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INTRODUCTION AND OBJECTIVE
According to Smithson & Hirschheim (1998), due to pressures to
implement costs reduction and improve the quality of products and
customer services, the organizations have been facing the need to revise
their processes and to transform their business models. Therefore,
information technology (IT) has assumed an important role within the
organizations, in terms of creating the conditions to the viability of
these requisites so that the organization can strive to and maintain its
competitiveness. Thus, it has been observed that the organizations make
high investments in IT, and these investments have been increasing
mainly due to the Internet.

The present study aims to discuss aspects related to the evaluation
methodologies that are critical for evaluation success. Many researchers
(for example,  Symons, 1991; Farbey et al, 1993; Walsham, 1993;
Willcocks and Margetts, 1994; Serafeimidis, 1997;  Smithson &
Hirscheim, 1998; Ross & Beath, 2002; Irani & Love, 2002;) have
discussed that a successful evaluation requires a detailed analysis of the
organizational situation.

The evaluation context (Figure 1) of a new IT application includes the
characteristics of the organizational context, of the IT management and
the parties involved (stakeholders), because it is fundamental to take
into account the affected parties and to understand their roles during the
evaluation.

This article reviews the literature referring to the aspects involved in
the process of investment evaluation and tries to analyze similar aspects
in practice, through the analysis of a case study where a significant
investment in IT is observed. The last section discusses theory and
practice, in an attempt to enrich the understanding of IT evaluation (and
its methodologies) as an organizational practice.

THEORETICAL FRAMEWORK

Organizational Context
The first aspect to be analyzed is the organizational context. Laurindo
et al. (2003) relates Information Technology to the strategy and
operation of the company’s business based on two works: McFarlan’s
(1984) strategic grid and the information intensity matrix proposed by
Porter & Millar (1985).

McFarlan (1984) mentions that the strategic grid allows to analyze the
impact of current and future IT applications on the company’s business.
The grid is divided into four quadrants, each one representing a situation
to the organization: Factory, Support, Turnaround and Strategic.

Different authors has used the Strategic Grid to classify IT role in the
organizations and  associate different practices of evaluation and
selection of IT applications according with this classification, like Jiang
& Klein (1999).

When the issue of alignment between business and IT is discussed, the
Model proposed by Henderson & Venkatraman (1993) is useful. This
Model attempts to structure the issue of Business and IT alignment
taking into account internal factors (company’s administrative struc-
ture) and external factors (the market and the company’s decisions
regarding how to operate in this market).

According to the authors mentioned above, alignment is based on four
important factors: Business strategy, IT Strategy, Business infrastruc-
ture and IT Infrastructure

IT Management
According to Ventrakaman (2002), the IT area has always been seen as
a cost center and not as a unit that generates income. Nowadays,
executives are facing the need to promote a change in thought, as they
need to demonstrate the value of IT for the business.

 Venkatraman (1998) mentions the need to develop a logic to recognize
IT rules as part of business operations, not only  an operational tool.

In this context, Venkatraman (1998) suggests the concept of Value
Center, which is composed of four independent centers – each one
represents different ways of extracting value from IT resources.

The Cost and Service Centers attempt to minimize the risk focusing on
the current businesses, and the Investment and Profit Centers focus on
maximizing the opportunities made viable by IT resources. The Value
Center tries to balance the business’ current operational requisites with
the requirement to create a business model in the future.

Venkatraman (1998) highlights the third component of the Value
Center:  the Investment Center. This has become important nowadays
because, unlike the two first centers, the Investment Center has a future
orientation. One of the points highlighted by the author is how much
to invest.

The Investment Center involves allocations based on a strategic
redirection and innovations in the business. Venkatraman (1998b)

Figure 1. Dimensions Involved in the Context of IT Evaluation

 

 

 

 
 

 
 

 
EVALUATION CONTEXT  

 
Organizational 

Context 
 

IT 
Management 

Methodology 

(tools)   

 
Stakeholders 

EVALUATION CONTEXT

701 E. Chocolate Avenue, Suite 200, Hershey PA 17033, USA
Tel: 717/533-8845; Fax 717/533-8661; URL-http://www.idea-group.com

ITP5151

IDEA GROUP PUBLISHING

This paper appears in Managing Modern Organizations Through Information Technology, Proceedings of the 2005 Information
Resources Management Association International Conference, edited by Mehdi Khosrow-Pour. Copyright 2005, Idea Group Inc.



Managing Modern Organizations With Information Technology   149

Copyright © 2005, Idea Group Inc. Copying or distributing in print or electronic forms without written permission of Idea Group Inc. is prohibited.

mentions that the Investment Center will benefit the adoption of a
method such as Real Options, as opposed to the traditional Cash flow,
which focuses on the Service and Cost Centers. Venkatraman (1998)
states in his article that one of the key dimensions for a Value Center
profile to the organizations would be the performance metrics. Within
the component Investment Center, what should be taken into account
is the Efficacy of the Investment Portfolio, based on financial and
qualitative criteria.

Evaluation Methodology
According to Smithson & Hirscheim (1998), IT evaluation research has
advanced with new approaches and techniques that have been emerging
in the literature, together with the continuous development of tradi-
tional approaches. The authors also state that advances in research on
new methods and changes in the organizational context generate the
need for a critical look at the theory and practice of IT investment
evaluation.

Critics of the traditional financial evaluation methods (like Pay-back,
Internal Return Rate; Net Present Value) argue that this method does not
allow managers to make important strategic decisions (Hayes & Garvin,
1982) .

Although there is a series of models, what can be observed is that they
are complementary and are proposed according to the evolution of new
technological trends.

In this context, it becomes important to analyze Evaluation models that
oppose the traditional methods, allowing establishing a link between
businesses and IT investments. Among them, it is important to highlight
the Options method.

The options theory is a theoretical model generally used in the financial
area with the objective of pricing an option in the derivatives market.
Option is a right, not the duty, to take an action in the future (Amram
and Kulatilaka, 1999),. Options have value when there are uncertainties.
The Theory of Real Options is characterized by the introduction of
simplified and robust mathematical models that allow the use of the
theory in varied themes and in different industry segments, always with
the aim of valuing assets, including projects and projects portfolios, or
even an entire company (Copeland et al, 2000; Bielossi, 1996).

Yeo & Qui (2003) give some (illustrative) examples of IT investments
and the related options. Firms generally invest in two types of technol-
ogy options: growth (strategic) options and flexibility options.

According to Luehrman (1998), the Options approach allows the
incorporation of the uncertainties inherent in the business and help the
executives think strategically, capturing the “value” of a project.

Thus, in this paper, the Strategic Grid (McFarlan, 1984) allows to
understand the strategic role of IT in the organization, while the
Strategic Alignment Model is used to analyze how IT and business
strategies were managed in a coherent process.  Venkatraman (1998) was
the base for studying IT management approach in the case. Finally, the
different evaluation models (like Luherman, 1998) were the basis for the
investigation and analysis of the company evaluating process.

CASE STUDY AND RESULTS
The problem of the present study was investigated  thorugh a Qualitative
Research approach and the method used was Case Study (Yin, 1991;
Claver et al., 2000).

The case selection criteria were: the existence of an expressive IT
projects based on the Internet and the presence of a formal process for
selecting IT projects.

Interviews were carried out with at least three professionals from the
company (CIO, project managers and executives from the business
area), based on the established script. However, during the interviews,
we tried to obtain, through the conversation, more subsidies for the
qualitative analysis of the case.

Case Background: Company X
The studied case is as a commercial bank that is part of a diversified group
and that have been obtaining important results in their operation
segments: Asset Management, Insurance, Pension Funds, Capitaliza-
tion. The company has 800 employees and 300 offices.

The IT area became independent of the Bank in 2002. Nowadays, it
provides services for the bank, other companies of the group and for the
market. The IT organization has today 78 employees, and is divided into
three areas: Infrastructure, Projects specification and approval, and
Development.

One of the main investments in IT in the last years has been the Internet.
These investments in the Internet started in 1997 and a special group
was appointed to work in this project. The main objectives were the
development of infrastructure focusing on the electronic commerce
market, ASPs and the creation of the corporate portal. The bank’s
Corporate Portal begun its operations in 1999 and since then has been
significantly improved.

The organization’s current focus is on products development (securities
management, treasury system, applications for the insurance area)
having the WEB as basis.

The decision regarding IT investments of the studied organization is part
of the general budget process of the Holding. The IT projects are
submitted to an executive committee composed of the Director of the
Operations area, CIO, Project manager and CFO.

The real value of the process adopted by the organization lies in requiring
that the executives detail how the project will add value to the business.
According to the manager of corporate information systems, approxi-
mately one third of the projects is eliminated because their sponsors
cannot or do not want to defend them.

Understanding the IT Evaluation Methodology of Company X
Analyzing the role of IT in the studied organization, it is possible to
verify that the IT applications are critical for the existing operations,
and planned IS uses are critical for future success, which allows to classify
the organization in the strategic quadrant in the strategic grid (McFarlan,
1984). It can be also observed the prominent position of CIO in the
organization’s hierarchy, where the CIO reports to the  group’s Director
of Operations. It is also possible to observe that the IT investments are
directed to achieve the organizational goals, searching for innovations
in products and services.

The adherence of the model proposed by Henderson & Venkatraman
(1993) to the practice can be verified in this case study. The model
introduces the concept of alignment as a set of relationships between
strategies and structures. Analyzing company X, it is possible to state
that a movement in this direction is observed, through the interviews
that were carried out and due to the fact that the company considers the
form of management by processes a critical factor for the successful
adoption of new technologies. As mentioned during the interviews, the
initiatives of investments were taken mainly by the IT area. The CIO
strengthens the importance of managing the IT area taking into account
internal factors (company’s administrative structure) and external
factors (the market and the company’s decisions regarding how to
operate in this market). Comparing with the model of Value Center
proposed by Venkatraman (1998), it is possible to see that the company
created a concept of Profit Center, that is, it started focusing on the
market, providing products and services for other banks and also for
customers from other segments. Currently, this unit is also dealing with
international projects.

Still regarding the Value Center model, the approach referring to the
Service Center can also be associated with the management system of
the company in focus. According to the Model, the block of the Service
Center aims to use the IT applications to create business capacities to
support the business strategy.

It is worth highlighting that this commercial view of the IT area provides
an advantage for IT management, affecting directly the process of
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evaluation of the investments made. What can be observed is that
company X was able to incorporate important elements into IT
management, as listed below:

• A more commercial relationship with internal customers
• Contribution to the solution of the business challenges
• Measurable contribution to the business’ value chain
• Provision of Services x Delivery of Products

These elements, incorporated into the company’s IT management,
allowed a better definition of the criteria established for the decision-
making process and a structured decision-making process.

Company X has a structured process for choosing technology projects,
including the gathering of information about the project – such as cash
flow, return on investment, interfaces, questions regarding adequacy to
infrastructure, and information architecture on the part of business and
IT professionals. The company uses the system to attribute a score to
each project, based on benefits and costs.

The main decision criteria pointed by the Projects Manager (e-business)
to investments in projects, mainly to WEB projects, are:

• Flexibility and low cost in the implementation of branches;
• Reduction in back-office;
• Re-utilization of workflow in the creation of new businesses;
• Technological question – new technologies.

Company X adopts PMO (Project Management Office). The company’s
CIO explains that PMO is a general secretary in the service of the
shareholders. He even controls the activation of a data communication
link, and knows whether the projects are within deadlines, scopes and
costs.

Analyzing the organization, it is possible to verify that the theme
Evaluation is being perceived as the mechanism to identify IT contri-
bution to the business. Consequently, business values related to vision
and strategic goals are the main drivers in the conceptualization of IT
evaluation. The evaluation criteria and the measure mechanisms were
developed along this line. The interviews revealed a significant effort
to introduce intangible and strategic considerations. The consideration
of intangible benefits, as well as the risk elements associated with project
delivery and benefits delivery, are the most innovative ideas introduced
in the evaluation culture of company X.

CONCLUSIONS
This article discusses, through a case study, the influence to which the
evaluation methodologies are subjected. The available methods origi-
nated from functional/technical and/or economic/financial paradigms.
Their limitations are related to the limited importance given to the
understanding of the total context of the organization, to IT manage-
ment and to the stakeholders.

Due to the characteristics of the studied company, it is verified that the
choice of criteria is based on the context of the organization and it is
its management form that makes the company adopt an analysis carried
out after the implementation of its projects. It is worth mentioning that
viewing the IT area as a Value Center provides an advantage in its
management, affecting directly the process of evaluation of the invest-
ments that were made.

The case study strengthens the idea supported by many researchers: a
successful evaluation requires a detailed analysis of the organizational
situation, because the company in question reveals success data (in terms
of productivity increase) in relation to the implemented IT projects.
The evaluation success may be linked with the fact that the methodology
is integrated into the organization, the processes and the IT manage-
ment. In this context, the study indicates the organization’s compat-
ibility with the Model of Strategic Alignment proposed by Venkatraman
(1993).

The discussion of evaluation methods is a broad theme that involves other
dimensions. This shows that evaluation methodology needs to be incor-

porated into other practices (financial investment evaluation, informa-
tion systems planning, projects management, systems development).

The adaptation of tools and techniques to the evaluation environment,
aspects concerning the organization and IT management become
fundamental elements to be considered to successfully develop and
implement IT evaluation practices.

As regards the adoption of new methodologies, such as the Method of
Options, what was observed in this case was that the stakeholders’
private power seemed to be the main reason for not adopting new
methodologies. The findings of a case study cannot be generalized, but
the gap between theory and practice can be recognized and the expla-
nation given is intuitively plausible. The local analysis of the stakehold-
ers is, therefore, an important point in the success of the integration of
an IT evaluation methodology.

Finally, in order to obtain an improvement in the evaluation of
investments in IT applications, it is necessary to gain knowledge and
insight in different aspects. It is important to have a clear view of the
relevance of the evaluation criteria, of the circumstances in which these
criteria are used and how they are inserted in the evaluation process. The
analyzed case indicates that the content of the adopted evaluation is
directly related to the context and to the evaluation process present in
the organization.
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Characteristics Company X 
 

Role of IT – Based on  
McFarlan’s Model (1984) 
 

Strategic – IT plays a role that affects current and future situation. 
Analyzing the role of IT for organization X, it is verified if the applications of 
IT are critical for the existing operations, and if the planned utilization are 
critical for the future success, what allows to classify the organization it in the 
Strategical quadrant, in the St rategical Grid (McFarlan, 1984).  
It can be observed the prominent position of CIO in the organization’s 
hierarchy, where the CIO reports to the group’s Director of Operations. 
 

Alignment between IT and 
Business – Model proposed by 
Henderson & Venkatraman 
(1993) 
 
 
 
 
 
 

Scenario of alignment, integration business-IT and Processes  
 
It is necessary to emphasize the importance of the definit ion of the 
business-oriented processes on the part of the studied organization, 
which redesigned its process business, exploring the relat ion 
between IT and Business Process. 
 

IT Management (Venkatraman, 
1998)  
 
 
 
 
 

Indicates adherence to the theory, presenting characteristics of Value Center  
According to the Venkatraman’s the model of Center of Value, can be 
observed that the company created a concept of Center of Profits, or either, it  
started to also have a focus for the market, supplying products and services 
other banks and customers of other segments.  

Evaluation Processes/Applied 
Methods 
 
 
 
 
 

Formalized process / Elaboration of Business Plan for some projects – 
analysis after the implementation of the projects. 
Decision criteria 
Flexib ility and low cost in the implementation of branches; 
Reduction in back-office; 
Re-utilization of workflow in the creation of new businesses; 
Technological question – new technologies 
Net Present Value 
Tools/Methodologies 

The company does not employ methods based on the literature rev iew – it 
uses a mult i-criteria method defined internally and does not have a risk 
evaluation model 

Decision level/actors involved in 
the decision-making processes 
 

Decisions are made by an Executive Committee – the CIO has a strong and 
important role in the decision-making process 
 
 
 
 
 
 
 

 
YEO, K.T AND QIU, FASHENG The value of management flexibility–

–a real option approach to investment evaluation International
Journal of Project Management -Volume 21, Issue 4 , Pages 243-
250- May 2003.

YIN, R. Case study research: design and methods. Newbury Park. Sage
Pub, 1991.

Summary: Main Points Analyzed in the Case Study According Theoretical Framework

Table 1. Summary of the Case Study Analysis

 

 

 
Organiza tio nal  

C o ntex t 
 

 

IT 
Management 

 

Methodology 

(tools)   

 

 

 
St ak eh old er s  

 

 

 
Org aniza tio nal  

Co ntex t 
 



 

 

0 more pages are available in the full version of this document, which may be

purchased using the "Add to Cart" button on the publisher's webpage:

www.igi-global.com/proceeding-paper/analysis-dimensions-involved-

evaluation/32561

Related Content

Automatic Pattern Proposition in Transformation Life Cycle
Mahsa Sadat Panahandehand Bahman Zamani (2017). International Journal of Information Technologies

and Systems Approach (pp. 1-16).

www.irma-international.org/article/automatic-pattern-proposition-in-transformation-life-cycle/178220

Fog Caching and a Trace-Based Analysis of its Offload Effect
Marat Zhanikeev (2017). International Journal of Information Technologies and Systems Approach (pp. 50-

68).

www.irma-international.org/article/fog-caching-and-a-trace-based-analysis-of-its-offload-effect/178223

Massive Digital Libraries (MDLs)
Andrew Philip Weiss (2018). Encyclopedia of Information Science and Technology, Fourth Edition (pp.

5226-5236).

www.irma-international.org/chapter/massive-digital-libraries-mdls/184227

Essential Technologies and Methodologies for Mobile/Handheld App Development
Wen-Chen Hu, Naima Kaabouchand Hung-Jen Yang (2015). Encyclopedia of Information Science and

Technology, Third Edition (pp. 5667-5678).

www.irma-international.org/chapter/essential-technologies-and-methodologies-for-mobilehandheld-app-

development/113022

Exploration on the Operation Status and Optimization Strategy of Networked Teaching of

Physical Education Curriculum Based on AI Algorithm
Yujia Wang (2023). International Journal of Information Technologies and Systems Approach (pp. 1-15).

www.irma-international.org/article/exploration-on-the-operation-status-and-optimization-strategy-of-networked-teaching-

of-physical-education-curriculum-based-on-ai-algorithm/316892

http://www.igi-global.com/proceeding-paper/analysis-dimensions-involved-evaluation/32561
http://www.igi-global.com/proceeding-paper/analysis-dimensions-involved-evaluation/32561
http://www.irma-international.org/article/automatic-pattern-proposition-in-transformation-life-cycle/178220
http://www.irma-international.org/article/fog-caching-and-a-trace-based-analysis-of-its-offload-effect/178223
http://www.irma-international.org/chapter/massive-digital-libraries-mdls/184227
http://www.irma-international.org/chapter/essential-technologies-and-methodologies-for-mobilehandheld-app-development/113022
http://www.irma-international.org/chapter/essential-technologies-and-methodologies-for-mobilehandheld-app-development/113022
http://www.irma-international.org/article/exploration-on-the-operation-status-and-optimization-strategy-of-networked-teaching-of-physical-education-curriculum-based-on-ai-algorithm/316892
http://www.irma-international.org/article/exploration-on-the-operation-status-and-optimization-strategy-of-networked-teaching-of-physical-education-curriculum-based-on-ai-algorithm/316892

