govemance performers,

15 The UNICEF case study was drawn from discussions between
Peter Welll and UNICER CIO Andre Spate; material adapled from Broad-
bent and Weill, “Effective IT Governance. By Design®; and wiww.unicef.org.

1o, Source: www,uniceforg.

174 Broadbent and Weill, "Effective IT Governance. By Design,” Used
with permission,

Chapter &

1. Many of the examples in this section are further descriplions
or summarics of cxamples in earlier chapters where the sources are
identified.
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2. Marianne Broadbent and Peler Weill, "Eifective IT Governance.
By Design,” Gartner BXP Promicr Beport, Tanuwary 2003, p. 60,

3. Duotation from video of nterview with Mike Eskew, Chairman
and CEO of UPS, discussing [T governance and investment with Jeanne
Rass and Peter Weill, MIT Sloan School of Managemen? School Cenker
for Information Svstems Research, February 2002 MIT Sloan School of
Management.

<. A survey taken by one of the authors using an audience response
svalem al a meeting of fifty CIOs in May 2003 found the following pat-
terns of IT governance ownership: ClOs 38 percent, CEOs & percent,
CO0s 13 percent, committes of senior 1T leaders 3 percent, committee of
senior business and 11 leaders 13 percenl,

5. This section draws heavily on the discussion at the MIT C10 Sum-
mit attended by twenty ClOs and CTOs on 22 May 2003, The diagram in
fgure 5-1 was jointly developed in a breakout session and then discussed
with the entive group.
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