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About this Report
In June 2004, CFO Research Services (a unit of CFO Publishing Corp.) launched a
research program to explore how finance attempts to manage and measure the
value of both information technology investments and ongoing spending.
Through interviews with senior finance executives, we sought to understand how
finance conducts “performance management” on this massive category of investment,
and to shed light on leading practices among U.S. companies. 

This report presents the findings of our research and analysis, including interviews
with executives at the following companies:

■ Blue Shield of California 

■ Caraustar Industries, Inc.

■ Delphi Corp.

■ Hewlett-Packard Co.

■ Household Auto Finance

■ Intel Corp.

■ Intermountain Health Care, Inc. 

■ Matanuska Telephone Association 

■ The Principal Financial Group

■ Visa U.S.A. 

■ Warner Bros. Entertainment, Inc.

CFO Research Services and PricewaterhouseCoopers developed the hypotheses
for this research jointly. PricewaterhouseCoopers funded the research and 
publication of our findings, and we would like to acknowledge Ann Nash, PwC
marketing, and Mark Lutchen, PwC partner and practice leader, IT Business Risk
Management Practice, for their contributions and support.

At CFO Research Services, Randy Myers conducted the interview program and
wrote the report. Sam Knox edited the report and managed the project.

IT Moves from Cost Center to Business Contributor—The CFO’s View on Measuring IT
Value is published by CFO Publishing Corp., 253 Summer Street, Boston, MA 02210.
Please direct inquiries to Lisa Nelson at 617-345-9700, ext. 249 or lisanelson@cfo.com.
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Key Findings
Information technology has become integral to the operation of the modern business
organization. Yet it is only now, after years of belaboring technology’s cost, that
leading finance professionals have begun to recognize that well-managed IT
organizations are not just cost centers but valuable business partners that can
drive both operating efficiencies and top-line growth. Convincing other C-level
executives and corporate boards to embrace this view—and to adopt a more
proactive approach to exploiting technology’s potential—depends on two 
developments. First, companies must make sure that their chief technology 
officer has a full seat at the executive table. Second, finance and IT must work
together to become as adept at calculating the value of IT investments as they are
at calculating the costs. 

■ Corporate IT strategies today vary dramatically depending upon industry and
market imperatives, the degree to which a company has or has not been able
to successfully exploit technology in the past, the general sophistication of the
company’s IT organization, and management’s own appreciation for technology’s
potential. Whatever the differences, however, finance and IT executives agree
that no IT strategy will be of more than marginal value if it is not aligned with
the company’s business strategy—and few companies have formal constructs
in place to ensure such alignment.

■ While most companies boast an array of systems and controls aimed at managing
and measuring IT spending, few apply similar rigor to measuring the value
earned on their IT investments. There are exceptions, of course, such as Intel
Corp., which among other measures has developed 17 “value dials” it uses 
to track the performance of its IT initiatives. (See “Inside Intel: Measuring the
Value IT Creates,” page 13.)

Leading companies are seeking to institute a “portfolio management” approach
to IT, in which they monitor all of their IT systems on an ongoing basis to track
usage and performance; identify overlapping or redundant features; determine
which systems should be eliminated, upgraded, or replaced; and, on an enterprise-
wide basis, ensure that the IT strategy is aligned with the company’s business
strategy.
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Chapter 1: Cost Center Versus Corporate Contributor
U.S. companies’ massive investments and ongoing spending in information technology
are receiving new scrutiny from corporate finance chiefs as they seek to measure the
strategic value of IT investments, not just their spending.  

There is no way to sugarcoat this: information technology is a prodigious consumer
of corporate cash. During the latter half of the 1990s, it was not uncommon for
global organizations to spend as much as a billion dollars annually—each—on
defending against the Y2K threat, launching e-businesses, implementing ERP
systems, and generally upgrading their IT infrastructure to compete in the new
wired economy. Although the passing of the Y2K issue and a weaker economic
environment have slowed overall IT spending since then, global organizations
continue to throw enormous sums at their technology infrastructure, driven not
only by competitive demands but also by the need to comply with new regulatory
requirements such as those embedded in the Sarbanes-Oxley Act of 2002.

Perhaps the only thing more astonishing than the amount of money consumed by
IT is the degree to which it has become inevitable. Corporations have become
utterly and irretrievably dependent on technology for the daily execution of their
business. Rare is the small organization that does not track its financials by com-
puter, fully integrate and link its supply chain, communicate with customers and
vendors electronically, or supplement its physical presence with an electronic one
on the World Wide Web. Nonexistent is the larger business that has not made
technology an integral part of its operations. It is hardly an exaggeration to sug-
gest that companies that are unable to compete on the technology front are no
longer able to compete on any front.

And yet for all that technology has enabled—for all that it has done to streamline
supply chains, automate and speed production lines, reduce time-to-market,
boost quality, reduce headcount, and shed more light on key business drivers—
many corporate executives and board members continue to view IT as a necessary
evil. IT is regarded as an enormous cost center whose contribution and value to
the bottom line, to the extent that it makes one, is largely unknowable and
unmeasurable, and therefore suspect.

For this, some blame must be leveled at the technology industry itself, which, like
many other industries, is prone to over-promise its benefits and to underplay the
challenges to achieving them. Blame also must be shared by those corporate IT
organizations and consultants who have been less than adept at negotiating the
pitfalls inherent in anything as complex and fast-moving as technology. These
problems have yet to be resolved. Last October, Gartner Inc., an IT research 
organization, announced that an estimated 65 percent of enterprises will grossly
mismanage IT complexity and risk through 2007, thus inflating their IT costs by
at least 25 percent.

Despite this less than sanguine state of affairs, leading organizations are beginning
to recognize that properly managed IT organizations are not, in fact, mere cost
centers, but business partners capable of driving top-line growth as well as more
efficient operations. The challenge to those who would seek wider acceptance of
this point of view is figuring out how to assess not just the cost of IT investments,
which many organizations can do today with a fair degree of competency, but
also the value generated by them. “IT success,” insists Gary Scholten, SVP and
chief information officer for financial services firm The Principal Financial Group,
“should not be measured in technology accomplishments—replacing a legacy
application with a new one—but rather by the business value IT brings to the 
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Leading organizations are
beginning to recognize
that properly managed
IT organizations are 
not mere cost centers,
but business partners
capable of driving 
top-line growth.
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organization.” Only when companies can calculate this value can they empower
management to make fully informed decisions about the future direction of their IT
investments and tap all the advantages that technology can bring to their businesses.  

CFOs and their finance teams are uniquely positioned to get deeply engaged in
assessing IT spending proposals and creating relevant standards to gauge the
value generated by IT capital expenditures and ongoing spending. Indeed, as the
C-level executive most beholden to shareholders for capital efficiency, the CFO may
have no choice but to become more involved in communicating the value of IT.  
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Chapter 2: Where IT Fits Today

IT plays a central role in nearly every company—regardless of its size, industry,
or business model—and affects nearly every activity a company performs. And while
companies have widely different strategies, all say that tight alignment between IT
investment and business results is essential.  

If there is one point about IT spending on which finance professionals can agree,
it is that technology, whatever its cost and whatever its return, has become 
fundamental to the operation of their businesses—regardless of the industry in
which they compete.

For some organizations—the tech company that makes microscopic silicon chips,
the financial services firm dependent upon the fast and accurate processing of
millions of electronic transactions every day—this dependency is obvious.
“Without technology, we couldn’t run our company,” observes Shelagh Glaser,
group controller for finance and enterprise services for chipmaker Intel Corp.
“Without automation and without our IT infrastructure, it would not be 
physically possible.” Credit card company Visa U.S.A. finds itself in a similar
position, even though it bears none of Intel’s complex manufacturing demands.
“How about mission critical?” quips Beth Masegian, senior vice president for
financial planning and analysis at Visa U.S.A., when asked about the role 
technology plays at her firm. “What’s important in supporting a brand is being
able to influence the experience with the brand. That’s what information 
technology does for us; it delivers on our essential promise, which is that you can
use your Visa card anywhere. The brand simply wouldn’t exist without the 
technology to drive it.”

Even at companies where technology’s role is not obvious to customers or the
public, it is nonetheless integral to the organization’s ability to compete. Blue
Shield of California is a not-for-profit health plan that provides health insurance
for 2.7 million members, generating $7 billion in annual revenues. “Technology is
fundamental to two key areas of our business,” observes Heidi Kunz, executive
vice president and chief financial officer for Blue Shield.  “One is our analytics—
the ability to access and understand data for pricing and health care cost analysis.
The other is our service operations—customer, provider, and broker services such
as claims payment, eligibility, enrollment . . . things like that.  In the operations
area in particular, our efficiency, effectiveness, and ability to provide customer
service are highly dependent upon technology.”

Delphi Corp., the big automotive parts producer, is also beholden to technology 
to meet the increasing demands of its primary customers. (See “Delphi Turns 
to Technology to Remain Competitive,” next page.) So is Household Auto
Finance, part of Household International’s Household Finance Co. subsidiary, for
which infor-mation underpins the entire business proposition. “Speed to market
and speed of response to our customers are vitally important to our business,
both in the lending process and in customer service and collections,” says Tim
Condon, chief financial officer for Household Auto Finance. “For that, we must
have access to accurate information quickly. The same is true in the underwriting
arena, where we also need the ability to manipulate that information so that we
can turn around decisions quickly. We simply can’t do business without the
enabling technology.”

“Without technology, 
we couldn’t run our 
company,” says one 
senior finance executive.
“Without automation 
and without our IT 
infrastructure, it would
not be physically 
possible.”
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Deploying leading-edge
technology is critical in 
a competitive business
environment.

Delphi Turns to Technology to Remain Competitive

Competing in the automotive parts and technology business is not a license to print money. “It is a
fiercely competitive industry,” says John Sheehan, chief accounting officer and controller for Delphi
Corp., one of the largest players in the business. Delphi posted $28.1 billion in sales last year but
recorded a net loss of $56 million, due to restructuring charges of $402 million.  Excluding 
restructuring charges, Delphi reported net income of $346 million.

Because the industry is so competitive, says Sheehan, deploying leading-edge technology is 
critical. Delphi recently won its third consecutive CIO 100 Award, given out each year by an IT trade
magazine to companies that demonstrate excellence and achievement in information technology.
Delphi Chief Information Officer Bette Walker says the company’s IT group is especially proud of 
the awards because in each case its qualifying submissions were based not on pure technological
achievement but rather on the contribution those achievements are making to Delphi’s business.

Among the technologies Delphi’s IT group have developed is a global engineering system that allows
its engineers around the world to collaborate remotely. “Currently, it’s used by engineers to locate
existing part designs that they can re-use, rather than creating new ones for a new project,” Walker
says. “To date, 12,000 of our 16,000 engineers are on the system, and ultimately it will be available 
to all of them.” The system took four years to develop.

Another Delphi innovation is a 3-D horizontal modeling system which allows multiple computer-
aided drawings to be automatically updated when a single design change is made. “Traditionally in
this industry, if there was a design out there and engineers around the world were using it, and just
one engineer made one change, it was a huge challenge to keep all of the drawings current,” Walker
says. “This solution allows us to do that, and lets us saves costs and eliminate errors in the process. 
It has worked so well for us that we have actually patented it and licensed it to other companies.”

Both systems fit into Delphi’s goal of using IT to support and promote not only efficiency but also
effectiveness in meeting customer expectations for quality and timing. So too does its system of
affixing bar-coded labels on its products to tell its customers everything they need to know about
the product, from which production line will use it to which vehicle will get it.

Just as Delphi tries to squeeze costs out of its operations through the creative use of technology, 
so too does it try to squeeze costs out of its own technology infrastructure. Over the past several
years, says Walker, the company has gone from supporting thousands of non-common, non-integrated
systems to less than a handful of “corner posts,” such as its global engineering system and an 
enterprise resource planning system that it began to implement in Europe in 1997 and in the 
United States in 2000. This streamlining of systems, Sheehan says, has helped Delphi’s IT 
organization squeeze ongoing structural costs out of its own operations, at the rate of about 
7 percent annually for the past two years.

To be sure, no one is suggesting that technology is their business, only that it is a
critical enabler of their business. Even at Intel, perhaps the ultimate high-tech
organization, Glaser is not so bold as to claim that its IT strategy alone provides the
company with a competitive advantage. “We view ourselves as critical mission 
control,” she says. “We keep the company running. We also view ourselves as a way
for the company to innovate and transform the way we do business. For example,
we’ve substantially changed our manufacturing planning process through the
implementation of a new software application that enables greater productivity,
allows us to alter build plans quickly, increases visibility into inventory, and enables
better response to our customer requirements. Is that a competitive advantage for
us? I don’t know. A lot of other people have done similar things.”

Glaser may or may not be overly modest. However, the annals of corporate 
history are filled with examples of companies that have employed technology to
achieve a competitive advantage, from Ford’s engineering of the first moving
automotive assembly line to Wal-Mart’s vaunted inventory management system.
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Intermountain Health Care, a not-for-profit health care organization serving
patients in Utah and Idaho, developed one of that industry’s leading clinical-
based decision support systems nearly 30 years ago, and Marc Probst, Intermountain’s
vice president of information technology, credits it with simultaneously improving
the quality of the care the company provides and with controlling costs.

All that said, it also is true that competitive advantages conferred by technological
innovation are relatively short-lived; great ideas are quickly mimicked.
Accordingly, companies that wish to remain leaders in their industry must innovate
again and again. (Intermountain Health, for example, is now four years deep into
creating a second iteration of its clinical decision-support system.) Even those that
find it difficult to lead must follow quickly in the footsteps of those that do. All of
this, compounded by the high cost of IT, calls not for the occasional technological
brainstorm, but rather for a deliberate, carefully considered, and well-managed
technology strategy.

But CFOs and other executives shouldn’t look for a standard blueprint for a
sound IT strategy. Ask 10 companies today whether they have an IT strategy, as
we did, and all 10 will answer in the affirmative, but with a slightly different strategy.
Among the companies interviewed for this paper, the answers ranged from
“playing catch-up”—this from a small telephone cooperative just now shedding
its monopolistic roots to compete in unregulated markets—to Delphi’s mission to
“find solutions that support and promote not only efficiency but, more importantly,
effectiveness in meeting customer expectations for quality, process, timing, and
innovation.” Intel expects its technology investments to be innovative and help it
transform the way it does business. Intermountain Health Care is focused on
developing a single set of systems to support all 20 of its major health care facilities
and its more than 100 clinics. Caraustar Industries, a manufacturer of recycled
paperboard and converted paperboard products, seeks to promote quality assurance
and cost reduction in its manufacturing operations, while simultaneously working
with management to develop systems that facilitate customer service, assist the
sales organization, and enable better capital spending decisions.

This variety in corporate IT strategies is a reflection of several factors: industry
and market imperatives, past successes or failures in embracing and capitalizing
upon technology, the general sophistication of a company’s IT organization, and
management’s own appreciation for technology’s potential. Because IT strategies
vary so much from one company to the next, it is critical that they be aligned with
the company’s overall corporate strategy. A company whose corporate strategy is
predicated on growth through acquisitions, for example, is likely to be 
well-served by an IT strategy that focuses on implementing standard platforms
and applications, allowing for tight integration of acquisitions into existing 
operations. Similarly, a company whose corporate strategy is to be the low-cost
producer in a commodity marketplace will benefit from an IT strategy whose
principal focus is driving costs out of the organization.

While many if not most companies claim tight alignment between their corporate
and IT strategies—nine of the 10 companies interviewed for this paper did—they
employ a wide array of approaches to ensuring that alignment is in place. Some
have their CIO reporting to the CEO, others to the CFO. Some have IT steering
committees and some do not. Among those that do, some committees include
only IT leaders, others include the CIO and heads of the business units. Still other
companies have IT steering committees at the board of directors level, although
these companies are not the norm. None of these constructs are necessarily right
or wrong, but none are likely to be especially effective, either, except to the extent
that they provide the IT organization with a real opportunity to participate in 
corporate decision-making and strategizing.

The need for constant
technological innovation,
compounded by the 
high cost of IT, calls for a
well-managed technology
strategy that is aligned
with the overall corporate
strategy.
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While few companies
have developed rigorous
systems for measuring
the value of IT, most
companies have an array
of systems and controls
aimed at managing and
measuring IT spending.

Chapter 3: Measuring IT Value

Finance teams have made great strides in measuring IT spending and have brought
financial discipline to monitoring where the money goes. Companies are now seeking
new ways to measure and manage the business benefit of IT investments—even when
investments are not tied directly to the bottom line.  

If few companies have formal constructs in place to ensure that their IT and corporate
strategies are aligned, it is also true that few have developed rigorous systems for
measuring the value that IT contributes to the business. Given that IT is typically
one of the top five expenditures at most organizations, this represents a significant
shortfall in managerial responsibility.  (See “Quantifying the Cost.”)

What most companies can boast having is an array of systems and controls aimed
at managing and measuring IT spending. Though not all are present at every
organization, these tools include annual budgets, five-year IT spending plans, IT
steering committees, business-case requirements for new IT initiatives, tightly
controlled purchasing systems, activity-based costing, and benchmarking.

Quantifying the Cost

IT is one of the five largest expense categories at most companies. Actual IT expenditures can vary
dramatically from company to company, of course. Intermountain Health Care estimates that about
3.5 percent of its operating costs are attributable to IT, as well as about 18 percent of all capital
spending. The Principal Financial Group says its IT spending represents approximately 10 percent of
its overall enterprise expenses. Caraustar Industries spends about 1.5 percent of its annual revenues.

Whatever they spend on IT, most of the companies interviewed for this paper consider that they are 
spending at about the right level. None say they are spending too much. “The answer is not how much
money you’re spending,” observes Ron Domanico, vice president and CFO at Caraustar Industries. “You can
spend a lot of money and spend it in all the wrong places. I believe the budget we have now supports our
objectives. Anybody can spend more. I’m not sure that spending more would improve our business.”

Nearly all the companies interviewed for this paper conduct an ROI analysis of
proposed new projects before giving them a green light, sometimes incorporating
a total cost of ownership calculation into the analysis. However, this undertaking
is only one consideration in their decision-making process; a positive ROI is 
neither an absolute prerequisite for funding a project nor a guarantee that 
funding will be forthcoming. Some projects that have a modest or even negative
ROI are undertaken when the project has a “stay in business” status. Recent
examples: systems required to help organizations comply with the provisions of
the HIPAA Privacy Regulation or with Section 404 of the Sarbanes-Oxley Act, the
latter of which requires that public companies exhaustively document their 
internal controls and the viability of those controls. “Like a lot of companies,
we’re spending a significant amount of money to comply with privacy acts,”
observes Visa U.S.A’s Masegian. “That’s a gotta-do. You have no choice if you’re
going to stay in business.” Intel Corp. recently upgraded its human resources
software, even though doing so didn’t promise the same sort of return an 
investment in a sales or manufacturing system might yield. “We need to maintain
an accurate record of employees and maintain the efficiency of our management
team as we move a lot of our HR employee services to the desktop,” says Intel’s
Glaser. “This was an example of just a basic, sustaining investment.”

On the other hand, companies don’t invest in every project with a positive return
projection, either. “Just because we can find a positive-value project doesn’t mean
we get the budget for it,” says Glaser. “We think projects need to compete, and we
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Some companies are
exploring operational
metrics as well as
financial metrics to
measure the value their
IT organizations create.

need to hold ourselves to a certain profitability level. We don’t invest in every
positive NPV project there is, and I doubt that most companies do.”

Despite their broad appreciation for subjecting potential IT initiatives to an ROI
analysis, relatively few companies resurrect or redo that analysis in support of 
their ongoing management of IT projects and systems. “We use the preliminary ROI
calculation as an indicator—one part of the determination of which projects get 
priority and which don’t,” says Caraustar Industries’ Domanico. “We typically do it
up front, as opposed to after the project. Because the reality is, once the project is
done, it’s a sunk cost. From that point forward, it’s primarily a manpower issue.”

In Caraustar’s case, Domanico adds, most of the projects undertaken in recent
years have been relatively small, requiring perhaps three or four months and just
a handful of people to implement. It’s not quite the same thing, he says, as 
implementing an enterprise resource planning system, which is so massive that it
would require testing against periodic milestones. “If our fiber guys say they
could save 50 cents a ton on fiber with some new system,” he explains, “it’s pretty
easy to look at the financials afterward to see if they’re getting that 50-cent savings.”

The argument against devoting significant resources to measuring the hard-
dollar value generated by the IT organization, and even individual IT projects, has
always been that it is difficult. What does a company really “earn,” after all, by making
E-mail available to its employees? Yes, employees are likely to be more productive, but
quantifying the increase is bound to be a rough estimate at best. And how do you
assign a value to meeting customer expectations that employees be reachable by 
E-mail? “We don't really look at it that way,” says Blue Shield of California’s Kunz,
when asked which metrics her company uses to measure the value that IT adds to her
organization. “Generally, technology is just part of an investment. What’s important
for us is to measure total return and to assess what our business capability is against
our strategic objectives and against our competitors.”

Still, some companies are exploring ways to measure the value their IT organizations
create, albeit not always in the hard-dollar format that CFOs are accustomed to
seeing. (See “Operational Versus Financial Metrics.”) Some are benchmarking
themselves against others in their industries to assess their performance in broad
categories, such as their average labor rate per hour or the amount of time they
devote to maintenance versus development of new systems or applications. 

Operational Versus Financial Metrics

Reflecting, perhaps, the often-cited difficulty of measuring hard-dollar returns on IT investments—as well
as the integral role that technology now plays in most organizations—leading companies have learned that
it makes sense to track both operational and financial metrics in trying to calculate their return on their IT
spending.

Financial metrics are framed in the language of accountants; that is, they’re typically measured in dollars: how
much the company spends on IT labor per hour, for example, or how much a concrete fiscal metric, such as
working capital, has gone down in the aftermath of installing, say, a new supply chain management system.

Operational metrics are measured in something other than dollars: the amount of time spent on IT main-
tenance versus IT development, for example, or the number of functions or features built into a software
application per engineer assigned to the project.

At Delphi Corp., managers use operational metrics to gauge the value their IT strategy is delivering to 
the company. “Beyond financial metrics, we put an emphasis on operational metrics to determine 
whether we deliver our products on time and with quality,” says John Sheehan, Delphi’s chief accounting
officer and controller. “IT is the backbone for our operations. When we operate efficiently 
and effectively, IT is meeting its goals.”
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Intel has developed
“value dials”—financial
measurements of business
value—to measure the
return on its IT spending.

Others do it at the project level. Even Blue Shield, which makes no broad attempt to
quantify IT’s contribution to that organization and doesn’t pursue ROI analyses of
projects after an investment, does assess its individual projects after they’ve been
completed to determine whether the company is getting the benefits that were
promised in the original business case. The same goes for the IT organization at
diversified financial services firm The Principal Financial Group. “Suppose we have
a server consolidation project,” says Gary Scholten, The Principal Financial Group 
senior vice president and chief information officer. “We follow up to make sure the
old servers went away. We ask if there is still staff associated with them, and whether
we still need that staff. We ask if there are any software savings. All of that would
have been in the business case, and we track it to find out if it actually happened.” 

Inside Intel: Measuring the Value IT Creates

The way Intel Corp. sees it, there are two ways to measure its annual investment in technology. One is by
the amount of money it spends, the other by the value that spending delivers. “We get an annual budget
that we’re held to, and obviously we try to conserve costs,” says Shelagh Glaser, Intel’s group controller for
finance and enterprise services. “But we also look at whether we are optimizing the amount of value we
can deliver back to the customer. We ask ourselves whether we are picking the highest value projects for
our internal customers, and if we have prioritized properly against the business needs of the company.”

On the cost side of the equation, Intel, like many companies, benchmarks its IT spending against
comparable organizations. “While quality is certainly important,” Glaser says, “we always try to be
best-in-class on cost.” The company also utilizes a product cost methodology to calculate the cost 
of the products and services it delivers on a functional basis. “Before, we would say here are all the
server costs or here are all the network costs,” says Glaser. “Now we look at what, say, E-mail costs
us, and ask whether it is affordable or not affordable, and what we might need to do to improve it.”

One of the ways Intel’s IT organization monitors its effectiveness is by creating service-level 
agreements with the business units about how it will support them, which it can then track to see 
whether it is living up to expectations. But the company also has developed what it calls “value dials”
to measure the return on its IT spending. It defines them as financial measurements of business value;
they represent increases in revenues or decreases in cost of sales, expenses, or capital expenditures.
They are based on standard return on investment models, coupled with net present value models in
which cash outflows represent the company’s investment in its IT systems. Typically, no more than
four or five value dials are associated with the ROI calculation for any one IT system.

Intel has developed 17 value dials that fall into two categories: bottom-line savings dials and top-line
growth dials. The former seek to measure what Glaser calls “real, hard things you can touch, see, or
feel,” such as scrap reduction or material discounts—things that can be quantified rather easily. The
top-line growth dials, more difficult to estimate, include things like shortening time-to-market or
improving access to markets. “These are things you can’t necessarily quantify on the bottom line, 
but which really do deliver value to the company,” Glaser says.

Glaser says her team tracks each IT project to see whether it delivers or doesn’t deliver the values
outlined in the business case developed for it, then reviews its findings annually with the chief 
operating officers of the company and with all the significant stakeholders of the applications. 
“If we’re falling short,” she says, “we try to figure out how we can recapture that value.”

Most of the 17 value dials Intel developed were based on metrics already used by Intel’s business groups
to measure business performance. Previously, however, the metrics were not designed to relate to the
contributions of IT programs. Also, they were not used or defined consistently across the organization. In
creating the value dials, Intel standardized and defined the metrics being used by the various parts of its
business, which it credits with helping it drive apples-to-apples comparisons between different programs,
allowing it to allocate its budget across different business groups more effectively.

“What I really like about this approach,” Glaser continues, “is that it’s really given a whole new language
to the organization. Some people may have never had experiences talking about an ROI, for example,
because of their position in the organization. This gives everybody a way to talk to each other to
improve the organization’s financial performance.”



IT Moves from Cost Center to Business Contributor:
The CFO’s View on Measuring IT Value
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To be sure, some leading companies have introduced highly formalized programs
aimed at measuring the contribution that IT makes to their organization. One
example: Intel, which has developed what it calls “value dials” for both 
efficiency and revenue-enhancing activities. (See “Inside Intel: Measuring the
Value IT Creates,” previous page.) Others have embraced the concept of portfolio 
management for their IT organizations. 

Much like a portfolio manager overseeing a collection of financial investments,
these organizations track all of their IT systems on an ongoing basis to determine
which continue to fit well with their strategic objectives and which need to be
upgraded or replaced. (See “On the Road to IT Investment/Spending Portfolio
Management.”) “It is,” says Intermountain Health Care’s Probst, “a way to maintain
much better control over your information services environment.”

On the Road to IT Investment/Spending Portfolio Management

Do you want to wring maximum performance out of your IT 
investments? Consider managing them the same way you would 
manage a portfolio of financial investments: by tracking all IT systems
on an ongoing basis to monitor how they are being used, how they are
performing, and whether they feature overlapping or redundant 
capabilities. Use this analysis to decide which systems need to 
remain in operation, which need to be upgraded, and which need to
be replaced—given your company’s business strategy. As part of the
process, make an ongoing evaluation of the company’s mix of IT projects
to determine whether they are aligned with the business strategy.

Ron Domanico, vice president and chief financial officer for Caraustar
Industries, says his firm adopted this “portfolio management” approach
to IT two years ago, when it formed an IT steering committee and 
centralized its back office functions. One consequence: the company
significantly streamlined the systems it was supporting internally, 
forcing all divisions to adopt “standard” applications even if they 
had a custom application with better functionality.

Gary Scholten, chief information officer at The Principal Financial
Group, says his firm employs this approach in three different areas:
projects, services, and applications. Project portfolio management is
targeted at doing just what its name implies: evaluating a company’s
full spectrum of IT projects. Service portfolio management consists 
of an ongoing review of the IT services provided by the company,
aimed at determining whether each service should be centralized or 
decentralized, whether it should be organized to offer tiers of service,
whether the company needs to invest more in that service, and, finally,
how costs should be distributed for centralized services. Application
portfolio management is the ongoing process through which The
Principal Financial Group reviews applications, or systems, across the
enterprise. The purpose is to evaluate them for redundancies and 
compliance with current architecture directions, as well as deciding
when to retire or redesign them.

Visa U.S.A.’s approach to portfolio management is designed to help the
company evaluate potential new IT investments, says Beth Masegian, 

senior vice president for financial planning and analysis. “We look at it
three ways—what must we do to stay in business, what could generate
an ROI, and what creates future options. In all cases, new investments
must be linked to our corporate strategy.”

While many companies take a portfolio approach to evaluating 
prospective IT investments—forcing projects across the enterprise to
compete against one another for funding, rather than allowing projects 
to be approved or rejected in isolation, depending upon their anticipated
return or value to the organization—it is not clear that many firms 
practice true portfolio management enterprise-wide for all IT activities,
including existing systems. “We are not fully there yet, and I don’t believe
many other companies are either,” says Bette Walker, chief information
officer at auto parts manufacturer Delphi Corp. “We are on that journey. But
l believe that most ‘portfolio management’ per se today simply involves IT
organizations prioritizing applications. To get to a true portfolio manage-
ment process, I believe we’ve got a way to go.”

That said, Walker adds that Delphi does a good job of practicing what
she calls functional portfolio management, which involves analyzing IT’s
activities within each functional division of the Delphi organization.
“We’ll use finance as an example,” Walker explains. “We have a task
team that connects the key leaders in finance at an enterprise, regional,
and divisional level. They come together on a monthly basis and make
key decisions about how they’re going to manage finance across the
enterprise. They also have a point of view about the IT portfolio. In
turn, we have someone in the information technology organization
whose purpose for living is to worry about how to support the 
finance organization and make sure the requests they’re receiving 
get entered and viewed by the key players within that enterprise-wide
finance organization.”

As more companies embrace portfolio management on a broad 
scale, they should be able to do a better job not only of steering 
new investment dollars into the IT projects that can deliver the 
most value for the business, but also in leveraging the full value of
existing systems.

Portfolio management
may help companies 
to allocate IT investment
dollars wisely—and to
leverage the full value 
of their existing systems.



Chapter 4: The Partnership Dimension— 
IT’s Relationship with Finance and the Rest 
of the Organization

Close collaboration between finance and IT groups, say executives, is at the heart
of business/IT alignment. By elevating IT matters to the executive and board levels,
reigning in rogue IT expenditures, and making a commitment to transparency in
spending and performance, companies recast the relationship between IT and finance
and align IT more closely with the business.

Whether the CIO reports to the CFO or not, IT and finance have compelling reasons
to interact at most organizations. The companies interviewed for this report 
uniformly reported that their finance and IT groups not only have good working
relationships—something that was not, some acknowledge, always true in the
past—but also know enough about each other’s worlds to work effectively
together. “We’re all driven by the same strategies and goals, which makes the
alignment very high,” says Visa U.S.A.’s Masegian.

Among the characteristics shared by companies with a strong IT-finance relationship
is an acknowledgement by the CIO of the importance of transparency and 
visibility of IT spending and performance. This, our interviewees suggest, also
helps in aligning IT and corporate strategy. “We want the people in finance to
understand what’s going on with IT, and we want IT to be completely front and
center with finance about their business, and we have that,” says Intel Corp.’s
Glaser. “The ability for us to have an open discussion with each other and to jointly
solve problems is really critical,” Intermountain Health Care’s Probst agrees. “We
spend a lot of money on information services. For us to continue to be successful,
we need the confidence of the organization, and the only way to earn that 
confidence is for the organization to understand how much we’re spending and
what we’re getting for that. The only way to do that is to maintain a high level of
transparency. Otherwise, IT is just this black box that’s sucking up money.”

One reason for the improving relationship between IT and finance may be the
introduction of processes and controls that have, for the companies in this interview
group at least, largely eliminated the problems associated with independent or
“shadow” IT spending by business units. At The Principal Financial Group, for
example, the company has implemented controls that require business units to
route all technology orders through a common sourcing process, which triggers
notification to the appropriate IT architects, CFOs, and CIOs. In addition, each
hardware purchase is routed through a common person in each business unit.

The IT-finance relationship also appears to have benefited from the greater attention
that top management and boards of directors are paying to technology issues in
general. At Blue Shield of California, for example, Kunz says her organization’s
board pays attention to IT “both at a strategic level and at a significant project
level.” Caraustar Industries’ board recently requested that IT be made a permanent
item on its agenda. Visa U.S.A.’s board routinely reviews its IT group’s five-year
spending plans. Much of the attention directed at IT by public company boards
over the past two years has been aimed at making sure those companies are in
compliance with the Sarbanes-Oxley Act, particularly Section 404. Nonetheless,
decisions like those by the Caraustar board to make IT a permanent agenda item
suggest that interest in technology issues is expanding at the highest levels of 
corporate governance.
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One characteristic of 
a strong IT-finance 
relationship is the CIO’s
acknowledgement 
of the importance of
transparency and visibility
of IT spending and 
performance.
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In order for IT to become
a true partner to the
business, corporate 
management must begin
to measure the value—
as well as the cost—of IT.

Chapter 5: From Here to There

Companies report that elevating IT’s role in business planning and strategy is a crucial
first step toward aligning IT with business objectives. Next, say executives, comes new
discipline and rigor in analyzing the business value of IT with new metrics and greater
visibility.  

The good news, then, is that because information technology is now mission critical
for most organizations, companies are realizing that they must devote greater
attention to it. CEOs and other top managers are giving it that attention, as are
some corporate boards. Many companies are striving to align their corporate and
IT strategies through a variety of measures: by making the chief information officer
an integral part of the executive management team, by working toward a portfolio
management approach to managing IT, and by seeking to provide the organization
with better visibility into IT spending and performance.

Yet challenges abound. While companies are doing a good job of measuring the
cost of IT, they are just beginning to make headway in measuring the value of
IT—that is, in calculating the return earned on their IT investments. Until they can
quantify and articulate this return, corporate managers and directors will contin-
ue to slip into the familiar routine of viewing IT as a cost center rather than a true
partner to the business. As long as that remains the case, technology’s power to
transform businesses—indeed, to endow them with a competitive advantage—
will not be fully harnessed.

Outsourcing IT:  Highly Visible Solution to Non-core IT Problems

While many companies attempt to control their IT spending in part by outsourcing some IT 
operations, most limit the practice to non-core processes. “There is nothing we outsource lock, 
stock and barrel,” says one senior finance executive, reflecting a common sentiment. “We only 
outsource things that we think are non-critical and routine, and that we can effectively manage 
on an outsourced basis.”

There are, of course, exceptions. Delphi Corp. outsources approximately 80 percent of its IT 
operations to various vendors, including Electronic Data Systems, a situation traceable to its 
corporate ancestry. Delphi is a former General Motors subsidiary that was spun off as a stand-alone
company in 1999, and General Motors has long used EDS to handle many of its information 
technology infrastructure needs. As recently as 1997, when it was part of the GM family, Delphi 
outsourced 100 percent of its IT work to EDS.

Hewlett-Packard Co. also outsources a large portion of its IT work, but not to an independent third
party. Instead, it outsources the work to a Hewlett-Packard division that provides similar IT services
for outside customers. “We are an outsourcing company,” explains Stephen Crinnion, finance director
with Hewlett-Packard. “We sell outsourcing of IT. So our position here has been to take our own IT
organization and actually put it into that part of the company that is providing that service for other
companies. We look at it as a chance to add real value, because we can learn from our own 
operation and pass that on to our customers.” Crinnion says the company began transitioning its 
IT operation to the current model about a year after completing its May 2002 merger with 
Compaq, and that the process is ongoing.



SEPTEMBER 2004                                                                                                                                                 © 2004 CFO PUBLISHING CORP.  

19

IT Business Risk Management: Closing the Execution
Gap Between IT Strategy and Tactical Implementation

The executives interviewed for this report reveal the extent to which corporate finance
chiefs are acknowledging the importance of aligning IT and corporate strategies
and bringing new discipline to measuring the value that IT contributes to the business.
But few executives can point to formal constructs that help them achieve these objectives—
especially in a comprehensively integrated manner. 

It’s one thing to understand what an IT organization needs to accomplish in order
to achieve alignment and deliver value to the business. It’s quite another to translate
that vision into action—especially in a manner that isn’t just effective and cost-
efficient, but also pragmatically sustainable over time.  

This is a crucial distinction for any chief financial officer.  Because exactly how
CFOs—in partnership with CIOs and the rest of the C-level suite—elect to
address the execution gap between IT strategy and the delivery of quantifiable
business value represents a CFO’s single most important IT-related challenge.

“What’s needed is a practical, yet strategic way to ensure technology is squarely
aligned with business objectives, that key business risks are minimized, and that
the visibility and transparency of IT spending and performance are improved,”
says Mark Lutchen, lead partner for PricewaterhouseCoopers’ IT Business Risk
Management practice and author of the book Managing IT as a Business: A Survival
Guide for CEOs.

But how should an organization go about developing and measuring the IT needed
to support current and future business goals?  Lutchen suggests that the short
answer is so obvious that even executives responsible for some of the largest IT
budgets in the world have been missing the point for years.  “Run IT like you do
any other business unit,” he says.  It’s a point that is resonating among the firm’s
global clients. 

But, of course, IT isn’t like any other business unit.  IT is financed by one group,
administered by another, and supports performance in operating divisions
spread out across the enterprise. Other groups weigh in as well, because IT also
affects other critical areas, such as corporate liability, security and privacy, 
governance, risk management, and regulatory compliance.

And that’s precisely the point.  Because IT typically represents one of the five
largest corporate expenditures today, it’s essential that executives ask—and get
explicit answers to—a number of critical IT-related business questions.  Here are
10 of the most important of these questions: 

1. How do I begin identifying what our real spend is on IT from a total cost
perspective as opposed to “point-in-time,” with a spotlight on both baseline
running spend as well as one-time initiatives? What methodology will reveal
not just the sanctioned but also the “shadow” components of our total IT
spend portfolio?  

2. How should I measure IT’s performance—and what metrics should I employ—
to assess IT’s overall value to the business?

3. How do I improve IT’s value by insulating it from the “start-stop” business
investment cycle and leverage the benefits of standardization?

PricewaterhouseCoopers’ Perspective



4. What role should the CIO play, where does the CIO belong in the organization,
and what IT-related roles and responsibilities should be borne by the CEO,
CFO, COO, and CISO?

5. How do I make sure that our IT strategy is aligned with the business strategy
and remains aligned as the business changes?

6. How do I improve IT’s relationships with the business units, and how do I
ensure a continuous flow of relevant IT management information?

7. How should IT be organized so that it drives profitability and improves the
overall effectiveness of the company’s spend on IT?

8. How can I support improvement in communications between IT and the
business units in language that all IT stakeholders can understand?

9. How do I sustain the benefits achieved without placing an undue burden
upon the IT organization and the business units?

10. How can I best engage a portfolio-driven approach to IT investment prioritization
and the transformation of IT spend from “old” to “new,” rather than limit the
portfolio approach merely to the capital project portion of our total IT-spend
portfolio?

IT Management Lens

PricewaterhouseCoopers’ Perspective20
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Managing IT-Related Business Risks: A Disciplined Approach

To answer these questions, PricewaterhouseCoopers helps executives analyze their organizations’ 
IT business risks through a comprehensive framework—our IT Management Lens™ (see diagram, 
previous page). This lens presents a structured approach to examining and evaluating the IT 
organization in order to identify gaps between current and desired levels of achievement, and then
determine the extent and root causes of exposure to IT-related business risks.  The lens framework, 
as shown here, consists of six critical IT business risk drivers and 14 embedded competencies that 
must be managed to align the value of IT with business objectives.

Answering these questions enables chief financial officers—and the organizations
that depend on their financial integrity and leadership—to succeed in shifting IT
from a cost center to a critical driver of corporate performance. 

For more information on PricewaterhouseCoopers’ Business Risk Management
services, please visit www.pwc.com/ITBRM or call +1 800-639-7576. 
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