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== How to successfully
(re)design the IT function
10 critical success factors~

Sjoerd Verhoeven

Miel Geleijns

Companies increasingly differentiate themselves from the
competition through the smart use of IT. Technology based
innovations of products and distribution channels have changed
the basic principles of doing business. At the front-end of their
business companies differentiate with web-shops, customer self
care and automated service fulfilment. At the back-end, companies
use IT to cut operational costs and reduce delivery times. IT has

become a vital strategic asset, used to out-smart competition.
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Many companies however ask themselves how the IT function should be organised to accom-
modate this changing environment. The growing number of post merger integrations, the
increasing importance of IT outsourcing and the existing dissatisfaction about current per-
formance of IT does not make the ‘struggle’ more easy. To respond to these challenges many
companies start initiatives to redesign their IT function. These initiatives, however, often dif-
ferin approach, lead time and success.

In this article a set of critical success factors is presented which should be taken into account
when (re)designing the IT function of a company. These critical success factors are findings
from the consulting practice of Nolan, Norton & Co. (NNC). Although highly diverse in nature,
they all differentiate between success and failure. Taking into consideration these ten items
will support and facilitate a successful transition.

Ten critical success factors

1. Set clear objectives for the IT function based on the business strategy

The unconditional first step in the design of the IT function is the determination of the compa-
ny’s business objectives for the next 3 — 5 years. The IT function should be organised to enable
and support these business objectives. Therefore, the objectives for the IT function should be
based on the company’s business objectives.

For example, one of our clients in the Banking sector formulated a business strategy in which
IT is not a driving factor for innovation. Consequently, the objectives for the IT function are
primarily focussed on robustness and efficiency. Therefore, the size and costs of the IT func-
tion are not allowed to be above market average

2. Agree design principles as a starting point for the definition of the IT function
After defining the objectives for the IT function, the basic principles for its design should be
agreed upon. There are three primary reasons why these design principles are necessary:

o theygive clearinsight in the driving factors for the design of the IT function;

¢ theystimulate understanding of the (possible) choices to be made;

o they result in a solid basis of jointly defined guidelines (business and IT) for the actual
design of the IT function.

The discussion on design principles forces one to consider possible design options. For exam-
ple: What should be our sourcing strategy for different domains (make or buy)? Do we need

a centralised or decentralised model for funding of IT? What should be the availability of IT
services (24x7 or 8x5)? (see Figure 10.1).
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Figure 10.1: Design
principles

3. Frequently check to what extent design principles and actual design remain
aligned

It is common practice that the things people do are not completely similar to the things people
planned to do. This also counts for the design of an IT function. Companies run the risk that
the choices made and the actual design differ from the original design principles. There are
various causes for this divergence: changing conceptions, politics, misunderstanding of con-
cepts, improved understanding of the current situation and so forth. It is therefore required to
frequently check to what extent the design principles and the actual design of the IT function
remain consistent. A regular check also helps to breakdown ‘resistence’ to change, as objectives
are regularly reconfirmed.

4. Use a holistic reference model for the definition of the IT organisation and related
roles and responsibilities

The new design of the IT function should obviously cover all IT related roles and responsibili-
ties, within the IT organisation as well as within the business. It is therefore helpful to use a
holistic reference model for the definition of these roles and responsibilities. Such a model also
ascertains completeness and gives clear guidelines for the division of roles and responsibilities
between business and IT. Next to this, a holistic model is usefull in the iterative translation of
the high-level/overall design of the IT function to more detailed actual job descriptions, proc-
ess responsibilities and Key Performance Indicators (KPIs).

5. Define the business-IT interaction in close cooperation with business representa-
tives

IT is not a stand-alone organisational unit within the company. A rational and well defined

business-IT interface is a precondition for the optimal use and alignment of IT within a com-

pany. We assume that this business-IT interaction should be jointly formulated by business

and IT representatives. The best way to do this is by using the IT processes as a guideline for

discussion (for example via the IT innovations process, see Figure 10.2).

150 How to successfully (re)design the IT function

www.nolannorton.com



WENE yoan, Norton & Co. © Copyright 2009 Nolan, Norton & Co.

IT Processes

tions — Figure 10.2: Business-
High i " IT interaction via IT
'gh Impac T ¢ Small innovations

enhancements processes

Incidents caused by
Changes
enhancements

IT

Quality
management

Incident / problem
reporting

levels —

Fast and effective day-to-day interactions between
business and IT increase responsiveness
The discussion can be initiated on the basis of simple process flows, covering business and
IT interactions and should result in a clear insight in the responsibilities of the business and
those of IT. Next to this, it clearly states the topics on which interaction between business and
IT takes place and the topics on which there is no interaction.

6. Explicitly match the design of the IT function with the size of the company

People in general have the tendency to copy winning strategies and approaches to new situa-
tions. This also applies for IT (re)design projects. We are of the opinion that one should handle
this with caution. There are factors which highly impact the way an IT function should be
organised: ‘size’ is one of them. Size of the company as well as size of the IT function plays a
significant role in the design of an IT function. A large company with several international
business units will organise its IT in a different way than a medium sized company. In particu-
lar the decoupling of ‘supply’ and ‘demand’ is more obvious for larger companies, whereas the
integration of these meta-roles is clearly more obvious for smaller companies.

7. Perform a profound analysis of the current situation regarding IT

We advise companies to perform a profound analysis of the current situation regarding IT. The
goal of such an analysis is to determine what the bottlenecks and strengths are and what the
expected transition effort is. Topics in such an analysis could be:

e Current IT governance and organisation (organisational structure, meeting structures and
platforms, performance indicators, etc)

e Current IT staff (job positions, number of employees, capabilities, experience, etc)

e Current level of business involvement (which roles are currently made explicit, are clear
business and IT interfaces present, are users involved, quality of user training, etc)

e Current application portfolio and architecture (business processes supported by IT, func-
tional quality of application portfolio, technical quality of application portfolio, etc)

e Current IT financials (current level of IT spending, on which activities and resources, does
business get value for money, etc)
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8. Maintain senior management involvement after strategic decision-making

Earlier in this article we already addressed the necessity of senior business and IT management
involvement. It is often seen that the involvement of senior management diminishes after the
phase of strategic decision-making. We are of the opinion that senior management involve-
ment should be maintained to guarantee that the practical/detailed elaboration and actual
implementation of the (new) design of the IT function is aligned with the original goals and
objectives. One of our clients in the airline business addressed this issue by putting the elabo-
ration and actual implementation on the agenda of the Executive Board.

9. Involve the Works Council in an early stage

A redesign of the IT function could have major consequences for the existing work force of a
company. In case of a restructuring, generally the Works Council plays an important role. It is
preferable to involve the Works Council in an early stage of the process. Early Works Council
involvement and approval often speeds up the design and transition process, which decreases
the leadtime needed. Next to this, early involvement of the Works Council often stimulates
acceptance among (key) personnel. Furthermore, the Works Council can play a role in the
validation of the design of the IT function and the concepts it is based upon. At one of our cli-
ents in the Financial Services sector the Works Council even acted as a sounding board to help
improve the ultimate result.

10. Define a growth path for organisational change and development

Once consensus is reached on the objectives and the design of the IT function, a solid imple-
mentation plan must be formulated. Companies should understand that organisational
change, especially within an IT environment, will not come overnight. To be succesfull in exe-
cution, the implementation plan has to be based on a growth path for organisational change
and development.

Conclusion

The ten above mentioned critical success factors for (re)design projects determine success and
failure. Taking into consideration these ten items will support and facilitate organisations
in realising a successful transition. In summary the lesson learned is that a very deliberate
approach is required, which starts with clear objectives, principles and use of the right frame-
works. Also senior management involvement from both business and IT side is considered
crucial. Consequently, the (re)definition and subsequent restructuring of the IT function will
not be a project on the side. It should be on top of the agenda.
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Afterword Chapter 10: HOW to SUCCGSSfUI’y
(re)design the IT function;
10 criticalsuccess factors coriginai 2008)

Miel Geleijns

Sjoerd Verhoeven

This chapter was based on the knowledge and experience we built up in our consulting prac-
tice over the last 20 years. In the chapter a set of critical success factors is presented which
should be taken into account when (re)designing the IT function of a company. Although
highly diverse in nature, they all differentiate between success and failure.

One year after writing this article, it can be concluded that still many companies are
putting a lot of energy in (re)designing their IT function to get optimal value from the use of
IT. Often mergers and/or acquisitions, ineffective delivery of IT services or cost-cutting policies
are the drivers behind (re)design. So, it is safe to conclude that at least the motives for writing
this article are still valid today.

Although we think that these critical success factors (CSF) are still valid, we want to elab-
orate on the first CSF we listed: set clear objectives for the IT function based on the business
strategy. In our practice we find that alignment with business strategy is often interpreted
as a purpose in itself, rather than one of the means to achieve the success of the company.
Obviously, business strategy is important, but we see that in some cases IT organisations have
a too strong focus on what managers want, based on current value drivers instead of what is
good for the company in the longer term. Some considerations are listed below.

The last 20 years ‘alignment’ was one of the magic charms amongst CIOs, IT consultants,
professors and publicists. We are of the opinion that alignment indeed is important. However
in some cases ‘excessive alignment’ occurs. This is when the IT function has a too strong focus
on fulfilling present business needs, and is neglecting the delivery of effective and efficient
IT-solutions as a goal in itself. Organisations that suffer from this one sided focus, have highly
fragmented, customised and tailored IT solutions, like multiple billing systems or multiple
manufacturing platforms.

In the old days companies delivered simple products, that remained the same for years and
years, before being replaced by a new model or next generation. Nowadays, strategy is highly

volatile. An ‘airline’ company today can be a ‘travel partner’ tomorrow. Business models change
faster and more often. But most of the time it is not possible for the IT architecture to adapt
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to these frequently changing ‘flux’ strategies. This is why companies have to set up a sustain-
able IT strategy and IT architecture which are capable of facilitating multiple and frequently
changing business models and business strategies.

Business managers do not always know the capabilities of IT. Neither do they always
have an in-depth insight in the latest technological developments and resulting (business)
opportunities. Consequently, the true benefits of IT are not always identified based on explicit
business requirements. Worse, business managers regularly have the opinion that they them-
selves know best what IT-solutions should be bought, ignoring standards and latest possible
features. The IT function should therefore give the business a ‘technology push’. Only in this
manner companies are able to exploit IT in such a way that it leads to new strategies, products,
services and partnerships.

And last, the trend towards more commoditized IT (desktops, laptops, certain application
services) also leads to a situation in which alignment with business strategy is less relevant.
These commoditized parts of IT no longer depend on a specific business strategy.

Setting IT objectives based on business strategy remains a key success factor, but the argu-
ment here is that there is more to consider to be truly competitive. Organisations that are able
to balance ‘business pull’ with ‘technology push’ will undoubtedly be most effective.
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