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THE SEARCH FOR VALUE

Over the past few years, companies have made massive investments
in web infrastructure, enterprise computer systems, and software.
These investments have always been made with the intention of cre-
ating some type of business value, but the relationship between the
investment in information technology and the resulting value to the
business has sometimes become obscured. For example, although
the growth of distributed and web-centric computing has brought with
it many benefits, it has tended to break the simple relationship that
used to exist between the single-system workload and the business
process it supported. Now there are many different components of
the infrastructure that are shared among a large number of business
applications. Some of these applications are inward-facing and sup-
port only internal systems. Some are outward-facing and relate
directly to customers and suppliers. And still others represent a mix-
ture of the two. This makes it very difficult to quantify the investment
as it relates to a particular business process. The benefits sometimes
accrue directly to the organization, whereas at other times they
accrue indirectly via customers, partners and suppliers.

In the heady days of the economic and e-business boom of the past
few years, it was relatively easy for IT management to justify further
investments on the basis of meeting competitive challenges or even
just to gain a web presence. Now that the business climate has
turned less positive, hard questions are being asked about the real
value of IT investments. For these reasons, it is necessary to step
back and evaluate the actual business return on investment (ROI).
This is true for all enterprise software, but nowhere is this more the
case than for the software used to manage the infrastructure.

What Is the Value of Enterprise System Management?

The greater level of complexity involved in today's distributed and
web-based architectures has made it a challenge to achieve the reli-
ability, maintainability, and availability at levels that were typical of
traditional mainframe implementations. The promise of enterprise
system management has been that appropriate enterprise system
and network management tools can bring about real, measurable
business benefits by restoring these "-abilities" to higher levels. Past



IDC studies have provided unambiguous verification of the hypothe-
sis that businesses can show extremely favorable ROI from the use
of integrated enterprise management tools. The value of improved
application availability and the enhanced automation of the system
management process can create a payback of the investment in very
short order. But the key to verifying this ROl in a specific environment
requires asking detailed questions about the implementation costs
and the business value of using various management functions.

This paper describes the methodology one would use to perform
this analysis.

BACKGROUND

Three distinct, but closely related, technological forces have com-
bined with business imperatives to create a high level of complexity
in the IT infrastructure of today's enterprises: the rise of the distrib-
uted enterprise, the growth of the client/server computing model,
and impact of the World Wide Web.

The Rise of the Distributed Enterprise

Most people credit the development of the LANs, the invention of the
personal computer, and the commercialization of Unix with driving
the adoption of distributed systems architectures. But this revolution
could not have occurred at all unless it was reinforced by the suc-
cess it achieved in flattening the traditional business organization.
This shift altered the information access patterns of individuals
across the enterprise by increasing the need on the part of depart-
ments and project teams to gain access to traditionally centralized
information. It also encouraged previously independent and isolated
departments to share information and expertise. The growth of this
computing model then made it possible for senior executives to gain
tools to evaluate the results of independent business units in order
to streamline management and encourage the rapid resolution of
business problems.

The Complexity of the Client/Server Model

The client/server model that evolved unfortunately added a substan-
tial degree of complexity to an organization's IT environment. There
grew to be a large number of desktop PCs that, in themselves, were
very complex and hard to configure. The many network elements
such as switches, bridges, and routers that connect them added to
the confusion. In addition, there developed a variety of servers,
applications, and database management systems distributed
throughout the organization that further complicated the IT
environment.

Copyright © 2002 IDC. Reproduction without written permission is completely forbidden.

External Publication of IDC Information and Data — Any IDC information that is to be used in advertising, press releases, or promotional materials

requires prior written approval from the appropriate

IDC Vice President or Country Manager. A draft of the proposed document should accompany

any such request. IDC reserves the right to deny approval of external usage for any reason.

Return to Business Value: Gaining ROI
from Enterprise System Management

i

IDC

Printed on
recycled
materials

&



i

IDC

It was this new level of complexity that has caused distributed sys-
tems to exhibit availability, reliability, and maintainability (the "-abili-
ties") that were frequently inadequate and to demand expensive IT
support that tended to obscure the business value they created by
the distributed systems.

The Growth of the Worldwide Web

The rapid growth in e-business and Web applications has brought
increasing attention to the importance of high availability and good
end-user response time. Now, for the first time in most cases, the
end-user (who is increasingly a customer or buyer) is in direct con-
tact with the application —- meaning that poor response time can
lead directly to lost revenue if an end-user becomes "discouraged"
and abandons the site in favor of a competitor's.

In addition, Web-based technology adds even greater complexity to
applications. A business transaction may originate from an end-
user's client PC, traverse a local network to the public Internet, arrive
at a Web server, be transferred to an application server, create a
transaction on one or more host-based databases, and eventually
return a result back to the originating client via the Web. This archi-
tecture means increased infrastructure complexity and more places
where things can go wrong.

OUTLINING AN ROI METHODOLOGY

How Do You Do the Analysis?

When calculating the return on investment (ROI), it is usual to use
either the net present value (NPV) method or the payback period
method. The NPV method translates future value into today's dollars
for the five-year returns on an investment. Future costs and benefits
must be translated into today's dollars to gain an accurate picture of
the investment, since a dollar spent or earned tomorrow doesn't have
the same value as a dollar spent or earned today. One discounts each
future amount by an appropriate "discount figure" (such as the expect-
ed rate of inflation or an internal corporate financial metric) to obtain an
easily-comparable present value, representing today's dollars.

For our purposes, one first takes the initial, one-time costs of pur-
chasing the software, including licensing fees, setup, and integration.
Then one adds ongoing costs such as training, support, and annual
maintenance (usually around 15%) over the five-year period to calcu-
late the total investment over five years. These future values must be
discounted appropriately, as we shall see. The returns consist of the
annual cost savings or benefits over the same time period in man-
agement efficiency, management productivity, and application avail-
ability. However, rather than adding the annual costs or benefits to
arrive at a total figure, each future year's amount must be discounted
so that it is stated in today's dollars. This calculation yields the NPV.
(See Figure 1, Net Present Value.) By using present value, invest-
ments of different lengths and complexity can be directly compared
with one another.
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Figure 1: NPV — Net Present Value Shows Future Values Expressed
in Terms of Present Values
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The alternative, and one that is a little simpler and sufficiently
accurate for a short time period, is to calculate the payback period.
This is simply the period in months or years of savings that would
add up to the total implementation costs. In other words, how long
does it take to pay back the investment? If this time is less than a
few years (and past IDC research has typically found payback
periods as short as two months), then the complexity of using the
NPV method is not justified. (See Figure 2, Payback Period.)

Where Should One Focus the Study?

Although past IDC research has demonstrated that there is consid-
erable value in deploying a comprehensive, integrated system man-
agement solution, it is rare that a business that installs even a
comprehensive package will implement all system management
disciplines at once. Rather, IT management will typically concentrate
its efforts on gaining value from those key areas where it believes it
will find the most value.

In general, it is possible to focus on the following three areas of
potential value:

« Enhancement of automation — the business value from achiev-
ing greater IT productivity by automating management processes

* The value of availability — reducing the cost of the downtime
that prevents access to business applications by both internal
and external users

IDC
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Figure 2: Payback — Payback Period Method Shows Time Required
to Recoup Investment
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-« Managing by business system — the value gained from the use
of a business-process, rather than platform-specific, view of the
systems

IT PRODUCTIVITY — DOING MORE WITH LESS

When trying to estimate ROI, the first thing one generally considers
is the direct savings to the IT organization itself. Investments in
system and network management software will presumably have the
greatest effect on productivity and efficiency. The automation of
system management processes creates quantifiable value in many
ways. In particular, companies usually find that the increase in
efficiency of the support staff permits them to service the user base
with fewer additional hires and lower travel costs.

The enhanced productivity permits IT to perform routine operational
tasks, such as backup and restore, system setup and upgrades,
password administration, and the virus detection and purging
process with fewer people.

It is easiest to focus the examination of the management tools'
impact on productivity on the following three general areas:

»  System and software setup, configuration, and upgrades

* Responding to user issues, such as security violations and virus
attacks

* General IT operations (e.g., backup, restore, problem isolation
and resolution, and the re-issue of passwords)

IDC -5- Return to Business Value: Gaining ROI
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Productivity Gains in System and Software Deployment

The deployment of new systems and applications has become an
immensely more difficult task than it was prior to the development of
distributed computing. The factors that have aggravated the situation
include:

*  The "dis-integration" of both hardware and software products so
that the buyer becomes the integrator

* The greater complexity of today's multi-tiered applications
* The greater demand for user flexibility and choice

* The rapid rate of product and organizational change found in
most organizations today

The result is that some hardware upgrades are performed yearly (or
even more often), major software reengineering occurs every few
years, and system software changes (such as the switch from
Windows 98 to Windows XP) are a constant concern.

In most companies the greatest challenge is the maintenance of
internal users' desktops as the combination of hardware, operating
system, and application suite changes may result in a need for
frequent software updates. This is made all the more complicated by
the increased use of laptops that are only intermittently attached.

IT managers generally report that the use of automated tools creates
substantial savings in staff hours that are expended on such system
and software deployment.

In other environments, such as large ISPs, the challenge may be
in the setup, configuration and maintenance of a large number
of server "blades" running multiple instances of Windows 2000
or Linux.

Productivity Gains in Responding to User Problems

IDC research has found that issues surrounding user-reported
security problems and other security-related violations consumed a
substantial amount of support resources. User complaints about
viruses was another large time-consumer.

The use of a single sign-on tool can help with the management of
the multiple passwords that users are expected to remember, but
any formalized user-support and change management process can
help immensely in creating productivity gains for IT staff.

The ability to efficiently resolve problems of remote, off-site users
from a central location also creates massive savings in travel time
and expense.

Faster resolution of user problems has additional benefits that are
discussed later.

Return to Business Value: Gaining ROI -6-
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Operational Efficiency Gains in a Growth Environment

We have already discussed the improved management efficiency
that can be created by the deployment of enterprise management
solutions. In a growth environment, however, there is a further
benefit of management efficiency. An efficient, scalable IT staff will
require fewer new administrators as the business expands, resulting
in a reduction in future head count.

THE BIG KAHUNA: THE VALUE OF AVAILABILITY

Everyone understands that business losses occur due to system and
application downtime. These losses can be felt in many places
throughout the entire company. But they usually do not show up in
the IT budget, nor are improvements in that area typically credited to
IT's success. If the matter is dealt with at all it is done typically via a
service-level agreement (SLA) that usually ensures that IT is simply
punished if it fails to honor the agreement.

This makes it all the more necessary for IT management to commu-
nicate to corporate management the cost associated with downtime
and the potential savings to be achieved by reducing it. It is equally
important for IT management to be able to proactively manage in the
context of the service level agreements. Not only do managers need
to know which agreements are in danger of violation, but also which
outages actually affect the SLA, and which outages do not.

As the distributed, Web-centric computing model is deployed for
more and more new business initiatives and rolled out to new
classes of users, the business increasingly relies on this distributed
network and system infrastructure. However, these new systems
have proved difficult to sustain the levels of availability, reliability,
and maintainability that was, and is, typical of the mainframe.
The resultant downtime has its effect in the form of lost end-user
productivity and lost business revenues.

The Savings from End-User Availability

When users do not have access to business applications, they
are unable to perform their duties. The impact, of course, varies
according to the task in which they are engaged. Some users will
not be affected at all by downtime, other than experiencing a
minor inconvenience, while others may be unable to complete key
business-critical responsibilities. Point-of-service applications,
remote order entry or inventory tracking, time-sensitive production
environments, and anyone involved in collaborative work are all
examples of environments in which system and network down-time
simply stops work.

By minimizing downtime, companies can obviously reduce inefficien-
cies in the processes undertaken by networked employees, thus
improving end-user productivity and overall company competitiveness.

-7- Return to Business Value: Gaining ROI
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These internal costs are frequently ignored, as they are typically
considered "soft costs." But they are, nonetheless, real and may be
calculated using the very reasonable assumption that an employee's
fully loaded hourly cost (including benefits and overhead expenses)
are equal to their value to the company. If this cost is $100 an houir,
then the loss of that employee's services for one hour because of a
system problem costs the company $100.

The Savings from Reducing Lost Revenues

The loss of end-user productivity is only part of the story. Other
users inside the company and customers and partners outside the
company may be engaged in direct revenue-generating business
activities. In that case, downtime costs the company real money.
This might occur because of the inability of sales personnel
to access customer information or conduct transactions. This is
particularly true for financial institutions that engage in large-scale
transactions, but can also be a factor in such highly competitive
service industries as telecommunications and airlines.

Downtime can also reduce revenue over time if it impedes the
company's ability to respond quickly to customer problems; after all
customer now expect service availability 24 hours a day. If they can't
get their problems resolved quickly, they may go to the competition.
More subtly, downtime can affect a business simply by slowing down
processing procedures and delaying revenue recognition.

When evaluating the effect of downtime on revenue generation, it is
necessary to identify all these possible impacts and to estimate what
they might be. IDC's past research has found that this is typically the
largest single source of potential savings and can create rapid pay-
back in many cases.

THE VALUE OF A BUSINESS-PROCESS VIEW

A modern integrated system management application permits the
manager to perform enterprise management functions from the point
of view of a business process, rather than from a system, applica-
tion, or database perspective. By creating an environment that
manages in the context of a line-of-business process and creates a
common "piece of glass" across management disciplines, it
becomes possible for staff to manage the business rather than the
systems.

Unfortunately the benefits of this approach, while many, are fre-
quently difficult to quantify. They include such benefits as the ability
to manage for business success rather than IT success (what could
be termed Business Systems Management), the ability to proactively
manage service levels in a manner that relates to business metrics,
and the creation of cross-domain historical analysis to assist in
better forecasting and business-impact analysis.

Return to Business Value: Gaining ROI -8-—
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THE INTANGIBLES — RETURNING TO BUSINESS
VALUE

The IT operation has typically been in a more-or-less continuous
crisis for some time. Management has struggled to keep up with the
increasing demands on the part of the business process owners to
create new solutions to a range of problems, both internal to
the company and outside with customers and suppliers. It has also
struggled to maintain the required amount of processing power and
disk storage space while maintaining high availability.

At the same time, the problems with the IT infrastructure have
continued. Desktop administrators struggle to keep up with the
demands of Microsoft's continuous stream of releases. Workgroup
and departmental managers attempt to keep up with the demands
for increased disk storage and the exploding use of remote access
and collaboration tools.

But it is time for IT to proactively manage to business objectives
rather than constantly managing from crisis to crisis. The goal, in
other words, should be for IT to turn off the beeper. Perhaps IT
management can then create the breathing space to tackle the
strategic issues that link IT to the success of the business.

CONCLUSIONS

Modern distributed and Web-based environments make possible a
wide range of IT-based services that create substantial business
benefits for corporations. It is unfortunate that the cost of deploying
and maintaining these systems has obscured these benefits for
many companies. IDC believes that it is possible for IT management
to provide to business management unambiguous verification
that the use of enterprise system management tools can create
extremely favorable returns on investment.

By deploying such enterprise system management tools, the
valuable savings achieved through improvements in management
efficiency, availability, and productivity can cover the cost of
purchasing and deploying these tools in a very short time. Thereatter,
the corporation will see the business benefits from these systems
more clearly.

-9- Return to Business Value: Gaining ROI
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