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[SPECIAL REPORT]

I LIKE

Evolving from a cost center, IT is taking on the character, rigor and
practices of a business within a business. It won't be easy, but for
ClOsit's a matter of survival. By sTEPHANIE OVERBY
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busi-ness

n. The buying and selling of goods and services, especially on a large scale.

You can’t throw a rock in technology circles these days without hitting some
soul sounding off about the importance of running IT like a business.

But what does it mean to “run IT like a business”? It sounds logical. It sounds
beneficial. And for many, it sounds like just another in the long line of ill-defined
catchphrases that the I'T community latches onto to no avail.

But this one is different. It’s not a flavor of the month; it'’s a mutual mandate
from the CEO, the CFO and the CIO. This one will turn IT from a credibility-
damaged cost center into the aligned business partner it needs to be—and
always should have been. But only if IT leaders understand what it really
requires.

In this special report, we explain what it means to run IT like a business, and
analyze how CIOs are doing it. We’ll draw insight from a new in-depth C/0
survey of more than 100 organizations selected for the study because of their
exceptional IT reputations. For these CIOs, running IT like a business is the
defining principle for IT functions reborn in the post-Internet-bubble reces-
sion. We learn why they’re doing it, why it’s so difficult and why it’s worth the
effort. We identify the most prevalent practices and determine which deliver
the greatest ROI. Among these are internal IT marketing, which turns out to
be the secret success factor for running IT like a business. We cap off the report

with an up-close examination of how one exemplar (financial services com-
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pany USAA) reinvented IT
as a business within the

business.

To explain the concept, it’s important to
clear up some misconceptions.

1.1t's not all about finance. “It'sabout insti-
tutingcommon business practicesinI'T,” says
Robert Urwiler, vice president and CIO of
software company Macromedia. “It’s more
about corporate governance and responsi-
bility than itis about sending out invoices to
your customers.”

2. It doesn’t necessarily mean incorporat-
ing the IT department. Though some organi-
zationsoperatea profitandlossIT subsidiary,
most don’t. And they don’t need to. The IT
departmentisalready positionedtoactlikea
business within a business. The only major
difference betweenIT and atypical business
isthat instead of revenue going in and profit
comingout, IT receivesfundingand delivers
value, says Meta Group Executive Vice Pres-
ident Howard Rubin.

3. It’s not just another IT quality initiative.
Thisgoes way beyond a Capability Maturity
Model-level rating or Six Sigma status. “CIOs
are figuring out it’s not so much how IT is
done that really makes the difference,” says
Michael Gerrard, vice president and chief of
research for IT management at Gartner. “It’s
additional competencies like product devel-
opmentand managementand financial capa-
bilities that make the difference.” Not to
mentionIT operations, supplierand human
resources management, customer focus,
marketing and governance.

It’s about institutionalizing all these busi-
ness functions and processes in a manner
compatiblewith thelarger corporate culture.

Andit'sabouttime.

AN OBLIGATION, NOT A CHOICE
Yearsofbeing viewed asoverheadand runas
a cost center—exacerbated by technology
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hype and unfulfilled expectations—have
pummeled IT’s reputation. “If we behave as
a cost center, we won't get the most benefit
fromIT,and we certainly won'tearn credibil-
ity,” says Doug F. Busch, CIO of Intel.

The sheer size of technology budgets
demandsmore prudentmanagement. “If you
look athowmuchmoney I'T spendshere, we're
theequivalentofa billion-dollar business. We

At Intel, CIO Doug Busch spent
four years crafting a business focus
for IT, starting with customer
account management.

have the obligation to run IT like a business,”
says Busch.

It’s not just the magnitude of the budget,
but the influence that IT has throughout
today’s enterprise thatdemandsanew way of
operating. CEOsand boardsofdirectors have
takennoteof their dependence onIT,and they
willnolongertolerate I'T operating by itsown
setofrules,asamysteriousblack box withno
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apparent business discipline or accountabil-
ity.

And CEOs are increasingly wise to the
alternativesattheirdisposalshould IT fail to
measure up. “If your IT department can’t do
this internally, the business is going to say,
‘We might as well outsource,” and you'll be
forced through the keyhole,” says Joe Got-
tron, executive vice presidentand CIO of The
Huntington National Bank. “One way or
another, IT willbeabusiness.”

NUMBER-ONE BARRIER: TIME

Once people grasp its meaning, running IT
like a business might not sound so difficult.
In fact, if youlook at the individual practices
(see Pages 60-61) that survey respondents
employ, theredoesn’tappear tobe much new
under the sun: sound project management
methodologies, regular strategic planning
meetings, customer satisfaction surveys,
financial audits—the list goes on. But mas-
teringa handful of practiceswon't cutit. CIOs
must put multiple processes in place, each
buttressing another, and manage themin a
rigorousand repeatable manner.

This is new territory for IT, which is why
it'ssohard. “Businesses measure themselves
on financial numbers, on customer satisfac-
tion,” says Rubin. “If you look at the history
of IT, for years, there wasn’t process man-
agementinplace, there weren’t quality meas-
urements or product measurements. Huge
pieces were missing. For CIOs, ithasbeen like
trying torunabusiness before the invention
of bookkeeping.”

Thus, it takes time—buckets of it—to
reconfigure IT as a business. That is the
number-one barrier to success, say survey
respondents. At Intel, Busch first focused on
establishing good customer account man-
agement. Then came the costaccounting dis-
cipline. Then measuring the business value
of IT deliverables. Now he’s focused on opti-
mizing those practices. It’s been four years
and counting.
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1. Lack of IT credibility: 58%
2. Operational ineffectiveness: 55%

3. Overwhelming backlog and demand
for IT services: 53%

4. Inconsistent IT quality: 50%
5. Mandate from the C10: 45%

(Respondents were allowed to select multiple answers.)

1. Closer alignment with the business: 82%

2. Increased IT credibility with the
business: 77%

3. Improved customer service/loyalty: 64%
4. T quality improvements: 55%

5. Increased IT staff productivity: 54%

6. Expense reduction: 47%

7. Better ability to make IT staffing and
outsourcing decisions: 46%

8. Transparency of costs and benefits
of IT: 43%

(Based on selections of 103 respondents to CIO's survey.)

It's an unnatural evolution for most
departments, says Mark Popolano, CIO of
financial services giant AIG, where he has
been playing Darwin for the past six years.
“What we ended up doing was a series of
changes: standardization, setting up a proj-
ect management office, portfolio manage-
ment, financialreporting. Anditdidn’treally
start to take hold until about two years into
the process,” he says.

The protracted effort can take its toll on

theIT leader. “You're not looking at a three-
year legacy with this kind of model,”
Popolanosays. “You're looking at how you'll
be running 10 yearsoutorbeyond,and alot
of people don’t have the staying power for
that.”

DISARM THE RESISTERS
Besidesthe hurdleof time, cultural resistance
isanother challenge CIOs should anticipate.
At 7-Eleven, CIO Keith Morrow was sur-
prisedat thedifficulty ofintroducing the con-
ceptand processesboth withinIT and among
theusercommunity. Now three yearsintothis
effort, he realizes that unlike a function such
as marketing, a change in how IT operates
could affect the nature of people’s daily work
across every area of a company. Department
heads, who once had their own distinct ways
of working with the IT group, now have to
comply with standardized IT business
processes. Forexample, every IT projectnow
hastohaveabusinesscase withclearROIand
tangiblebenefits,evenIT infrastructure proj-
ects. “This loss of control can be threatening
anddifficultforthoseinvolved,” says Morrow.
Morrow has learned that the best way to
counter this reaction is through setting
expectations. “Wetrytobevery clearand up-
front about the goals, roles and the level of
commitment we need to be successful,” he
says. “You have to have a multilevel commu-
nications plan that reaches all affected con-
stituents.” It's crucial to maintain respect for
the dignity and importance of every person
impacted by change, Morrow adds.
ITstaffcanhaveaneventoughertimethan
internal customersadjusting tothenewbusi-
nesslike processes. The primaryreasonisthat
notmany ITworkers have been exposed tothe
kindsofgovernance thatother business func-
tionsoperateunder. IT managersat 7-Eleven
had a particularly hard time with the new
realities of budgeting. “If you run IT like a
business, then the budget process must be
whatitisinany good company,” Morrow says.



“Peopledidn’trealize that thereare very hard
decisions that you have to make. You have to
break contracts. You have to make gut-
wrenching businessdecisions to cut staff.”

Morrow overcame the fiscal inertia
through performance accountability. IT
employees are compensated based on cus-
tomer satisfaction targets, financial perform-
ance, knowledge and team development,and
their ability to meet deadlines, budget goals
and quality metrics.

AVOID A CULTURE CLASH
Some well-intentioned CIOs may develop IT
“business models” that are out of sync with
the larger corporate culture, which can lead
to entrenched resistance and resentment.
Atmos Energy CIO Les Duncan saw that
happenwhen he wasdirector of information
services at British Petroleum. Each BP busi-
ness unit had an IT department run as a
profit center. They all had their own internal
salesand marketing professionalsand com-
peted with each other for BP’s IT business.
Noother corporate function haditsownsales
team focused onmaking money,and internal
customers didn’t like having to pay IT costs
that ultimately led to IT profits. “You must
have the functions ofabusiness, but you have
tobe careful not to look or act too differently
thanany other department,” Duncan says.
At Atmos, Duncan mirrorsthelargerbusi-
ness by measuring I'T success the same way
other functionsdo—with formalinternal cus-
tomer satisfaction surveys. Other depart-
mentsdon’thave theirown HR and financial
functions, soneither doesIT.

Read More on IT as a Business

Continue the learning curve online. We have an
indexed list of articles—the IT as a Business
Reading List—for each of the seven major
practice areas critical to running IT like a busi-
ness. It's all in one place: www.cio.com/ritlab.

clo.com
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MOST
COMMON
BARRIERS

1. Lack of resources and time

2. Lack of business skills within
the IT department

3. IT staff resistance
4. End user resistance

5. Lack of corporate backing/commitment

(Respondents were asked to rank their answers.)

CIO RESEARCH

MOST
COMMON
PERFORMANCE
METRICS

1. Internal customer satisfaction scores: 73%
2. Performance reviews: 69%
3. Industry benchmarks: 55%

4. Performance against service-level
agreements: 51%

5. Formal department financial audits: 27%

(Based on selections of 103 respondents to CIO's survey.)

EXPOSURE CUTS BOTH WAYS

Lastly on the subject of hurdles and draw-
backs, there’stheunease that canaccompany
visibility. While greater transparency of tech-
nology costsisagoal of running IT likea busi-
ness, theother edge of that blade exposesIT’s
shortcomings for all the world to see. “The
wholeideabehind runningIT likeabusiness
istoopen the kimono,” says Rubin.

But many CIOsarereticentabout reveal-
ingall. “Your flaws are exposed. The oppor-
tunityis there to fail miserably and be very
visible,” says Macromedia’s Urwiler. “But
just like when you're running a business,

you have to find a way to explain things that
don’'t goright. Ifa company has a problem,
ona quarterly basis they have an opportu-
nity to talk to shareholders about what
happened. And we can do the same thing.”

Urwilerrevealshisdepartment’s perform-
ancetothecompany’sIT governancecommit-
tee, wartsand all. “Every single month we tell
themhowwe’redoingagainstbudget,against
cost-cuttinginitiatives, with strategic projects
and systems availability,” says Urwiler. The
newsisn’talwaysgood, butasimpleexplana-
tioncangoalongway. “Youdon'tjustsend out
rawdata, there’sacolor commentary thatgoes
alongwithit. Andintheend, youfind, thebusi-
nessappreciates being told the truth.”

At floor manufacturer Mannington Mills,
Corporate Vice President of IT Jim Sloane
reports back to the business on IT perform-
anceevery fourweeks. “It’'salittle scary in the
beginning, admitting your flaws,” he says.
“ButThavefound thatITfolkswork harderon
fixing their flaws when they are visible to oth-
ers.” Infact, Sloane hasnoticed that major sys-
tem breakdowns have decreased since IT
beganreporting onits performance.

STRIVE FOR FINANCIAL METRICS
Mannington Mills’ reduced system down-
time may bea good indicator of basic compe-
tency—a prerequisite for any viable IT
business. But there are other ways to meas-
uresuccesswhenrunning IT likeabusiness.
Themostoften used metrics, according toour
survey, are internal customer satisfaction
scores, I'T leader performance reviews and
executive committee reviews, industry
benchmarksand performanceagainstinter-
nal service-level agreements.
ButforITtobeseenasatrue,crediblebusi-
ness, performance metrics need to measure
business value in dollars and cents. “Ask
most CIOs if they have performance meas-
urements in place, and they’ll often pull out
anotebook filled with percentages of uptime.
Butthey don’thave any measurements for IT

business value,” says Mark Lutchen, senior
vice president at PricewaterhouseCoopers,
and author of Managing IT as a Business.

At Intel, Busch has made measuring the
dollar value of IT a top priority. The IT
department launched its own business
value program with a goal of delivering
$100 million in new value for Intel. The
rulesare strict: Busch won’t countanything
that saves money only for the IT group. To
be included in the value tally, initiatives
must be new, not extensions of old pro-
grams. And the total return that can be
accrued from any one system is capped at
$20 million. Busch measures the payoff
with post-implementation audits—the
same tool used by 74 percent of our survey
respondents. But he doesn’t stop at imple-
mentation; he continues to calculate the
value accrued over time. The Intel finance
organization validates the numbers at
the end of the year. The total—$184 million
by 2003’s reckoning—represents the busi-
ness capability IT is delivering to the inter-
nal customer.

Along with a value measurement pro-
gram, CIOs need acommunication program
to get the good word out. “Having the
absolute best value measurementsis mean-
ingless if you don’t have a communication
program,” says Lutchen. “You can build a
stellar I'T organization and still have it be
viewed asa failure.” For details on how CIOs
aremarketing their business contributions,
see “The Secret Weapon: Internal Market-
ing,” Page 58.

REAP REWARDS
What's great about all this effort is that it

truly pays off. When a sampling of the -

survey respondents were asked to rate the
success

of their IT business makeovers, 66 percent
gave themselvesa sevenorhigheronascale
of1t010. And the most often-cited benefits
match the goals that led CIOs to make the
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7-Eleven CIO Keith Morrow based

IT staff compensation in part on

internal customer satisfaction and
financial performance.

attemptin the first place—better alignment
with the business and increased IT credi-
bility. Other benefits CIO have realized
include greater customer service and loy-
alty, 1T
quality improvements, increased staff pro-
ductivity, cost and value transparency, and
better staffing and outsourcing decision-
making.

—

Stronger alignment is palpable at Man-
nington Mills. “There’s no longer the need
for constant realignment of priorities. The
IT stafftruly getsit,” Sloane says. “All the IT
managers are watching their budgets
closely and are not requesting expenditures
without first explaining the benefits to the
business. The entire staffunderstands that
we exist to service the needs of the other
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departments in our organization. They are
our customers.”

CIOs no longer need to panic when they
are called on the carpet to defend IT spend-
ing. According to Busch, “If someone is con-
cerned abouthow muchisbeing spentonIT,
we cansay, ‘Here’sthe website that shows our
unit-cost strategy, what you're paying for IT,
a history of our cost reduction, and what
we’re planning todonext year.”

The full visibility of IT costand valuealso
helps the business make fair comparisons
when considering outside providers. Gart-
ner’s Gerrard pointsout thatoutsourcing the
help desk might seem like a no-brainer,
unless someonerealizes that theinternal help
desk organization also does asset manage-
ment and tracking. “A whole chunk of serv-
ice may be done behind the scenes,” says
Gerrard, “butthe general descriptionis ‘help
desk.’Sowhen the costiscompared tothe out-
side entity, it's unfavorable.” Within the first
week of an outsourcer taking over, it will
become painfully apparent what tasks the
external provider is not doing that the inter-
nal organization used to handle.

Although it may take more time to make
overadeficient IT department in the image
ofabusiness, the results will beall the more
dramatic. Five yearsago, Northeastern Uni-
versity’sIT groupwas “behind in every cat-
egory you could think of—value to the
customer, reliable technology, budget justi-
fications,” says CIO Bob Weir, who has spent
the past five years trying to run his univer-
sity IT like his former employer IBM ranits
business. “We’re prioritizing resources to

The entire IT staff understands

that we exist to service the needs of the other
departments in our organization. They are

our customers.
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Out of Business?

Paul Strassmann warns that ClOs who overemphasize running IT like
abusiness could be at greater risk of technology failure

“ClOs are missing the boat if they think running IT like a business will solve
all their problems,” says Paul Strassmann, a 42-year veteran of corporate

and government IT and author of The Squandered Computer. R s
L
That's not to say that Strassmann doesn’t believe in the benefits of _./'
running IT like a business. After all, he did just that at Xerox, where he ran y
Strassmann

the company’s information services function as an operating division from
1971 through 1994. When he was appointed to an external task force by the U.S. secretary

of defense in 1991 to evaluate the Department of Defense’s IT organization, Strassmann
recommended recasting the Defense Information Services Agency as a business.

Issuing P&L statements, benchmarking unit costs and offering incentives for meeting
performance goals, says Strassmann, can be critical steps in achieving IT efficiency. And
that's what ClIOs must do if they plan to compete with external services providers. However,
he cautions, “you can be efficient—but what happens if you're doing all the wrong things
efficiently? That can happen very easily.”

An obsession with running IT like a business could distract ClOs from technical operations,
to their peril, Strassmann says. ClOs must focus on technical operations and “keep their nose
to the grindstone. All the [business discipline] in the world won't go far if the executive floor
doesn't get their paychecks [because of an IT mistake] or if the e-mail system goes down.”
Success depends on maintaining a balance between the technical and the strategic.

Inthe end, it's likely ClIOs will continue to struggle, whether or not they run IT like a
business, Strassmann concludes. ClO turnover was just as bad last year as it was in 1995,
according to his research, and he doesn’t think businesslike IT will do much to increase CIO
tenure. “The life expectancy of a ClO is still about 30 months. Everyone is struggling, without
exception. The turmoil has not changed,” says Strassmann. “Sometimes the changes you

make in the IT organization will work. And sometimes they won'’t. There is no magic.” -S.0.

getthebiggestbang for thebuckinarepeat- | Today,service-level metricsare up,anecdo-

able and measurable way,” Weir explains. | tally customer satisfaction has increased
(Weir is instituting a formal survey this
year), and Weir won enough credibility to
beabletodouble hisbudgetand increase his
headcount by 50 percent within his first
three yearsat the university.

It was no picnic for Huntington HEKk’s
Gottron either. “It was tough. At times I was
ready to throw open the window,” he reflects.
“But I'm glad I went through it.” That hard





