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Foreword to the 2nd Edition

The BPM Handbook brings the thought leaders around the globe together to present
the comprehensive body of knowledge in Business Process Management (BPM).
The first edition summarized the work of more than 100 of the world’s leading
experts in the field in 50 chapters and two volumes. Following the structure of
BPM’s six well-established core elements—strategic alignment, governance,
methods, information systems, people, and culture—the BPM Handbook provides
a comprehensive view of the management of processes using an enterprise-wide
scope. After more than 5,000 hard copies sold and more than 60,000 single chapters
downloaded, we are overwhelmed by and grateful for the positive reception of this
book by BPM professionals and academics. Today, the BPM handbook ranges
among the top 25 % most downloaded eBooks in the Springer eBook Collection.

Since the first edition was published in 2010, BPM has further developed and
matured. New technologies provide new process design options. For example,
in-memory databases afford new opportunities in the form of real-time and
context-aware process execution, monitoring, and mining, and social media plays
a vital role in embedding business processes in corporate and wider communities.
At the same time, new challenges, such as increased demand in process innovation,
process analytics, and process agility, have emerged. These and other organiza-
tional developments have expanded the status and the possibilities of BPM and
motivated us to conduct a detailed review, update, and extension of the BPM
Handbook, the second edition.

The structure of this second edition still centers on the six core elements of BPM
while incorporating new topics and providing substantial revisions in the areas of
theoretical foundations of BPM, practical applications to real-life scenarios, and a
number of updates in order to reflect the most current progress in the field.

The new chapters address recent developments, such as in-memory technology
and social media, as well as cases that show how BPM can be applied to master the
contemporary challenges of process innovation, agility, and sustainability. We
learned from our readers that introductory chapters to the six core elements of
BPM are useful, as are advanced chapters that build on rigorous BPM research.

vii



viii Foreword to the 2nd Edition

Therefore, we added a number of chapters to provide such introductions to the work
on process frameworks, process simulation, process value, process culture, and
process technologies. In the process, we welcomed a number of BPM experts to our
team of authors, including Anna Sidorova, Jerry Luftman, and Hasso Plattner and
their respected co-authors.

Some parts of the Handbook remain untouched, such as the contributions from
Michael Hammer and Geary A. Rummler, who both passed away in 2008. Their
thoughts remain and will always be inspirational for the BPM community.

We are grateful to the many people who worked enthusiastically on making the
second edition of the BPM Handbook possible. In particular, we thank Christian
Sonnenberg, from the Institute of Information Systems of the University of Liech-
tenstein, who brought order and discipline to the first edition and who has again
been instrumental in the editorial process of the second edition. His strong com-
mitment to this Handbook has been a critical factor in its success. We also thank
Christian Rauscher from Springer for his strong support of this second edition and
all of the authors for the significant time and effort they invested in writing and
revising their chapters.

We trust that this consolidated work will find a wide audience and that this
updated and extended edition will further contribute to shaping the BPM field as a
management discipline.

May 2014 Jan vom Brocke
Vaduz, Liechtenstein/Brisbane, Australia Michael Rosemann



Foreword to the 1st Edition

Business Process Management (BPM) has emerged as a comprehensive consolida-
tion of disciplines sharing the belief that a process-centered approach leads to
substantial improvements in both performance and compliance of a system. Apart
from productivity gains, BPM has the power to innovate and continuously
transform businesses and entire cross-organizational value chains. The paradigm
of “process thinking” is by no means an invention of the last two decades but had
already been postulated by early economists such as Adam Smith or engineers such
as Frederick Taylor.

A wide uptake of the process paradigm began at an early stage in the
manufacturing sector, either as a central principle in planning approaches such as
MRP 1II or as a factory layout principle. Yet, it took an amazingly long period of
time before the service industries actually recognized the significance of processes
as an important organizational variable. The ever increasing pressure in the ultimate
journey for corporate excellence and innovation went along with the conception of
a “process” as a unit of analysis and increasingly appeared in various disciplines.

As part of quality management, the critical role of process quality led to a
plethora of process analysis techniques that culminated in the rigorous set of Six
Sigma methods. In the information technology discipline, the process became an
integral part of Enterprise Architectures and conceptual modeling frameworks.
Processes became a “first class citizen” in process-aware software solutions and,
in particular, in dedicated BPM-systems, formerly known as workflow management
systems. Reference models such as ITIL or SCOR postulated the idea of best
(process) practices, and the accounting discipline started to consider processes as
a controlling object (Activity-Based Costing). Universities are now slowly starting
to build Business Process Management courses into their curricula, while positions
such as business process analysts or chief process officers are increasingly
appearing in organizational charts.

However, while the role of processes has been widely recognized, an
all-encompassing discipline promoting the importance of process and providing
integrated BPM methodologies has been lacking for a long time. This may be a

ix



X Foreword to the 1st Edition

major reason why process thinking is still not as common as cost awareness,
employee focus, or ethical considerations.

BPM is now proposed as the spanning discipline that largely integrates and
completes what previous disciplines have achieved. As such, it consolidates how to
best manage the (re-)design of individual business processes and how to develop a
foundational Business Process Management capability in organizations catering for
a variety of purposes and contexts.

The high demand for BPM has encouraged a number of authors to contribute and
capture different facets in the form of textbooks. Despite a substantial list of
references, the BPM community is still short of a publication that provides a
consolidated understanding of the true scope and contents of a comprehensively
defined Business Process Management.

It has been our motivation to fill the gap for a point of reference that reflects the
holistic nature of BPM without compromising the detail. In order to structure this
Handbook, we defined BPM as consisting of six core factors, i.e., Strategic Align-
ment, Governance, Methods, Information Systems, People, and Culture. These six
factors had been derived as part of a multiyear global research study on the essential
factors of BPM maturity.

We now present a Handbook that covers these six factors in two volumes
comprising more than 1,500 pages from over 100 authors including the world’s
leading experts in the field. Different approaches of BPM are presented reflecting
the diversity of the field. At the same time, we tried to provide some guidance, i.e.,
by means of the six core elements, to make it easy to open up the various facets of
BPM according to individual preferences. We give further comment on that in the
“how to read this book™ section.

Both volumes together reflect the scope of BPM. Each volume has been orga-
nized to have its own focus. The first volume includes the introduction to BPM and
concentrates on its Methods and Process-Aware Information Systems. The second
volume captures in three sections: Strategic Alignment, Governance, and People,
and Culture. Both volumes combine the latest outcomes of high standing BPM
research with the practical experiences gained in global BPM projects.

This first volume is clustered in three sections.

1. A set of five introductory chapters provides an overview about the current
understanding of the aims, boundaries, and essence of BPM. We are particularly
proud that we were able to secure the contributions of the global BPM thought
leaders for this critical section.

2. The second section is dedicated to the heavily researched area of BPM Methods
covering, in particular, process lifecycle methods such as Six Sigma and the
essential role of process modeling in 12 chapters. Further, complementary
chapters discuss process simulation, process variant management, and BPM
tool selection.

3. The third section covers Process-Aware Information Systems and elaborates in
nine chapters on the foundational role of workflow management, the agility that
results from service-enabled business processes and the new potential related to
the uptake of recommender systems or collaborative networking tools.
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We are very grateful to the outstanding, carefully crafted, and responsibly
revised contributions of the authors of this Handbook. All contributions have
undergone a rigorous review process, involving two independent experts in two
to three rounds of review. The unconditional commitment to a high quality Hand-
book required, unfortunately, in some cases, rejections or substantial revisions. In
any case, all authors have been very responsive in the way they addressed the
requested changes. We are very much aware of the sum of the work that went into
this book and cannot appropriately express our gratitude in the brevity of such a
foreword.

While producing this Handbook, the authors’ enthusiasm was truly interrupted
as we in the community were confronted with and saddened by the tragic loss of
two of the most inspirational BPM thought leaders the world has seen. Michael
Hammer, founder of the Business Process Reengineering discipline and maybe the
most successful promoter of the process paradigm, passed away in September 2008.
Shortly after, Geary A. Rummler, a pioneer in terms of the role of business process
as part of the corporate search for organizational performance, died in October
2008. We are honored that this Handbook features some of the last inspirations of
these two admirable individuals; we also recognize that the BPM community will
be a poorer place without them.

A special expression of our gratefulness goes to Karin-Theresia Federl and
Christian Sonnenberg, Institute of Information Systems, University Liechtenstein,
who brought order and discipline to the myriad of activities that were required as
part of the compilation of this Handbook. We hope that this Handbook on Business
Process Management will provide a much appreciated, sustainable summary of the
state of the art of this truly exciting discipline and that it will have the much desired
positive impact for its future development and uptake.

June 2010 Jan vom Brocke
Vaduz, Liechtenstein/Brisbane, Australia Michael Rosemann






How to Read this Handbook

This book brings together input from BPM experts worldwide. It incorporates a rich
set of viewpoints all leading towards an holistic picture of BPM. Compiling this
Handbook, we did not intend to force all authors to go under one unique doctrine.
On the contrary, we felt that it is rather the richness of approaches and viewpoints
covered that makes this book a unique contribution. While keeping the original
nature of each piece, we provide support in navigating through the various chapters.

BPM Core Elements: We identified six core elements of BPM that all authors are
using as a framework to position their contribution. You will find an introductory
chapter in volume 1 of this Handbook explaining these elements in detail.
BPM Cross-References: We asked each author to thoroughly read corresponding
chapters and to include cross-references to related sections of the BPM Hand-
book. In addition, further cross-references have been included by the editors.
BPM Index: Both volumes have a detailed index. In order to support a maximum
of integration in each volume the keywords of the other volume are also
incorporated.

BPM Who-is-Who: We added an extended author index to each volume serving
as a who-is-who. This section illustrates the individual background of each
author that might be helpful in contextualizing the various contributions to the
BPM Handbook.

We truly hope that these mechanisms help you in choosing the very the chapters

of this BPM Handbook most suitable for your individual interest.
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Part I
Strategic Alignment

BPM must be aligned with organizational strategy in order to ensure BPM’s
relevance and contribution to the corporate long-term priorities. Strategic align-
ment is not necessarily a unidirectional undertaking in the sense that a BPM
strategy must be oriented toward the corporate strategy; successful BPM can also
shape corporate strategy when innovative process designs or improved process
performance provide an opportunity for BPM to be a competitive differentiator.
In addition, BPM has proven to be a powerful means by which to innovate business
models in a great number of cases, such as through the creative appropriation of IT.

While the significance of strategic alignment is widely acknowledged, its
operationalization often remains a challenge in BPM initiatives, and it remains a
largely open question in the BPM community. Since there is often a gap between
the overall strategy and the more operational issues of process operations, how we
can demonstrate the strategic relevance of process-related initiatives or ensure
strategy-supportive process design is a central issue.

In the opening chapter of this section Jerry Luftman introduces the field of
strategic alignment by presenting the concept of strategic alignment maturity.
Based on a thorough understanding of the role of process in strategic alignment,
Luftman distinguishes five levels of strategic alignment maturity and six alignment
maturity criteria and discusses measures by which to overcome gaps in alignment.
Subsequently, Luftman presents an approach to measuring the strategic alignment
maturity of an organization and reports on the results from 362 global companies
across four continents that have gone through the assessment. After deriving a six-
step-process on how to increase strategic alignment maturity, Luftman closes the
chapter with a report on research that validates the contribution of strategic align-
ment maturity (SAM) to company performance based on the data gathered from the
362 organizations.

In the second chapter in this section, Roger Burlton focuses on the challenges of
strategic alignment in BPM, referring to the problem of being “Lost in Translation.”
Burlton begins by unfolding the nature of this problem and provides specific
methodological support for strategically aligning BPM. The approach also provides
a framework for the subsequent chapters, which examine the various strategic



2 Part I Strategic Alignment

options BPM offers. The study from Mathias Kirchmer focuses on innovation and
agility as cornerstones of many corporate strategies and discusses the role of
process automation as a means by which to leverage these objectives.

Key to strategic alignment is the value assessment of Business Process Man-
agement initiatives. Jan vom Brocke and Christian Sonnenberg report on this
stream of research that has emerged over the past years. After a thorough discussion
of the concept of value, the authors present several methods as examples of how to
assess the strategic value contribution of process-related work, including the return-
on-process transformation as an effective performance measure. Along these lines,
Markus Brenner, André Coners, and Benjamin Matthies introduce the concept of
process capital management and illustrate the approach by means of a real-life
example from Lufthansa.

In order to implement the strategic objectives, the “right” processes have to be
dealt with in the “right” way. Frameworks are needed for this purpose to facilitate
the selection of process and action. In the sixth chapter Constantin Houy, Peter
Fettke, and Peter Loos introduce business process frameworks. The article analyzes
and systemizes the various facets of process frameworks, describes and explains the
classes of business process frameworks, and presents a number of exemplary
process frameworks. Then business process reference models (as one prominent
class of process frameworks) are presented in more detail. The seventh chapter by
Chris Aitken, Christine Stephenson, and Ryan Brinkworth discusses how organi-
zations can build on business frameworks in order to classify company-specific
processes. Their results are summarized in a comprehensive framework that may
serve as a starting point for developing an individual corporate process schema.
Case studies from the health sector and the investment management industry, in
which the framework is used to align descriptions of organizational behavior to
produce useful integrated behavioral reference models and unified process model
sets, are described. Their contribution shows that process frameworks must be
individualized for an organization’s specific context (e.g., products, customers,
competition). Drawing from empirical studies, Tobias Bucher, David Raber, and
Robert Winter present a taxonomy of BPM approaches to support choosing the
right BPM approach for the specific contextual situation of an organization. The
chapter concludes with a practical application of the approach.

The performance assessment of processes plays an important role in managing
existing processes. Drawing from management accounting and performance mea-
surement in particular, Diana Heckl, Michael Leyer, and Jiirgen Moormann provide
an overview of contemporary approaches to process performance measurement and
apply process mining, as an example, to real case data to demonstrate the
approaches. Given the attention big (process) data and related analytics have
recently attracted, Michael zur Muehlen, and Robert Shapiro’s chapter introduces
business process analytics. The authors show how data generated by PAIS can be
used for the cost-effective, real-time assessment of processes.

The strategic focus on corporate performance is increasingly constrained by
conformance requirements that make process design a balancing act between
performance and conformance. The contribution by Shazia Sadiq and Guido
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Governatori addresses the management of business processes regulatory compli-
ance. The authors describe a methodology for aligning business and control objec-
tives, homing in on the role of BPM as a driver in achieving regulatory compliance.

Considering the various strategic implications of BPM initiatives, management
must make decisions about the alternative BPM initiatives to be implemented by
ranking initiatives according to their strategic contribution. The chapter by Wasana
Bandara, Alain Guillemain, and Paul Coogans provides an overview of methods for
prioritizing process-improvement initiatives and reports on related practical expe-
riences in the financial services sector, rounding off the section on strategic

alignment in BPM.
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Strategic Alignment Maturity

Jerry Luftman

Abstract Strategic Alignment is one of the six core elements of BPM. In this
chapter, an introduction to Strategic Alignment is given. Against the background of
foundations on IT-Business Alignment, several important insights are provided for
the strategic alignment in BPM. A maturity model is presented in order to assess
different levels of capabilities based on key criteria to evaluate alignment maturity.
Also, results from a global empirical study are presented and discussed in the light
of BPM.

1 Introduction

The global importance of alignment has remained on the top of information
technology surveys for almost three decades. Alignment addresses both how IT is
aligned with the business and how business should or could be aligned with IT.
Consequently, strategic alignment is also one of the six core elements of BPM
(Rosemann and vom Brocke 2014). Terms such as harmony, link, fuse, fit, match,
meld, converge, interwoven, and integrate are frequently used synonymously with
the term alignment (perhaps a reason why alignment has been so evasive). What-
ever term you prefer, it is a persistent/pervasive problem that demands an ongoing
process to ensure that IT and business strategies adapt effectively and efficiently
together. Perhaps most important is recognizing that there is significant research
available that demonstrates the relationship of alignment to firm performance
(Luftman 2007; Luftman et al. 2011). More specifically, successful alignment
ensures that organizations can create value out of their IT assets by furnishing
these assets in a way that supports business processes according to business strategy
(vom Brocke et al. 2014). Figure 1 illustrates this relationship and also indicates the

J. Luftman (D<)
Global Institute for IT Management, Fort Lee, New Jersey
e-mail: luftman@hotmail.com

J. vom Brocke and M. Rosemann (eds.), Handbook on Business Process Management 2, 5
International Handbooks on Information Systems, Second Edition,
DOI 10.1007/978-3-642-45103-4_1, © Springer-Verlag Berlin Heidelberg 2015
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Fig. 1 How IT creates business value (Soh and Markus 1995, p. 37)

relationship between business process management (BPM) and IT business
alignment.

Mature IT business alignment requires a mature “IT use process”, i.e. business
processes with well-defined requirements regarding IT support. Therefore, business
process management translates between the business side and the IT side via the
definition, execution, and control of “IT use processes” (vom Brocke et al. 2012).
Mature IT business alignment also contributes to successful BPM (Luftman 2007)
since it facilitates the management of “IT use processes” and thus increases the
potential to translate IT investments into business value. In this regard, IT business
alignment can be understood as being essentially a BPM task that primarily
addresses both the strategy and the technology dimension of BPM (see the chapter
on the six core elements of BPM in this handbook by (Rosemann and vom Brocke
2014) without neglecting governance, methods, people, and culture dimensions
(see discussion below). Given the significance of IT business alignment maturity
for BPM the question is how alignment maturity can be measured and how it
emerges?

This chapter presents a Strategic Alignment Maturity (SAM) assessment tool
that was developed from the author’s work since 2000 (Luftman 2007; Luftman and
Kempaiah 2007b; Luftman 1997, 2000). SAM, which has been applied globally by
organizations of all sizes, evaluates six components (and 41 factors) of an organi-
zation to identify an alignment maturity score and more importantly specific
opportunities to improve the IT business relationship will be elaborated on in this
chapter. As an introduction, the six components (Communications, Value Metrics,
Governance, Partnership, Technology Scope, and Human Resources) for assessing
alignment maturity along with the 41 specific criteria/factors measured for each
component are illustrated in Fig. 4 (X axis). Also illustrated in Fig. 4 are the average
overall scores and the differences in the scores as assessed by business and IT
leaders. The scores an organization achieves for each of the 41 factors included in
the six components of maturity are based on a five-level maturity model. The model
denotes the organization’s IT-business alignment maturity, with Level 1 indicating
the lowest maturity and Level 5 indicating exemplar maturity.
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Business-IT alignment refers to applying Information Technology (IT) in an
appropriate and timely way, in harmony with business strategies, goals, and needs.
It has been a fundamental concern of business and IT executives since the 1970s.
This definition of alignment addresses:

1. How IT is aligned with the business
2. How the business should or could be aligned with IT.

It does not matter whether one considers alignment from either a business-driven
perspective (IT enabled) or from an IT-driven perspective; the objective is to ensure
that the organizational strategies adapt harmoniously. The evidence that IT has the
power to transform whole industries and markets is strong (Luftman 2007; Luftman
et al. 2011; Luftman and Kempaiah 2007a; Luftman and Derksen 2012). Important
questions that need to be addressed include the following:

» How can organizations assess alignment?
¢ How can organizations improve alignment?
¢ How can organizations achieve mature alignment?

The purpose of this chapter is to present an approach for assessing the maturity
of a firm’s business-IT alignment and its importance to business process manage-
ment (BPM). Until recently, nothing has been available. The alignment maturity
assessment described in this chapter provides a comprehensive descriptive and
prescriptive vehicle for organizations to evaluate business-IT alignment in terms
of where they are and what they can do to improve the alignment. The maturity
assessment applies the previous research that identified enablers/inhibitors to
achieving alignment (Luftman 2007; Luftman and Derksen 2012; Luftman and
Brier 1999), and the empirical evidence gathered by management consultants who
applied the methodology that leverages the most important enablers and inhibitors
as building blocks for the evaluation.

2  Why Alignment Is Important

Alignment’s importance has been well known and well documented since the late
1970s. (Luftman and Kempaiah 2007a; Luftman and Derksen 2012; Luftman and
Brier 1999; Keen 1996; Henderson and Venkatraman 1996) Over the years, it has
persisted among the top-ranked concerns of business executives. IT and business
alignment was the second highest-ranked issue in the 2012 trends survey of IT
leaders from 362 global organizations (Luftman and Kempaiah 2007a; Luftman and
Zadeh 2011).

With the enduring economic uncertainties prevailing, organizations are focusing
on leveraging IT to swiftly reduce business expenses by leveraging IT for BPM
initiatives and, new to 2012, increase revenues. I'T appears to be quite resilient, with
IT budgets, hiring, and salary increases on the rise, and slowly approaching
pre-recession levels.

BPM is considered one of the most important solutions for leveraging IT’s ability
to reduce business expenses, including working with business partners, to improve,
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or to re-engineer processes (vom Brocke 2011). Technology alone is not sufficient;
strong collaboration with the business to change how they leverage technology is
required. This collaboration is mediated through business process management
using business processes (or the “IT use process”) as a sense making device.

Alignment seems more important as companies strive to integrate technology
and business in light of dynamic business strategies and the continuously evolving
technologies. In addition to the importance of alignment, what has not been clear is
how to achieve and sustain this harmony between business and IT, how to assess the
maturity of alignment, and what the impact of misalignment might be on the firm.
To achieve and sustain this synergistic relationship is anything but easy.

There are several reasons why attaining IT-business alignment has been so
elusive.

The first reason is that the definition of alignment is frequently focused only on
how IT is aligned (e.g., converged, in harmony, integrated, linked, synchronized)
with the business. Alignment must also address how the business is aligned with
IT. Alignment must focus on how IT and the business are aligned with each other;
IT can both enable and drive business change.

The second reason is that organizations (practitioners, consultants, academics)
have often looked for a silver bullet. Originally, some thought the right technology
(e.g., infrastructure, applications) was the answer. While important, it is not
enough. Likewise, improved communications between IT and the business help,
but are not enough. Similarly, establishing a partnership is not enough nor is
balanced metrics that combine appropriate business and technical measurements.
Clearly, mature alignment cannot be attained without effective and efficient exe-
cution and demonstration of value, but this alone is insufficient. More recently,
governance has been touted as the answer — to identify and prioritize projects,
resources, and risks. Today, we also recognize the importance of having the
appropriate skills to execute and support the environment. Our research has found
that all six of these components must be addressed to improve alignment.

The third reason IT-business alignment has been elusive is that there has not
been an effective tool to gauge the maturity of IT-business alignment — a tool that
can provide both a descriptive assessment and a prescriptive roadmap on how to
improve. As you will see the insights from the alignment maturity benchmarking
provides extensive insights to this longstanding conundrum.

The fourth reason that IT-business alignment has been so difficult to achieve is
that there is a tendency in many organizations (even ones where the importance of
alignment is recognized) to focus their attention on IT infrastructure considerations.
This unbalanced approach can often lead to missed opportunities to identify
elements of the business infrastructure that are in need of improvements.

Finally, the fifth reason that the advancement of IT-business alignment has been
stalled involves semantic differences in how to refer to it. Disagreements regarding
alignment terminology (“linked” vs. “converged”; “integrated” vs. “harmonized”)
have ironically become a barrier to alignment itself.

While there is no silver bullet for achieving alignment, progress has been made.
In fact, the research demonstrates that “a line” has been drawn. When organizations
cross it, they have identified and addressed ways to enhance IT-business alignment.
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The alignment maturity model is thus both descriptive and prescriptive. CIO’s can
use it to identify their organization’s alignment maturity and identify means to
enhance it. Yet, that “line” is dynamic and continually evolving. So alignment can
always be improved.

From measuring the six components in organizations in the United States, Latin
America, Europe, and India, it can be observed that most organizations today are in
Level 3 of a five-level maturity assessment model. Hence, the pronouncement of the
“death of alignment” is premature; there is still a long way to go in the journey for
aligning IT and business.

Identifying an organization’s alignment maturity provides an excellent vehicle
for understanding and improving the business-IT alignment. As elaborated on in
this chapter, alignment maturity focuses on six important areas. ALL must be
simultaneously addressed to improve the harmony among IT and business. Too
frequently consultants and practitioners, looking for the silver bullet, focused their
attention on only one or a subset of these important considerations. As companies
strive to link technology and business they must address both

» Doing the right things (effectiveness), and
* Doing things right (efficiency). (Luftman 2007; Luftman and Kempaiah 2007a;
Luftman and Brier 1999)

In recent years, a great deal of research and analysis focused on the linkages
among Business and IT (Luftman 2007; Luftman et al. 2011; Luftman 2012;
Luftman and Kempaiah 2007a; Luftman and Brier 1999), the role of partnerships
among IT and business management (Keen 1996), and the need to understand the
transformation of business strategies resulting from the competitive use of IT
(Luftman 2007; Luftman and Derksen 2012; Davidson 1996). Firms need to change
not only their business scope, but also their infrastructure as a result of IT innova-
tion (Luftman 2007; Weill and Broadbent 1998). Much of this research, however,
was conceptual. Empirical studies of alignment (Luftman and Kempaiah 2007a;
Henderson and Venkatraman 1996; Baets 1996) only examined a single industry
and/or firm. Conclusions from such empirical studies are potentially biased and
may not be applicable to other industries. These studies lacked the consistent results
across industries, across functional positions, and across time. This provided the
impetus for defining a vehicle for assessing business-IT alignment, along with
providing a roadmap for how best to improve it: IT alignment maturity.

As previously discussed, alignment maturity evolves into a relationship in which
the function of IT and other business functions adapt their strategies together.
Achieving alignment is evolutionary and dynamic. IT requires strong support
from senior management, good working relationships, strong leadership, appropri-
ate prioritization, trust, and effective communication, as well as a thorough under-
standing of the business and technical environments. Achieving and sustaining
alignment demands focusing on maximizing the enablers and minimizing the
inhibitors that cultivate the integration of IT and business.

Alignment of IT strategy and the organization’s business strategy is a fundamen-
tal principle advocated for several decades (Luftman 2007; Luftman and Kempaiah
2007a; Rogers 1997; Rockart et al. 1996). IT investment has been increasing since
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its inception, as managers look for ways to manage IT successfully and to integrate it
into the organization’s strategies. As a result, IT managers need to:

¢ Be knowledgeable about how the new IT technologies can be integrated into the
business, and with existing/emerging technologies

* Be privy to senior management’s tactical and strategic plans

* Be present when corporate strategies are discussed

» Understand the strengths and weaknesses of the technologies in question and the
corporate-wide implications (Rockart et al. 1996)

Several proposed frameworks assess the strategic issues of IT as a competitive
weapon. They have not, however, yielded empirical evidence; nor have they
provided a roadmap to assess and enhance alignment. Numerous studies focus on
business process redesign and reengineering as a way to achieve competitive
advantage with IT. This advantage comes from the appropriate application of IT
as a driver and enabler of business strategies.

3 Strategic Alignment Maturity

The concept of alignment maturity as a necessary precondition for an organiza-
tion’s ability to implement its strategy emerged as a concept in the late 1990s as it
became increasingly evident that organizations were, by and large, failing to
successfully execute nominally well-defined strategic objectives. Why was this
the case? Early research into this issue (Luftman 2007; Luftman and Kempaiah
2007b) hypothesized that an organization’s ability to successfully implement strat-
egy was related to the “level” of strategic alignment between IT and the business,
which reflects both the dynamic nature of alignment and the fact that alignment is,
itself, a process that reflects key organizational practices which enable (or inhibit,
in their absence or misapplication) alignment (Luftman and Brier 1999; Luftman
2000). A model of alignment maturity emerged from this research that reflects these
concepts. As Fig. 1 illustrates, the Strategic Alignment Maturity model involves the
following five conceptual levels of strategic alignment maturity:

1. Initial/Ad Hoc Process — business and IT are not aligned or harmonized

2. Committed Process — the organization has committed to becoming aligned

3. Established Focused Process — Strategic Alignment Maturity established and
focused on business objectives

4. Improved/Managed Process — Reinforcing the concept of IT as a “Value Center”

5. Optimized Process — Integrated and co-adaptive business and IT strategic
planning

Each of the five levels of alignment maturity focuses, in turn, on a set of six
components based on practices validated in 2001 with an evaluation of 25 “Fortune
500” companies. As of the writing of this Chapter 362 Global 1,000 organizations
from around the world (and several hundred smaller companies) and 2,100 business
and IT executives have participated in formally assessing their IT business align-
ment maturity. Some of the insights from these assessments are discussed in the
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Fig. 2 Alignment maturity criteria

section of this chapter that describes the different maturity components. Assess-
ments continue to be performed; what about your organization?

As discussed above, organizations have often looked for a silver bullet to
improve the alignment of IT-business; fundamental for successful BPM. Some
thought the right technology (e.g., infrastructure, applications) was the answer.
While important, it is not enough. Likewise, improved communications between IT
and the business help, but are not enough. Similarly, establishing a partnership is
not enough, nor is balanced metrics that combine appropriate business and technical
measurements. More recently, governance has been touted as the answer — to
identify and prioritize projects, resources, and risks. Today, we also recognize the
importance of having the appropriate skills to execute and support the environment.
Research has found that all six of these components must be addressed to improve
alignment.

Additionally, there has not been an effective tool to gauge the maturity of the
IT-business alignment — a tool that can provide both a descriptive assessment and a
prescriptive roadmap on how to improve. From measuring the six components in
organizations in the United States, Latin America, Europe, and India, most organi-
zations today are in a low Level 3 of a five-level maturity assessment model; there
are still many opportunities for improvement.

The six IT-business alignment criteria are illustrated in Fig. 2 and are described
in the following section of this chapter. All six must be addressed to ensure mature
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alignment; looking for a single silver bullet answer, will just not do it. These six
criteria are:

1. Communications Maturity — ensuring effective ongoing knowledge sharing
across organizations

2. Competency/Value Measurement Maturity — demonstrating the value of IT in
terms of contribution to the business

3. Governance Maturity — ensuring that the appropriate business and IT partici-
pants formally discuss and review the priorities and allocations of IT resources

4. Partnership Maturity — how each organization perceives the contribution of the
other, the trust that develops among the participants and the sharing of risks and
rewards

5. Scope & Architecture Maturity — The extent to which IT is able to:

* Go beyond the back office and into the front office of the organization to
directly impact customers/clients and strategic partners

* Assume a role supporting a flexible infrastructure that is transparent to all
business partners and customers

e Evaluate and apply emerging technologies effectively

« Enable or drive business processes and strategies as a true standard

« Provide solutions customizable to customer needs

6. Skills Maturity — Human resource considerations such as training, salary, per-
formance feedback, and career opportunities are assessed to identify how to
enhance the organization’s cultural and social environment as a component of
organizational effectiveness

Knowing the maturity of its strategic choices and alignment practices makes it
possible for a firm to see where it stands with respect to its “alignment gaps” and
how it can close these gaps. The pyramid in Fig. 3 illustrates the alignment gap on
each level of alignment maturity vividly. The five levels of alignment maturity are
introduced in this section and then will be elaborated in the following section of this
chapter.

Level 1: Initial or ad-hoc processes. Organizations at Level 1 generally have poor
communications between IT and the business and also a poor understanding of
the value or contribution the other provides. Their relationships tend to be formal
and rigid, and their metrics are usually technical rather than business oriented.
Service level agreements tend to be sporadic. IT planning or business planning is
ad-hoc. And IT is viewed as a cost center and considered “a cost of doing
business.” The two parties also have minimal trust and partnership. IT projects
rarely have business sponsors or champions. The business and IT also have little
to no career crossovers. Applications focus on traditional back-office support,
such as e-mail, accounting, and HR, with no integration among them. Finally,
Level 1 organizations do not have an aligned IT-business strategy.

Level 2: Committed processes. Organizations at Level 2 have begun enhancing their
IT-business relationship. Alignment tends to focus on functions or departments
(e.g., finance, R&D, manufacturing, marketing) or geographical locations (e.g.,
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Fig. 3 Alignment gaps
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U.S., Europe, Asia). The business and IT have limited understanding of each
others’ responsibilities and roles. IT metrics and service levels are technical and
cost-oriented, and they are not linked to business metrics. Few continuous
improvement programs exist. Management interactions between IT and the
business tend to be transaction-based rather than partnership-based, and IT
spending relates to basic operations. Business sponsorship of IT projects is
limited. At the function level, there is some career crossover between the business
and IT. IT management considers technical skills the most important for IT.

Level 3: Established, Focused processes. In Level 3 organizations, IT assets
become more integrated enterprise-wide. Senior and mid-level IT management
understand the business, and the business’s understanding of IT is emerging.
Service level agreements (SLAs) begin to emerge across shared or acted upon.
Strategic planning tends to be done at the business unit level, although some
inter-organizational planning has begun. IT is increasingly viewed by the busi-
ness as an asset, but project prioritization still usually responds to “the loudest
voice.” Formal IT steering committees emerge and meet regularly. IT spending
tends to be controlled by budgets, and IT is still seen as a cost center. But
awareness of IT’s “investment potential” is emerging. The business is more
tolerant of risk and is willing to share some risk with IT. At the function level,
the business sponsors IT projects and career crossovers between business and IT
occur. Both business and technical skills are important to business and IT
managers. Technology standards and architecture have emerged at both the
enterprise level and with key external partners.

Level 4: Improved, Managed processes. Organizations at Level 4 manage the
processes they need for strategic alignment within the enterprise. One of the
important attributes of this level is that the gap has closed between IT under-
standing the business and the business understanding IT. As a result, Level
4 organizations have effective decision making and IT provides services that
reinforce the concept of IT as a value center. Level 4 organizations leverage their
IT assets enterprise-wide, and they focus applications on enhancing business
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processes for sustainable competitive advantage. SLAs are also enterprise-wide,
and benchmarking is a routine practice. Strategic business and IT planning
processes are managed across the enterprise. Formal IT steering committees
meet regularly and are effective at the strategic, tactical, and operational levels.
The business views IT as a valued service provider and as an enabler (or driver)
of change. In fact, the business shares risks and rewards with IT by providing
effective sponsorship and championing all IT projects. Overall, change manage-
ment is highly effective. Career crossovers between business and IT occur across
functions, with business and technical skills recognized as very important to the
business and IT.

Level 5: Optimized processes. Organizations at Level 5 have optimized strategic
IT-business alignment through rigorous governance processes that integrate
strategic business planning and IT planning. Alignment goes beyond the enter-
prise by leveraging IT with the company’s business partners, customers, and
clients, as well. IT has extended its reach to encompass the value chains of
external customers and suppliers. Relationships between the business and IT are
informal, and knowledge is shared with external partners. Business metrics, IT
metrics, and SLAs also extend to external partners, and benchmarking is rou-
tinely performed with these partners. Strategic business and IT planning are
integrated across the organization, as well as outside the organization.

Figure 4 summarizes the results of the 362 Global 1,000 companies that have
gone through the assessment to date. It illustrates where there is relative agreement
regarding which areas are strong and which are weak, and it identifies the gaps
between business and IT executive’s opinions. The Y-axis represents the five levels
of maturity; the X-axis expands each of the six components of maturity. This figure
clearly identifies the maturity elements as the strongest and those that are assessed
as the lowest (hence the areas leased aligned). A summary of the responses IT
executives and corresponding assessments from business executives can also be
observed. The areas where the IT and business executive responses/lines converge
or overlap depict areas where there is the most agreement (and thus synergy)
between business and IT. Conversely, areas with large gaps between the respective
responses/lines are the ones that show disagreement among IT and business exec-
utives; these are area that need to be reconciled. For example, Fig. 4 illustrates a
tighter synergy between business and IT in the areas of partnership and skills than
for communications. The major elements will be discussed later in this chapter.

Figure 5 summarizes these results by region. A general trend that Fig. 5 illus-
trates is that across most components, Asian organizations have higher maturity
scores, followed by American and Latin American organizations, and then Euro-
pean organizations. The pattern of maturity scores for Australian organizations
(denoted by the thick line) reveals that in some dimensions they score as high as or
higher than Asian organizations, while for other dimensions they score lower than
all other regions. (Since there is only one African organization is represented in the
data, no trends for African organizations are assumed.)

With an overall average maturity score of 3.09, it is clear that there are still
opportunities to improve the IT business relationship; alignment is not dead.
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Fig. 4 Overall SAM assessment maturity

A similar graph may be used to plot the responses from an individual organiza-

tions assessment to identify opportunities for improvement (using the assessment as
a prescriptive tool) and to benchmark things such as how a specific organization
compares to:

the overall average set of responses

the responses from exemplar organizations

other organizations in their industry (Finance, Pharmaceutical, Utility, Retail,
Health Care, Education)

respondents from similar positions (e.g., CIO’s, CEO’s, CFO’s,) in other firms

Once the maturity level is understood, the assessment method provides the

organization with a prescriptive roadmap that identifies opportunities for enhancing
the harmonious relationship of business and IT. This alignment process is expanded
in this chapter.

4

The Six Strategic Alignment Maturity Criteria

This part of the chapter describes each of the six components (illustrated in Fig. 2)
that are evaluated in deriving the level of strategic alignment maturity. Examples
taken from actual assessments illustrate the kinds of insights that can be identified.
Most organizations today appear to be around a level 3, as illustrated in Fig. 6.
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Fig. 5 Geographic SAM summary

That means that the average results from the 362 Global 1,000 companies’
formal assessments (and the several hundred additional informal assessments
from multiple years of Society for Information Management surveys) to date are
around a level 3. A gradual increase in the overall maturity level over the past
decade can be observed Table 1. The results are similar to what has been found by
the Carnegie Software Engineering Institute development process model that
assesses the comparable stages of application development maturity.

So, while IT business alignment seems to be improving, it is still a pervasive
persistent problem. Naturally, the objective of the Strategic Alignment Maturity
model is to identify opportunities to move the organization to a higher level (i.e.,
higher than a Level 3) of Strategic Alignment Maturity. Keep in mind that the
primary objective of the assessment is not the maturity level used just as a
descriptive tool of an organizations maturity; albeit it provides interesting bench-
mark comparisons. The primary objective of the assessment is to understand
(as illustrated in Figs. 4 and 5) where IT and business executives:

— agree that a criteria needs to be improved

— agree that a criteria is good, but can be better
— disagree with how good/bad a criteria is

— desire to focus their efforts to improve

As illustrated in Fig. 5, there were differences in the overall SAM alignment
scores by region. On average, Asian organizations had higher scores than their
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American, Australian, and European counterparts. The SAM scores by criteria and
by region are summarized in Table 2, below. It is valuable to benchmark organi-
zations by geography as well as comparing alignment trends across the geogra-
phies. This will be discussed later in this chapter.

When there is agreement among the participants regarding the criteria assess-
ment, the model can be used as a prescriptive roadmap to identify how alignment
maturity can be improved. However, when there is disagreement, the key stake-
holders (i.e. any groups or individuals who can affect or are affected by IT in the
firm) need to understand the points-of-view of the participants and come to an
agreement regarding the criteria and how to enhance it. The organization cannot
identify an appropriate road to take if they cannot come to agreement regarding
where they want to go. Once the group has identified an agreed to list of areas for
improvement, they can proceed to use the model as a prescriptive roadmap. Hence,
it is not the maturity “number” that is important. It is what the organization does as a
result of identifying how they can work together to improve the alignment maturity.

The next six sub-sections discuss each of the Strategic Alignment Maturity
criteria in more detail and include examples of how they manifest themselves in
organizations. These examples have been abstracted from recent research done with
a number of major U.S. and global organizations (Luftman and Zadeh 2011).
Table 3 summarizes the data from this research across the six SAM components
by industry. In terms of their alignment maturity, it is evident that industries can
vary considerably in their overall scores. For example, the service sector
out-performed the transportation sector by an overall score of 3.31 to 2.84, while
the gap between the retail and educational sectors was almost a full point (3.62
vs. 2.63).

Since this research is still ongoing and the companies that have participated have
been assured anonymity, it is not possible to share the specific names of the
participating organizations. However, each section illustrates specific issues of
strategic alignment maturity that have been uncovered in the research and identifies
the industry of the participating organizations.
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4.1 Communications

Effective exchange of ideas and a clear understanding of the key ideas that ensure
successful strategies are high on the list of enablers and inhibitors to alignment. Too
often there is little business awareness on the part of IT or little IT appreciation on
the part of the business. The 362 Global 1,000 benchmark firm results indicate that
21 % of the IT organizations either do not understand or have a limited understand-
ing of business; while 39 % of the business executives either do not understand or
have a limited understanding of IT. Given the dynamic environment in which most
organizations find themselves, ensuring ongoing knowledge sharing across organi-
zations is paramount.

Many firms choose to employ people in formal inter-unit “liaison” roles or cross-
functional teams to facilitate this knowledge sharing. The key word here is “facil-
itate”. Some organizations have facilitators whose role is to serve as the sole
conduit of interaction among the different units of the organization. This approach
tends to stifle rather than foster effective communications. Rigid protocols that
impede discussions and the sharing of ideas should be avoided. The 362 Global
1,000 benchmark firm results indicate that 54 % of the firms identify liaisons as a
major opportunity for improvement.

For example, a large aerospace company assessed its communications alignment
maturity at level 2. Business-IT understanding is sporadic. The relationship
between IT and the business function could be improved. Improving communica-
tion should focus on how to create the understanding of IT as a strategic business
partner by the businesses it supports rather than simply a service provider. The
firm’s CIO made the comment that there is “no constructive partnership”. However,
in an interview with the firm’s Director of IT Infrastructure, he stated that he views
his organization as a ‘“strategic business partner”’. One way to improve communi-
cations and, more importantly, understanding, would be to establish effective
business function/IT liaisons that facilitate sharing of knowledge and ideas.

In a second case, a large financial services company’s communication alignment
maturity placed it in level 2 with some attributes of Level 1. Business awareness
within IT is through specialized IT business analysts, who understand and translate
the business needs to other IT staff (i.e., there is limited awareness of business by
general IT staff). Awareness of IT by the firm’s business functions, is also limited,
although senior and mid-level management are aware of IT’s potential. Communi-
cations are achieved through bi-weekly priority meetings of the senior and middle
level managers from both groups, where they discuss requirements, priorities and
IT implementation. But it is still a 2 because of the effectiveness of the interaction.

In a third example, a large utility company’s communication alignment maturity
places it at a level 2. Communications are not open until circumstances force the
business to identify specific needs. There is a lack of trust and openness among
some business units and their IT team. IT business partners tend to be bottlenecks in
meeting commitments. IT’s poor performance in previous years left scars that have
not healed.
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From a geographic perspective (as illustrated in Table 2) Asian organizations
achieved the highest level of maturity in the communications component with an
overall score of 3.52, followed by Latin America with a score of 3.17. The United
States, Australia, and European scores were 2.93, 2.88, and 2.85, respectively.

4.2 Competency/Value Measurements

Too many IT organizations cannot demonstrate their value to the business in terms
that the business understands. Frequently business and IT metrics of value differ. A
balanced “dashboard” that demonstrates the value of IT in terms of contribution to
the business is needed (see also vom Brocke and Sonnenberg 2014). The 362 Global
1,000 benchmark firm results indicate that two-thirds of the firms can improve this
important area.

Service levels that assess I'T’s commitments to the business often help. However,
the service levels have to be expressed in terms that the business understands and
accepts. The service levels should be tied to criteria (see criteria 4. Partnership,
below) that clearly define the rewards and penalties for surpassing or missing the
objectives. The 362 Global 1,000 benchmark firm results indicate that 63 % of the
firms can significantly improve their SLAs.

Frequently organizations devote significant resources to measuring performance
factors. However, they spend much less of their resources on taking actions based
on these measurements. For example, an organization that requires analyzing ROI
before a project begins, but then does not review how well objectives were met after
the project was deployed provides little to the project’s success. It is important to
assess these criteria to understand (1) the factors that lead to missing the criteria and
(2) what can be learned to improve the environment continuously.

For example, a large aerospace company assessed its competency/value mea-
surement maturity to be at a level 2. IT operates as cost center. IT metrics are
focused at the functional level, and Service Level Agreements (SLAs) are technical
in nature. One area that could help to improve maturity would be to add more
business-related metrics to SLAs to help form more of a partnership between IT and
the business units. Periodic formal assessments and reviews in support of contin-
uous improvement would also be beneficial.

A large software development company assessed its competency/value measure-
ment maturity at level 3. Established metrics evaluate the extent of service provided
to the business functions. These metrics go beyond basic service availability and
help desk responsiveness, evaluating such issues as end-user satisfaction and
application development effectiveness. The metrics are consolidated on to an
overall dashboard. However, because no formal feedback mechanisms are in
place to react to a metric, the dashboard cannot be considered to be managed.

At a large financial services company, IT competency/value was assessed at a
level 2 because the company uses cost efficiency methods within the business and
functional organizations. Balanced metrics are emerging through linked business
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and IT metrics, and a balanced scorecard is provided to senior management. Service
level agreements are technical at the functional level. Benchmarking is not gener-
ally practiced and is informal in the few areas where it is practiced. Formal
assessments are done typically for problems and minimum measurements are
taken after the assessment of failures.

Table 2 shows significantly different IT competency SAM scores across regions.
Asian organizations lead the way with an overall score of 3.59, followed by
Australian firms with a score of 3.01; Latin American firms (2.94) are followed
closely by American firms (2.93). European organizations scored the lowest in this
dimension, with a score of 2.63.

4.3 Governance

The considerations for IT governance were defined briefly in Fig. 1. Ensuring that
the appropriate business and IT participants formally discuss and review the
priorities and allocation of IT resources is among the most important enablers/
inhibitors of alignment. This decision-making authority needs to be clearly defined.
The 362 Global 1,000 benchmark firm results indicate that 57 % of the firms should
be improving this important component of alignment.

For example, IT governance in a large aerospace company is tactical at the core
business level and not consistent across the enterprise. For this reason, they reported
a level 2 maturity assessment. IT can be characterized as reactive to CEO direction.
Developing an integrated enterprise-wide strategic business plan for IT would
facilitate better partnering within the firm and would lay the groundwork for
external partnerships with customers and suppliers.

A large communications manufacturing company assessed its governance matu-
rity at a level falling between 1 and 2. IT does little strategic planning because it
operates as a cost center and, therefore, cost reduction is a key objective. In
addition, priorities are reactive to business needs as business manager’s request
services.

A large computing services company assessed their governance maturity at a
level 14+. A strategic planning committee meets twice a year. The committee
consists of corporate top management with regional representation. Topics or
results are neither discussed nor published to all employees. The reporting structure
is federated with the CIO reporting to a COO. IT investments are traditionally made
to support operations and maintenance. Regional or corporate sponsors are involved
with some projects. Prioritization is occasionally responsive.

From a geographic perspective (as illustrated in Table 2) Asian organizations
achieved the highest level of maturity in the governance component with an overall
score of 3.58. Australian organizations came in second with a score of 3.15,
followed by American companies with a score of 3.07. Latin American and
European organizations earned scores of 3.03 and 2.94, respectively.
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4.4 Partnership

The relationship that exists between the business and IT organizations is another
criterion that ranks high among the enablers and inhibitors. Giving the IT function
the opportunity to have an equal role in defining business strategies is obviously
important. However, how each organization perceives the contribution of the other,
the trust that develops among the participants, ensuring appropriate business spon-
sors and champions of IT endeavors, and the sharing of risks and rewards are all
major contributors to mature alignment. This partnership should evolve to a point
where IT both enables AND drives changes to both business processes and strate-
gies. Naturally, this demands having a good business design where the CIO and
CEO share a clearly defined vision.

For example, a large software development company assessed their partnership
maturity at a level of 2. The IT function is mainly an enabler for the company. But
IT does not have a seat at the business table, either with the enterprise or with the
business function that is making decisions. In the majority of cases, there are no
shared risks because only the business will fail. Indications are that the partnership
criterion will rise from a level 2-3 as top management sees IT as an asset, and
because of the very high enforcement of standards at the company.

Partnership for a large communications manufacturing company was assessed at
level 1. IT is perceived as a cost of being in the communications business. Little
value is placed on the IT function. IT is perceived only as help desk support and
network maintenance.

For a large utility company, partnership maturity was assessed at a level of 1+.
IT charges back all expenses to the business. Most business executives see IT as a
cost of doing business. There is heightened awareness that IT can be a critical
enabler to success, but there is minimal acceptance of IT as a partner.

Partnership for a large computing services company was assessed at level
2. Since the business executives pursued e-commerce, IT is seen as a business
process enabler as demonstrated by the Web development. Unfortunately, the
business now assigns IT with the risks of the project. Most IT projects have an IT
Sponsor.

From a geographic perspective (as illustrated in Table 2), Asian organizations
have a partnership maturity score of 3.64. The next closest region was Latin America,
with a partnership score of (3.16). The American, Australian, and European partner-
ship scores were 3.09, 2.96, and 2.78, respectively.

4.5 Scope and Architecture

This set of criteria tends to assess information technology maturity and the fitness of
IT assets to support business process (see “IT use process” in Fig. 1). Therefore,
these criteria assess the extent to which IT is able to:
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¢ Go beyond the back office and into the front office of the organization

e Assume a role supporting a flexible infrastructure that is transparent to all
business partners and customers

« Evaluate and apply emerging technologies effectively

« Enable or drive business processes and strategies as a true standard

» Provide solutions customizable to customer needs

Scope and Architecture was assessed at a level of 2+ at a large software
development company. This is another area where the company is moving from a
level 2 to a level 3. ERP systems are installed and all projects are monitored at an
enterprise level. Standards are integrated across the organization and enterprise
architecture is integrated. It is only in the area of Inter-enterprise that there is no
formal integration.

A large financial services company assessed their scope and architecture at level
1. Although standards are defined, there is no formal integration across the enter-
prise. At best, only functional integration exists.

Once again, Asian companies led in this dimension, scoring 3.6 for the scope &
architecture component. Latin America came in second, with a score of 3.27,
followed by the United States, which scored 3.12. European and Australian orga-
nizations scored 3.01 and 2.96, respectively.

4.6 Skills

Skills were defined in Fig. 1. They include all of the human resource considerations
for the organization. Going beyond the traditional considerations such as training,
salary, performance feedback, and career opportunities are factors that include the
organization’s cultural and social environment. Is the organization ready for change
in this dynamic environment? Do individuals feel personally responsible for busi-
ness innovation? Can individuals and organizations learn quickly from their expe-
rience? Does the organization leverage innovative ideas and the spirit of
entrepreneurship? These are some of the important conditions of mature organiza-
tions. The 362 Global 1,000 benchmark firm results indicate that 55 % of the
benchmarked firms do not effectively support career crossover opportunities
(IT into the business and the business into IT) and that 55 % of the benchmarked
firms do not effectively support education cross training.

For example, a large aerospace company assesses their skills maturity at a level
2. A definite command and control management style exists within IT and the
businesses. Power resides within certain operating companies. Diverse business
cultures abound. Getting to a non-political, trusting environment between the
businesses and IT, where risks are shared and innovation and entrepreneurship
thrive, is essential to achieve improvements in each of the other maturity tenets.
Organizational behavior research has demonstrated that sharing information that is
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based on expertise is often the most successful approach to influencing others to
cooperate and trust one another (Luftman 1997).

Skills maturity at a large computing services company is assessed at a level of
1. Career crossover is not encouraged outside of top management. Innovation is
dependent on the business unit, but in general is not encouraged. Management style
is dependent on the business unit, but is usually command and control. Training is
encouraged but left up to the individual employee.

Finally, from a geographical perspective, Asian companies earned a maturity
score of 3.55. Latin American organizations came in second, earning a score of
3.00. American, European, and Australian organizations received SAM Skill scores
of 2.84, 2.70, and 2.68, respectively.

4.7 Results by Geography and Industry

As noted above, results from the assessment from the 362 Global 1,000 companies
by region reveal higher alignment scores by Asian organizations across all maturity
components. As a group, they scored 3.58, as compared to 3.00 for the United States
and 2.82 for Europe. A complete illustration of regional SAM scores by component
is shown in Table 2 and Fig. 5.

What was it that made Asian organizations score higher in every SAM compo-
nent than their European, American, and Latin American counterparts? An exam-
ination of the factors that have led to the remarkable success of India’s service
sector offers several lessons. A strong culture that promotes communication
between employees, the emphasis of CMM/CMMI-based continuous improvement
efforts, and well-planned strategies that promote organizational flexibility are just
some of the factors that are fundamental.

An analysis of SAM data shows that the retail, hotel/entertainment, service, and
insurance sectors performed well above the average SAM score of 3.09 in all
dimensions. As noted in Table 3, these industries scored 3.62, 3.44, 3.31, and
3.26, respectively. (Note — there were relatively few retail and hotel/entertainment
companies in the sample, however.) The well-represented industry in the Global
1,000 was the financial industry, which earned an overall SAM rating of 3.01. The
manufacturing industry performed closest to the mean, with an overall average of
3.13.
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5 Levels of Strategic Alignment Maturity

5.1 Level 1: Initial/Ad Hoc Process

Organizations that are at Strategic Alignment Maturity Level 1 can be characterized
as having the lowest level of Strategic Alignment Maturity. For example: in the
“Communications” criteria of the model, understanding of the business by IT is
very low (see the “Communications” criteria box in Fig. 7). Similarly, the attribute
called “Understanding of IT by the business” is also very low for an organization at
Level 1 maturity.

It is highly improbable that these organizations will be able to achieve an aligned
IT business strategy, leaving their investment in IT significantly unleveraged. See
Fig. 7 for the specific criteria for Level 1.
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5.2 Level 2: Committed Process

Level 2 organizations can be characterized as having committed to begin the
process for Strategic Alignment Maturity. For example: in the “Competency/
Value Measurements” criteria of the model, IT metrics (an “attribute”) are focused
on cost and efficiency (see the “Competency/Value Measurements” criteria box in
Fig. 8). Similarly, in the “Partnership” criteria of the model, the business perception
of IT (again, another “attribute”) is that IT is emerging as an asset to the
organization.

This level of Strategic Alignment Maturity tends to be directed at local situations
or functional organizations (e.g., Marketing, Finance, Manufacturing, H/R) within
the overall enterprise. However, due to limited awareness by the business and IT
communities of the different functional organizations use of IT, alignment can be
difficult to achieve. Any business-IT alignment at the local level is typically not
leveraged by the enterprise. However, the potential opportunities are beginning to
be recognized. See Fig. 8 for the specific criteria for Level 2.

5.3 Level 3: Established Focused Process

This level of Strategic Alignment Maturity concentrates on governance, processes
and communications towards specific business objectives. The reasons for this
focus are:
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¢ The organization needs better decision-making processes (governance) around
which business processes to invest scarce IT dollars

e The organization wants to focus on those business processes that generate the
most long-lasting competitive advantage (and presumably, profitability), and

¢ The organization has to effectively communicate its vision and get “buy-in”
from all employees and management

IT is becoming embedded in the business. Level 3 leverages IT assets on an
enterprise-wide basis and applications systems demonstrate planned, managed
direction away from traditional transaction processing to systems that use informa-
tion to make business decisions. The IT “extrastructure” (leveraging the inter-
organizational infrastructure) is evolving with key partners. For example: in the
“Communications” criteria of the model, the sharing of knowledge (an “attribute”)
tends to be structured around key processes (see the “Communications” criteria box
in Fig. 9). Similarly, in the “Governance” criteria of the model, the prioritization
process (again, another “attribute”) tends to be reactive. See the Fig. 9 for the
specific criteria for Level 3.

5.4 Level 4: Improved/Managed Process

Organizations at Level 4 leverage IT assets on an enterprise-wide basis and the
focus of applications systems is on driving business process enhancements to obtain
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Fig. 10 Level 4 Strategic Alignment Maturity criteria

sustainable competitive advantage. A Level 4 organization views IT as an innova-
tive and imaginative strategic contributor to success. The enterprise-wide emphasis
of Level 4 organizations breaks down the “process silos” that exist among business
units in lower level organizations in order to capitalize on the information and
knowledge embedded in an organization’s business processes and practices. Level
4 organizations also utilize IT “hard” (i.e., hardware and software) and “soft” assets
(e.g., knowledge and information about customers, competitors and products and
employee skills) by consciously deploying enterprise-wide architectures. One
example of such architecture might be an enterprise intranet portal for collecting,
categorizing and sharing customer/product information as well as unstructured
information (e.g., web URLSs, journal articles, etc.) about competitor products.

This level of Strategic Alignment Maturity demonstrates effective governance
and services that reinforce the concept of IT as a value center. For example: in the
“Communications” criteria of the model, the sharing of knowledge (an “attribute”)
is institutionalized. Similarly, in the “Scope and Architecture” criteria of the model,
the organization has established enterprise standards. See the Fig. 10 for the specific
criteria for Level 4.

5.5 Level 5: Optimized Process

Level 5 organizations leverage IT assets on an enterprise-wide basis to extend the
reach (of the IT extra-structure) of the organization into the supply chains of



