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SIMPLY EXPLAINED

|. What is Business and IT
Alignment?

BUSINESS IT ALIGNMENT




Business strategy influences IT strategy

Business
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IT is unavoidable cost



IT opportunities influence business strategy

Business
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Business-IT alighnment
(HENDERSON & VENKATRAMAN |

Mission, objectives and plans

Two-way alignment

Closely related to ‘COBIT” alighnment
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e A state

“Business-IT alignment leads
to competitive advantages
for the company”

Formal

A formally established process
seeking the alignment state

* A process

A (continuous) journey,
not necessarily ending in a
stable end state

Informal

Supposedly achieved without
explicit process
(but e.g. through governance)
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There is business-IT alignment when...........

(LUFTMARN]

(¢ J

C )

There is mature and integrated communication between the business and IT

IT demonstrates value to the business
There is proper governance of IT
There is a partnership between the business and IT

IT is able to provide flexible and customizable systems, supporting the business

IT skills are at a higher level
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Summarizing...

Business-IT

alignment

The proper governance of the IT function
in accordance with the requirements of the business
and the proper use of IT capabilities
in the business

B UCLouvain s
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Summarizing...
‘ A STATE:
the state of proper governance
A PROCESS:

exert proper governance \
I

Includes strategy, projects, operations

FORMAL:
A governance issue

The proper governance of the IT function
in accordance with the requirements of the business
and the proper use of IT capabilities
in the business

.,

~ TWO-DIRECTIONAL:
Business governs IT (Business = IT)
Integrate IT capabilities in business (IT = Business)
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“Proper”?...

“Does businem&h\’nt lead to

. better orgapg performance?”
...outcomes are positive

for the organization.

...outcomes are positive
for the organization.
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“Proper”?...

We adopt this
definition

...according to (predefined)
best practices

The governance of the IT function
in accordance with the requirements of the business
and the use of IT capabilities
‘n the business

...according to (predefined)
best practices

No assurance of
better performance

Empirical studies can reveal benefits UCLouvain



ll. Business-IT alignment models




The Strategic Alignment Model (SAM

Henderson & Venkatraman (1993)
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Strategic Alignment Model (Venkatraman ea)
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External domains

Internal domains

Alienment Model aligns four domains

BUSINESS STRATEGY

ORGANIZATIONAL IT-
INFRASTRUCTURE INFRASTRUCTURE

Business domains

CLouvain



Strategic fit between external and internal domains
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Functional integration: business and IT domains
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The SAM has four alignment perspectives

Strategy execution

BUSINESS STRATEGY

ORGANIZATIONAL IT-
INFRASTRUCTURE INFRASTRUCTURE

Competitive potential

BUSINESS STRATEGY IT STRATEGY

ORGANIZATIONAL
INFRASTRUCTURE

Technology transformation

BUSINESS STRATEGY IT STRATEGY

IT-
INFRASTRUCTURE

Service level

IT STRATEGY

ORGANIZATIONAL IT-

INFRASTRUCTURE INFRASTRUCTURE
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Strategy execution: the traditional approach

Strategy execution Technology transformation

BUSINESS STRATEGY BUSINESS STRATEGY IT STRATEGY

ORGANIZATIONAL IT-
INFRASTRUCTURE INFRASTRUCTURE

- ~ Well-defined business strategy
Competitive potentic Business strategy determines organizational
infrastructure

and then drives development of IT infrastructure
IT manager implements strategy

Common in traditional businesses
Classic view on strategic management
IT is a cost of business operations
Little or no IT strategy

¥ UCLouvain



Technology transformation: technological leadership

Strategy execution Technology transformation

BUSINESS STRATEGY IT STRATEGY

IT-
INFRASTRUCTURE

Starts from business strategy
Competitive potential Business strategy drives IT strategy
IT infrastructure follows from IT strategy
Top management develops vision on technology
IT managers develop information architecture

Business envisioning technological leadership

¥ UCLouvain



Competitive potential: leverage opportunities

Use opportunities, offered by information technology
Strategy execution Start from IT strategy

Determine influence on business strategy

(adjust business strategy to new IT opportunities)
Derive organizational infrastructure from business strategy
Top management has visionary role

(how IT trends shape the business strategy)
IT manager is catalyst

|dentifies and evaluates new trends

Assists senior management in development of vision

. . Businesses leveraging technology to gain competitive
Competitive p°te"t'a|advanfa S

WOT VTV T Yor

BUSINESS STRATEGY IT STRATEGY
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Service level: excellent operational IT services

Strategy execution  create excellent IT service delivery

IT strategy is starting point
RO ES LRI Determine IT infrastructure supporting the
business

“What do users want?”

Top management sets priorities

IT manager is the true leader
(setting up services portfolio)

~ Businesses with focus on service

Competitive potential Service level

ORGANIZATIONAL IT-
INFRASTRUCTURE INFRASTRUCTURE

¥ UCLouvain



The alignment perspective depends on the organization

Strategy execution Technology transformation

BUSINESS STRATEGY

IT STRATEGY

Which approach

is best?

Competitive potential . Service level

susness s NO “best approach”

Approach differs from one organization to another
Find out which is best

¥ UCLouvain



Only a single mode of functional integration

Strategy execution Technology transformation

BUSINESS STRATEGY BUSINESS STRATEGY IT STRATEGY

Operational

ORGANIZATIONAL e
INFRASTRUCTURE INFRASTRUCTURE

Considers
. _ only strategic business-IT alignment
eIyl IS HUOVR A TN or only operational business-IT alignment

BUSINESS STRATEGY RATEGY IT STRATEGY

Operational

ORGANIZATIONAL ORGANIZATIONAL IT-
INFRASTRUCTURE INFRASTRUCTURE INFRASTRUCTURE
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The SAM highlights business-IT alignment issues

1. IT should consider external factors (the “business”) for alignment

2. How business-IT alighment is achieved depends on the organization
(requires a broad vision on the role of IT)

3. Roles and responsibilities of business and IT managers are very diverse:
visionaries, leaders, executive managers

4. Evaluating IT is diverse:
(1) as a cost center (cost efficiency)
(2) as a service center (services quality)
(3) as a profit center (sense of IT market)
(4) as an investment center (how IT competencies are enhanced)
UCLouvain



The strategic impact grid: what determines IT strategy?

2005
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[ Use IT defensively or aggressively j

F. Warren McFarlan

[ Your IT strategy depends on the kind of organization you are }
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Support mode: IT is not very important

Don 't waste money

Defensive Offensive
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NEED FOR INNOVATION

IT is “standard” function
IT is rather unimportant
Minor cost in business operations
Technological “follower”
Standard IT solutions (“vertically integrated”)
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Factory mode: reliable standard systems
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IT is very important

More aggressive use of IT does not yield
competitive advantage

Core business supported by on-line systems

Focus on reliable and stable IT
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Strategic mode: IT is very important

Stend what it takes (but monitor)

Defensive Offensive

FACTORY MODE
SUPPORT MODE TURNAROUND MODE

NEED FOR INNOVATION

STRATEGIC MODE

Retail bank

NEED FOR RELIABILITY
SSo7

Juepoduwi

IT is of strategic importance
Critical on-line systems, 100% uptime
Innovation is critical

renew systems at fast pace
acquire or maintain competitive advantage

Managing IT is a challenge

Il UCLouvain



Turnaround mode: usually temporary focus on IT

Defensive Offensive
o
2o
FACTORY MODE STRATEGIC MODE I~ g_
Q)
=S E-government }

NEED FOR RELIABILITY

SUPPORT MODE TURNAROUND MODE

NEED FOR INNOVATION

No need for particularly reliable systems

However: strong need to innovate

Cost savings through innovation

...often temporary situation on the way
to “Support” mode

Il UCLouvain
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Strategic influences business — IT

Business strategy Strategic alignment

Strategic business decjsions
(sales channels, custo ice
operating_ models,

Business strat agic ali; IT strategy
| N\

influence business strategy
etworks, business intelligence,
gl intelligence)

‘iness str Strategic alignment IT strategy
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Strategic business focus points

Treacy & Wiersema Porter
Product o
Leadership S Total Cost

g Market Leadership R
D
=
]
£
0
()]
2 Niche Cost Differentiation
g Market Focus Focus
0

Operational Customer

Excellence Intimacy Cost Differentiation

Strategic strength (competitive advantage)

(Strategic) focus points

Operational focus J

—

Product focus J

a

Customer focus 1 ] UCLouvain




Strategic business focus points |_ Financial focus |

* Business o |IT

* Focus on low cost, high return * Implements strict cost management

e Strict cost management e Strict rules for IT funding

* Dominated by purchasing and  Relation IT funding — requirements
financial control management

* Small, standardized product * Closely monitored purchasing and
offering supplier management

RYANAIR CT7- /ACTION oA
I UCLouvain
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Strategic business focus points Operational focus

* Business o |IT
* Operational efficiency, governance, * |T used to automate business
compliance processes to maximum extent

e Efficient and automated production (large-scale transaction processing)

facilities (large volumes)  |T is efficient

* R&D focused on process  Reliable, high-performance systems
improvements and services

* Efficient distribution channels * Stable and efficient basic

infrastructure

Access to extensive capital
* |IT operations is primary focus

Dominated by
production/manufacturing e Continuous improvement of IT
processes, services and systems

* Active contribution to operational
D business process improvement

/['\
gﬁ — Lo D * Sufficient capital available
TOYOTA B UCLouvain

PHILIPS
y ]

ﬁ
3/

amazon



Strategic business focus points Product focus
* Business o |T

* High-value products * |T is flexible and agile
(e.g. supporting product diversity,

* Continuous innovation, aimed at granular pricing)

differentiation
* |IT supports creative processes

* Emphasis on product development (product development, prototyping),

* Rapid follow-up of product implementing communication and
generations collaboration tools

* Flexible manufacturing/services * |T delivers non-standard services
delivery * IT actively contributes to business

* Qutsourcing products and services

* Extensive marketing and branding * IT supports marketing

e (e.g. business intelligence)

Vi @ IT outsourcing
< NVIDIA (V\? 82 ZARA 7

Ferrari B UCLouvain
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Strategic business focus points Customer focus

* Business o IT
 Excellent customer service * CRM
e Customer intimacy * Support customer side of supply

* Understanding customer needs chain (delivery, after-sales)

* Actively support customer
purchasing improvement initiatives
* Dominated by customer-oriented (e.g. web, mobile)
departments
(sales, customer service)

* Flexible needs fulfilment

* Actively support post-sales
improvement initiatives
 Agile sales and after-sales

processes
* Staff empowered to serve
customer
P ©
CARGLASS k7))
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Strategic attitude towards IT
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Strategic attitude towards IT: four quadrants
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Strategic attitude towards IT: four quadrants

OPERATIONAL DEPENDENCE ON IT

High

Low

ITIS

UNAVOIDABLE COST ESSENTIAL

ITIS

Low

ITIS

High
BUSINESS VALUE OF IT

Cost-efficient IT
Standard IT systems
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Strategic attitude towards IT: Unavoidable cost

Low

Low

=

Z

o
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i High

= IT 1S
o ESSENTIAL
L
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High

BUSINESS VALUE OF IT

Important but standard
Reliable systems
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Strategic attitude towards IT: Valuable extra

High
ITIS ITIS
UNAVOIDABLE COST ESSENTIAL

ITIS
UNIMPORTANT

Low

OPERATIONAL DEPENDENCE ON IT

Low High

BUSINESS VALUE OF IT

Moderate, innovative IT development
Cost-efficient
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Strategic attitude towards IT: Essential

High
ITIS
UNAVOIDABLE COST

ITIS ITIS
UNIMPORTANT VALUABLE EXTRA

OPERATIONAL DEPENDENCE ON IT

Low

Low High
BUSINESS VALUE OF IT

Extensive IT development effort
IT governance

Il UCLouvain



Strategic attitude towards IT: evolution patterns

High

Erosion of competitive
advantage

VALUABLE EXTRA

Low

OPERATIONAL DEPENDENCE ON IT

Low High
BUSINESS VALUE OF IT
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Strategic attitude towards IT: evolution patterns

High

SaW023( | |

UNIMPORTANT VALUABLE EXTRA

9|qisuadsipul

Low

OPERATIONAL DEPENDENCE ON IT

Low High
BUSINESS VALUE OF IT
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Srsegetann I1l.1l. Tactical Business-IT alignment

Enterprise Enterprise
Strategy Architecture



Alignment though enterprise architecture

Business ] _ IT
. Enterprise architecture .
projects/programs projects/programs

Create common architecture business — IT

Make use of:
* Enterprise modeling languages (e.g. ArchiMate) INFORMATION SYSTEM
* Enterprise architecture methodologies (e.g. TOGAF)
Business processes
Articulate links between business and IT B
 Support business processes by applications ‘ Applications
* Data structures
Common basis for implementation infrastructure

business processes and IT
* Ensure IT supports business processes

I UCLouvain



Operating model and enterprise architecture

Chosen enterprise operating model influences architecture

Hig

JEANNE W.R0SS
PETER WEILL

DAVID C. ROBERTSON

Low

BUSINESS PROCESS INTEGRATION

Low High

. BUSINESS PROCESS STANDARDIZATION
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Four operating models

High
Coordination Unification

Diversification Replication

Low High
BUSINESS PROCESS STANDARDIZATION

BUSINESS PROCESS INTEGRATION

Low

I UCLouvain




Four operating models: Diversification

High

Diversification

Low

BUSINESS PROCESS INTEGRATION

High
BUSINESS PROCESS STANDARDIZATION

A A
D D
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Four operating models: Replication

® -

Carrefour

(Y

Replication

Low

BUSINESS PROCESS INTEGRATION

High
BUSINESS PROCESS STANDARDIZATION

Low
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Four operating models: Coordination

High

Coordination

-
KBC
A

INSURANCE Low

BUSINESS PROCESS INTEGRATION

High
BUSINESS PROCESS STANDARDIZATION

Low
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Four operating models: Unification

As if single entity

Centralized management

Central business process design
Central business data management

High
Unification

BUSINESS PROCESS INTEGRATION

Low

High
BUSINESS PROCESS STANDARDIZATION

I UCLouvain




Four stages of architecture maturity

Stages of growing business-IT alighment Rt
through enterprise architecture T

DAVID C. ROBERTSON

BUSINESS SILOS STANDARDIZED TECHNOLOGY OPTIMIZED CORE BUSINESS MODULARITY

 Applications

A A A A A A
D D D D D
I I I

How far you can evolve }

D

depends on operating model

I UCLouvain



Four stages of architecture maturity

BUSINESS SILOS = 1 AnDAR DULARITY
A A A
D D D
| | |
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Four stages of architecture maturity

SUSINESS S1L0S STANDARDIZED TECHNOLOGY P TIVIZED CORE BUSINESS MODULARITY

A A A
D D D
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Four stages of architecture maturity

SUSINESS S1LOS STANDARDIZED TECHNOLOGY  OPTIMIZED CORE BUSINESS MODULARITY

CLouvain



Four stages of architecture maturity

BUS-E ——
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I11.11l. Operational Business-IT
alignment




Alignment trough services management

. . Service delivery .
Business operations IT operations

Provide IT services the business needs

Services delivery management Thcea%glr(\)féce
* Services provision process

e Requirements management ~
* Service catalog
» Service request fulfilment

* Services delivery management

* Demand and capacity management
* Service level management

I UCLouvain
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