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CHAPTER 6

Business Intelligence and
Value-Based Management

6.1. The Role of Information Capital in
Enhancing the Valué of an Enterprise

The various technologies and applications of business intelligence
(BI) described earlier all have the potential to enhance the value of
an enterprise. However, this value is often only potential value and is
therefore hard to quantify. In this chapter, this problem will be inves-
tigated at length by examining value-based management' and the cur-
rent trends in management. Studies of the relationship between the
use of business decision support systems and the value of an enter-
prise are’ quite complex, as information assets are intangible. This
issue merits special attention because the proper selection and appli-
cation of innovative/technologies may considerably enhance the value

of an enterprise.

6.1.1. Intangible Assets

Tangible assets, such as financial resources, can be easily indentified. They
are the basis of financial analysis and are commonly accepted in deter-
mining the value of an enterprise. However, recent developments in busi-
ness practices have led to an increased interest in determining the value
of intangible assets. That is also how Robert Kaplan and Peter Norton’s
balanced scorecard concept emerged.” Business decision support systems
are a part of information capital, which in turn is intangible. According
to Kaplan and Norton, intangible assets fall into three categories that are

essential for the realization of a company’s strategy:
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104 BUSINESS INTELLIGENCE

1. Human capital. Skills, abilities, and knowledge of employees.

2. Organizational capital. Organizational culture, quality of leader-
ship, people’s adjustment to strategic tasks, and their ability to share
knowledge with others.

3. Information capital.

These resources are connected to the company’s strategy by a strat-
egy map (see Figure 6.1), and they belong to the learning and develop-
ment perspective in the balanced scorecard. The realization of a strategy
is supposed to enhance the value of an enterprise. A widely used method
of determining the value of a company in the financial perspective is
to work out its economic value added (EVA).? The strategy map, as an
attempt to represent the sources of value in the enterprise, is an exten-
sion of the value chain concept from chapter 3. There are a few vital dif-
ferences between determining the value of intangibles and tangible and

financial assets:*

o Indirect value creation! Intangibles seldom have direct influ-
ence on financial results. They usually influence the finance of
an enterprise by a complex chain of cause-and-effect relation-
ships.® For instance, information capital has an impact on the
decisive internal processes from the angle of creating value for
customers, reducing the costs of realizing processes, or both.
As atesult, income growth, the reduction of operational costs,
or'both translate directly into the value of an enterprise, which
is monitored by certain financial indicators grouped in the
financial perspective.

* Potential value. The value of intangibles is potential—that
is, it can be used to create the value of a company, but the
investment itself in those assets does not make the value grow.
Investment in intangibles that support internal processes but
do not increase revenue from customers may even generate
unexpected costs and reduce the value of the company.

o [Integration. Intangibles hardly ever create value themselves,
so they have to be integrated with other assets from the same
perspective. For example, investments in information technol-
ogy (IT) bring results only if they are integrated with training

and suitable motivational programs for employees.°
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BUSINESS INTELLIGENCE AND VALUE-BASED MANAGEMENT 105

e Time. The potential value chain generated by intangibles is
strongly time dependent. The primary competitive advantage
gained by the implementation of an innovative I'T system.may
be rapidly lost if the competition imitates it. If intangibles are not
properly managed, they may become outdated very fast, and that
may have a negative influence on the value of an enterprise. The
classic example is the implementation of an electronic ordering
system by American Hospitals Supply, which initially generated
superb financial results. However, after a few years, due to obsolete
technology and the lack of modernization, it reduced the com-

pany’s market position and hindered its development.”

6.1.2. Information Capital

Attitudes toward the use of IT such'as Bl in enterprises vary from an
enthusiasm for IT to disappointment and harsh criticism. I'T has become
so ubiquitous that the services and products it produces have become
almost invisibler An even stronger charge against IT is the argument that

we are witnessing the twilight of the strategic value of IT systems.® Among
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Figure 6.1. Role of intangibles in the strategy map.

Source: Based on Kaplan and Norton (2004).
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106 BUSINESS INTELLIGENCE

such critical voices, Lester Thurow’s reflection’ seems to be particulatly
important, despite being somewhat overstated: “There are single cases,
where new technologies contributed to production growth and reduetion
of costs. However, when it comes to more general statements, there is no
unambiguous evidence that new technologies enhanced productivity and
profitability.” Such a firm conclusion is based on situations.in which IT
systems are implemented without being clearly linked to enhancing the
value of the company. Having said this, it should be stressed that the fail-
ure to implement IT technologies properly does not automatically imply
that they have no influence on the competitive advantage of a‘company.
Instead, we should pay attention to the revolutionary impact of IT on
the contemporary economy. Such criticism seems to emphasize how dif-
ficult it is to select, implement, and keep appropriate I'T solutions up and
running. The recent rapid developmentof IT systems implies countless
classifications and attempts at their synthesis: Kaplan and Norton sug-
gested the division of information capital, as is shown in Table 6.1. IT
infrastructure allows for the application of two basic kinds of programs:
transactional and analytical systems. Both can be the basis of transforma-
tion applications, which determine the business model of the company.
Analytical applications—that is, BI systems—are information capital.

Case Study 6.1 shows a strategic map for a chain store.

Table 6.1. Information Capital

Category Description

Transformation | Systems that modify and determine the business model of the
applications enterprise.

Analytical Systems that promote analysis, interpretation, and sharing of infor-
applications mation and knowledge: business intelligence system.

Transactional Systems making repeatable transactions that support the company’s
systems core business processes. The most popular examples in this group are

IT management systems, ERP, or customer account banking systems.
Technologically, such systems are constructed by database manage-
ment systems and application servers, which ensure security and
cohesion of online transaction processing (OLTP).

Technological Technologies (such as computer hardware and software), network
infrastructure infrastructure, and adequate security and quality standards, etc. They

are necessary to use and keep I'T applications up and running.

Source: Based on Kaplan and Norton (2004).
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BUSINESS INTELLIGENCE AND VALUE-BASED MANAGEMENT 107

Case Study 6.1

Here is a fragment of the strategy map for the chain store ALFA (see fig-
ure 6.2), which was devised from the company’s strategy (see Case Study
1.1), which includes the following:

o From the perspective of learning and growth, implementation of the
managerial dashboard and application of data-mining methods
o From the perspective of internal processes, improvement of logis-

tics processes, merchandising optimization, and cost control

Economy value

Growth strategy

advartage based on the low prices and svadabilty

I Increase of the margin per shop

] Anvtensve growen <

o Product attributes: Image:

Cheap shop

Internal
Parspective

:hain management
secn the market

asket analysis
it management

nal hops

for employees

Learning
Growth

Implementation of the

Applying advanced data Jll Employmentfor the
management dashboard 5

mining t bus analyst
Figure 6.2. The ALFA chain store strategy map

Source: author.

6.2. Implementation Methodology

As mentioned before, even the most technologically sophisticated BI
alone will not enhance the value of the company alone. It is crucial to
connect it with the internal business processes of the company (see Fig-
ure 6.3) and take into account the organizational context and the human
factor.'” The implementation methodology of a BI system should then
meet the following conditions:
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Figure 6.3. Indirect enhancement of value by implementing BI.

Source: author.

1. In the context of indirect and potential enhancement of value, it
should employ business process reengineering'' and should have a
positive influence on the value of the company.'?

2. As for the human capital and organizational context, it should relate

to change management:

Meeéting these conditions (see Figure 6.4) is a prerequisite for the suc-

cessful implementation of a BI project. If you want to show the relationship

Business Process
Reenginering Methodology

—

Data Warehouse

Company

Methodology (Organization)

=l

ROI Estimation

yuswabeuely 108loid pue WD

Figure 6.4. Holistic approach for the methodology of BI implementation.

Source: author.
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to the economic value of the company, it is vital to adapt the whole to the
strategy of the company and draw up clear-cut guidelines on the estimation

of return on investment (ROI)." It should consist of two stages:

e Stage 1: Analysis (see Figure 6.5)
* Phase 1: Reference to the strategy
* Dhases 2-3: Business processes reengineering
* DPhase 4: Recommendations
* Stage 2: Implementation (see Figure 6.6)
* Phases 5-6: Implementation of recommendations
* Phases 7-8: Use and analysis of ROI

The link between stages 1 and 2 (from phases 4 to 6) is the man-

agement board strategic decision to implement the BI solutions devised

by reengineering of the business processes. In most cases, it will be the

Strategy

Phase 1: Identifying processes that are going to be streamlined or drawn up in accordance with the
company’s strategy.

Phase 2: Describing the processes as they are now (AS_IS); defining critical success factors (C5F)
related to the realization of processes and key performance indicators (KP1).
In case of completely new processes modeling: design the final process flow (TO_BE).

I

Phase 3: Designing a map of processes in order to determine connections and optimization of the
problem called trade-off, that is, a potential contradiction between interlinked but individually
modernized/built processes.

Phase 4: Designing the modernization/improvement of the process (TO_BE) so that it meets CSF but
minimizes trade-off. Preparation of recommendations (strategic initiatives), including decisions
about implementation of IT systems.

Decision about the
implementation of the Bl
system

Figure 6.5. Stage 1: Analysis—referring to strategy and process
reengineering.

Source: author.
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Decision about the
implementation of the BI
system

A4
Phase 5: Selecting an adequate IT solution; analyzing feasibility and optionally prototyping.

I

Phase 6: Verifying the concept of business requirements; implementing the IT system so that it
supports/automates the TO_BE process flow and takes into account issues connected with change
management.

Phase 7: Using the system in compliance with certain organizational procedures, including mainly
how it translates directly into business operations.

I

Phase 8: Conducting a post implementation review, including estimation of ROl by measurement of
certain key performance indicators before and after the implementation.

Potential growth of economy
value

Figure 6.6. Stage 2: Implementation and use of the system.

Source: author.

implementation based on the data warchouse approach, as described in
chapter 2. A review of the most common methods for implementing data
warehotuises can be found in O’Donnell’s'* and Adelman and Moss’s"
studies. The elassic example is the SAS Rapid Methodology'(see Figure
6.7). 6.8 shows how the results of the reengineering of business processes
ate transferred from the PROMET BPR methodology (from stage 1; see
Figure 6.5) to the SAS Rapid Methodology (to stage 2; see Figure 6.6). If
the system is designed to provide managerial information through online
analytical processing (OLAP) tools, the integration is based on the fol-

lowing chain of connections:

strategy —> processes —> critical success factors (CSFs) — key performance

indicators'” — implementation of the managerial information system

If the implementation of the strategic initiative requires the use of

advanced data-mining techniques, then for phase 6 (see Figure 6.6)
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} Assessment

} Requirements analysis

Feasibility analysis

Determination of business
requirements

Designing of a logical model
of a data warehouse

Review/verification

Implementation of the data

Deployment

S A T T
Ongoing administration and
maintenance

Implementation

Figure 6.7. Stages of data warehouse designing.

Source: Based on SAS (2000).

Reengineering methodology of iology of data warel

processes (BPR PROMET) implementation (SAS Rapid)

Preliminary analysis: Assessment:

Business strategy —® | Business goals

List of processes

General business
requirements

W

Macro designing:

Critical success
factors

Micro designing:
Performance
indicators \ Requirement analysis:
Specification of \t Detailed b 55
>
reports 4 requirements
Cost analysis

Figure 6.8. Linkage between the reengineering methodology of
processes and the implementation methodology (PROMET BPR
versus SAS Rapid Metholdogy).

Source: author.
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112 BUSINESS INTELLIGENCE

you will have to use of the specialized methodology of data-mining
methods (i.e., the cross-industry standard process for data mining,
or CRISP-DM).'® The transformation process from data in a data
warchouse to potentially useful knowledge produced by means of
CRISP-DM is shown in Figure 6.9 (sce also chapter 4). It should be
stressed that the aforementioned methodology (from reference to the
strategy of the company to the evaluation of business profits from
the BI implementation) is the most appropriate if the company has a
clear-cut strategy. In such a strategy, business processes are identified
first, and then the most suitable recommendations for.BI application
are matched to them. However, in practice, companies usually do not
have a clear strategy for IT development, and investment decisions
are made ad hoc, based on the principle “let’s implement system x in

department y.”"

Understanding

Data
Understanding

Deployment

o Modeling

Evaluation

Figure 6.9. Phases of the CRISP-DM process model.

Source: http:/[www.crisp-dm.org/Process/index.htm
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6.3. Levels of Support of Business Processes

IT systems support business processes by means of the following/levels
(see also chapter 3):%

* Automation. The process already exists, but it is/automated,
and parameters such as cost, time, and optionally quality and
flexibility are improved.

 Improvement. The process already exists, but it is improved.

e New process. The process did not exist before.

Each level of support will be discussed in the context of the previously
mentioned four standard critical success factors (CSFs): time (duration),

cost, quality, and flexibility (see chapter3).

6.3.1. Automation

Automation of a business process decreases duration and improves the
quality of generated products. For an illustration of the effect of automa-
tion on reporting activities(in controlling process), see the description in
Table 6.2 and the summary of business benefits in Table 6.3.

Examples of critical success factors for the automation of reporting are
quicker reporting.and its high value, which are measured by the follow-
ing indicators, respectively: delivery time of the report and the number of
errors (see Figure 6.10). Improvement of both indicators can be directly
used to estimate the reduction of costs, which along with the implementa-
tion cost can serve as the basis for the financial assessment of this invest-

ment. However, from the businesses’ point of view, the automation of the

Table 6.2. Example: Automation of the process.

Process Automation of the sales results reporting in the controlling process
Sector Distribution and trade
Description Implementation of the online analytical processing (OLAP) reporting

system, which uses data warehouses and replaces manually generated
Excel reports.

Table 6.3 shows potential benefits from transition from AS_IS (Excel)
to improvement TO_BE (OLAP tools).

Source: author.
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114 BUSINESS INTELLIGENCE

Table 6.3. Business Profits From the Automation of Reporting Processes
Process CSF | Potential profit

Cost Less people involved in preparing the report — reduction of costs

Quality Less errors, higher quality of data, more thorough drill-down analysis,
better visualization —

® More comprehensive knowledge about the business issue’— poten-
tial influence on income growth

e Avoidance of time-consuming error correction — reduction of costs

Time Much less time spent on preparing the report —

e Earlier knowledge about business events, more time for the analy-
sis, or both — potential influence on income growth

e Reduction of costs

Source: author.

@ Time of delivery = X @ Time of delivery = X - 20%
© No of errors=Y @ No of errors = Y - 25%
A A
- - k.
Analysis AS_IS TO_BE Implementation
Before: excel After: OLAP

Figure 6.10. Example: Measurement of the automation of report
preparation.

Sourte: author.

business process is the most obvious, but simultaneously the most dubious,
way of using I'T technologies. And then “the application of IT technology
implies the automation of the process and consequently leads to its greater
promptness. Automation of the process is the lowest level of change that
can be accomplished through IT application.” The ROI can be contro-
versially long, particularly if the implementation was costly, whereas the
value added may seem to be hardly perceptible. Illustrative of this kind of
BI application is the implementation of reporting systems in compliance
with international accounting standards. In large corporations, the prepa-

ration of consolidated reports is likely to be such a time-consuming and
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onerous task that the automation itself of such a process, which-allows for
the reduction of the human capital involved and improvement of the qual-

ity of reports, should be a rational justification for the implementation.

6.3.2. Improvement

The improvement of a business process consists of the.modification of
either the process itself or the manner in which the tasks are performed.
As a result, the process becomes more effective. Unlike the automa-
tion of the process, where generally the process and its products remain
unchanged, in the case of improvement, the end result of the streamlined
process can be much better. As the example of the OLAP system shows,
the proper use of a new reportingsystem can also serve as an example of
improvement, such as when a-manager takes advantage of the analytical
capacity that gives him a deeper understanding of business events (see
Table 6.4). Another example of the improvement of a process is the mod-
ernization of the planning process (see the description in Table 6.5 and

summary of business benefits in Table 6.6).

Table 6.4. Business Benefits From Improvement of the Sales Analysis

Process
Process CSF | Potential benefit
Flexibility Possibility to generate queries ad hoc and nonstandard analyses —

o Additional knowledge about business events — potential influence
on income growth

® Quick preparation of additional report (e.g., by drilling down and

rolling up) — reduction of costs

Source: author.

Table 6.5. Example: Improvement of the Process

Process Improvement of the process of planning demand

Sector Production and sales of fast-moving consumer goods

Description Implementation of the system generating support for the process of
sales forecasting (demand planning) by means of econometric forecast-
ing techniques

Table 6.6 shows the potential benefits from the transition from AS_IS

(forecasting based on intuition and experience) to improved process

TO_BE (making use of results of an econometric model)

Source: author.
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Table 6.6. Business From Improvement of the Process of Demand
Planning

Process CSF | Potential benefit

Cost No direct reduction of the cost of planning the process

Quality More precise forecasting —
e Long production cycles = reduction of production costs
o Less stores — reduction of storage costs

® Minimization of out-of-stock items — income growth

Time Much less time spent on generating a forecast < potential income
growth
Flexibility The taking into account of additional factors (e.g.; promotions,

modified past data) — reduction of costs, potential income growth,

or both

Source: author.

The improvement of business processes isithe most common way in
which BI supports the management of a company to potentially enhance
its value. In fact, almost all the'examples of its application shown in chap-
ter 3 (Tables 3.15, 3.16, 3.17, 3.18) and chapter 4 (e.g., Table 4.6) are

related to the improvement of processes.

6.3.3. New Process

Innovation in an enterprise—that is, the implementation of cutting-edge
IT solutions—may demand a new business process that will fit into the
company’s existing internal processes. Usually, this process does not exist
yet bécause it cannot function effectively without IT systems. This is typ-
ical of IT-driven processes, the existence of which depends on IT. Let us
consider this issue by examining the example of the implementation of a
marketing campaign management system (see description in Table 6.7).
As opposed to automation and improvement, in this case, you cannot
show the difference between AS_IS and TO_BE because AS_IS does not
exist when you create a new process (see Figure 6.4). Therefore, it is not
possible to directly show the reduction of costs. Instead, the whole invest-
ment analysis focuses on an estimation of potential income growth. Here
investments are usually connected with the implementation of transforma-
tion applications. Let us additionally consider the example of using market

basket analysis (see Figure 6.11) to show the estimation of ROL You carry
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Table 6.7. Example: New process.

Process Marketing campaign management system in order to reduce the num-
ber of customers who leave to competitors (churn)

Sector GSM telecommunications

Description Implementation of the marketing campaign system targeted at
customers who are likely to leave and go to theit competitors. The
identification and offering of the most approptiate service to such
customers demand the application of advanced analysis and data-
mining techniques on great volumes of data registered in the billing

system. This cannot be put into practice without Bl tools.

Source: author.

out comparative rescarch—that is, you compare stores in which associations
between products in a market basket are analyzed and adequate operations
are performed with stores in which such actions have not been taken. You can
calculate an average market basket for both the first and second groups and
consequently estimate the ROL This will be further discussed in section 6.4.

Those examples reflect the business process reengineering approach,

according to which “the real power of technology is not about improvement

Sales team
Upseling | <1 | training

Potential increase of the sales amount

Figure 6.11. Analysis of the market basket as a new business process.

Source: author.
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of old processes, but about enabling companies to give up old principles
and create new ways of doing their work, that is reengineering.”* That’s
why companies are often advised to use the process reference models imple-
mented in IT systems (especially in enterprise resource planning systems)
because they reflect the best business practices. These reference models are
based on the experiences and knowledge of enterprises that participated in
the implementation of earlier versions of the system. This is a kind.of natu-
ral evolution of change in the organization during the implementation of

an IT system, including BI implementation in particular.

6.3.4. Summary

There are three ways in which you can link BI with business processes:
automation, improvement, and creation of a new process. It should be
stressed that you can link BI with main (output), supporting, and mana-
gerial (controlling) processes, as they were defined in chapter 3. The last
one plays a crucial role in BI applications, as they may be called metapro-
cesses, or processes that manage other processes. If you manage processes
through key performance indicators (see chapter 3), you seem to natu-
rally use BI tools! Although these days Bl is normally used for controlling
purposes,” the ‘question of the cost of a controlling system versus the

benefits of its implementation still needs to be addressed.

6.4. BI Implementation:
Estimation of Return on Investment

The relationship between a company’s value and the implementation of
an IT system (including a BI system) may be proved if the implementa-
tion is interpreted as an investment project. If the potential increase of a
company’s value due to an investment project is measured by net present

value (NPV), a direct relationship can be observed:
NPV > 0 — potential increase of company’s value.

We can talk here only about the potential increase of value because a con-
crete investment project does not exist in a vacuum. Quite the opposite,
it shares resources with other processes and coexists with other invest-

ment projects. And that’s why the project itself may be successful as an
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investment, but at the same time it may lead to losses in otherareas (e.g.;
by key workers being overloaded with work), which result in a decrease in
the company’s value.

The financial interpretation of BI projects was first thoroughly dis-
cussed in an article by Steve and Nancy Williams.** From a financial
point of view, the implementation of I'T systems is a.material investment,
in which both basic and advanced profitability assessment methods can
be employed. In practice, only basic methods are used: ROI, payback
period, and discount methods, such as net present value, internal ROI,
profitability ratio, and discount payback period. The'interpretation of
NPV is shown in Figure 6.12; the inyestment cost is in following years
compensated by discount cash flows. The main problem with using
financial investment assessment methods is the necessity to forecast the
effect on the cash flow by a given investment. Such forecasts by defini-
tion have a wide margin of error. Positive cash flow can be generated by
reducing costs (as in the example of a reporting system), and cash flow
is relatively easy to estimate in the case of I'T investments. However, cash
flow resulting from ‘profit growth (as'in the example of a profit forecast-
ing system) dsextremely difficult to estimate. The profit growth depends
on a combination of many factors that influence it at the same time. It
is a highly complex issue to formally single out which of those factors
increased profit and measure their share in the profit growth.

Another problem is an attempt to formalize factors that cannot be
measured. As the example of an OLAP system shows (see Table 6.4),

the accurate use of a new reporting system may give a manager a deeper

60

aall

-20

NPV

a Cost @Cash flow

-40

-60

-B0

Time
Figure 6.12. Calculation of NPV.

Source: author.
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business insight. Let us assume that a sales manager finds out the next day
rather than one week later about an unexpected growth in sales of agiven
product. Are we able to estimate the value of such information obtained
a few days earlier? If adequate operations are performed, we may reduce
so-called lost sales. And here the problem emerges of how we can measure
the value of information. Let us consider the most vital problems that

have an influence on the value that is attached to information:

1. Amount. The classic measurement of the amount stems from
information theory (Claude Shannon’s definition) and is based on
entropy, which is of no use in business applications. In economic
terms, the amount of information (value) should refer to practical
value based on the extent to which it.can satisfy human needs or to
exchange value, that is, the possibility to exchange information for
other goods.

2. Accessibility. The value of information decreases when an increasing
number of people have access to it.

3. Credibility of the source. The value of information depends on the
credibility of a provider.

4. Usability. The value of the information increases if a recipient can
use it for practical purposes.

5. Quality. There is a relationship between the value of information
and its quality, thatis, whether a given message is true and complete.

6. Context. Experimental research proves that the subjective value
of the information is subject to an endowment effect,” in which
the value of a good in a salesperson’s eyes is higher than in a pur-
chaser’s eyes.

7. Life cycle. The value of information depends on the time within
which it is delivered to a user. Outdated information is usually
worthless.

8. Possible applications. Information is of greater value if the same infor-
mation can be simultaneously used by different people in an organi-
zation in different ways.

9. Information symmetry or asymmetry. It is a paradox that unless a pur-
chaser obtains the given information, he or she does not know its
content, but when it is revealed, he or she may not be interested in

paying for it. It refers to the thesis according to which information
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is an experience good, which means that it can be discoyered exclu-

sively through use.?

Economic models, which deal with difficult but significant problems, are

still in the pipeline; here David Lawrence’s monograph is recommended.”

6.5. Change Management and
the Role of Human Capital

To measure the NPV, you naturally assume a certain ideal situation
in which the implementation of an IT system is chosen wisely and is
effectively used in a company. However, in practice, it too often hap-
pens that even the most appropriate decisions concerning technological
implementation designed to enhance the company’s value may turn out
to be completely unwise if they are not effectively integrated with busi-
ness processes, are rejected by users, or both. Technologies have to be
accurately employed in‘order to support a concrete business process and
should take into account the human factor; this is change management.
As we know,-intangibles hardly ever enhance the value of a company by
themselves. They usually have to be combined with other assets from the
same perspective. Reality often proves this thesis, and adequate change
management is fundamental to the successful implementation of IT
systems that support management. The implementation of IT systems
based on useful project management know-how is now something obvi-
ous, but it is not enough to attain the final aim of the enhancement of
acompany’s value. And that’s why it is so important to manage change
propetly. In practice, this issue is usually ignored or treated intuitively
without any methodological background. Change management aims to
support the systematic human aspects and other critical factors for the
success of the project, such as top executive support, team management,
assessment of participants, and a proper communication between them.
Participants are groups or people from within and without a company
who have a direct influence on the project’s advance, are under its direct
or indirect influence, or both. Table 6.8 shows the tool designed to iden-
tify the participants and the relationships between them according to the
PROMET Change Management methodology of the IMG company.

The issue described in this chapter is combining information capital with
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human and organizational capital—that is, the specific psychology of the
implementation and use of IT systems. Users should perceive this imple-
mentation as added value resulting from the BI tool’s usability, prestige,
personal development, interest in technology, and so on. This issue may
particularly gain importance in the future, when IT systems begin to
directly influence managerial decisions.

The proper “immersion” of IT in an organization means the complete
symbiosis with human and organization capital in terms of learning:and
development perspective of the balanced scorecard. In this context it is
important to discover adequate CSFs. Here, apart from basicindicators
such as quality, time, and cost (see CSF 1-2 in Table 6.9), “soft” indica-
tors emerge concerning business applications and the users’ involvement
(see CSF 3-4 in Table 6.9).

Finally, it should be stressed that a-decision maker should refer to the
company’s strategy by making use of a strategy map that indirectly con-
nects the investments in IT technologies with the strategic aims of the

company. First of all, it is fundamental to understand how the company’s

Table 6.8. Tools for Identifying Paxticipants of the Project

Document

Description

List of participants

[t describes the roles and functions of participants.

Map of participants

It shows the roles of participants and the relationships be-
tween them. It serves also as a system of early warning against
potential sources of conflict.

Relationships between
participants

[t describes what the relationships between the participants
on the map are.

Matrix of opportunities
and threats

It shows potential threats and opportunities for each of the

participants. [t should be verified after each stage.

Diagram of project

It shows how the participants and other factors, such as

environment resources and other projects, influence the project and con-
tribute to its success.

Communication It describes the information that must be exchanged between

strategy the participants and tools that facilitate it. The main aims of

the communication strategy are

e well-developed information policies,
¢ involvement of all target groups,

® communication tools optimization,

® smooth information exchange.

Source: Based on PROMET (1997).

This document is authorized for use only by Ching Yang at University of Wales Trinity Saint David until April 2014.
Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617.783.7860.



BUSINESS INTELLIGENCE AND VALUE-BASED MANAGEMENT 123

Table 6.9. Demonstration of the CSFs and KPIs for the
Implementation and Maintenance of IT Systems

1. Proper realization of business ® Percentage of proper realization of user
requirements requirements

® Results of quality control tests

2. Effective use of budget and ® Percentage of budget spending relative to project
accessibility of the system in the | advance (earned value)

accurate time

3. Understanding and full use by | ® Ratio of users who work in reality to allocated
business users ones
® Number of successfully done trainings

® Amountof use of nonstandard functions

4. Satisfaction of end users ® Questionnaire results

Source: author.

value is enhanced, but it also. may show competition between depart-
ments and this “office’politics” may be to the detriment of a department
or to the business as'a whole. This was previously mentioned as a trade-off
problem in classic nonprocess'organizations. Real life shows that building
an effective strategy map is extremely difficult, particularly in the con-
text of development and internal processes. And that’s why presidents of
companies usually follow their intuition when making fundamental and
far-reaching decisions, whereas the strategy map and NPV estimations

only support strategic business decisions.

6.6. Conclusions

At present, the application of Bl systems and their influence on the
enhancement of a company’s value are not simply the subject of academic
deliberations. These systems are employed in many companies, and in some
cases they decide their competitive advantage. Indeed, you can compete by
using cutting-edge BI techniques. Thomas Davenport and Jeanne Harris’s
book?® summarizes several years of observations and research in that respect
in the American market. According to the authors, a company that com-
petes against others by using analysis is an organization that has one or
more distinct capacities on which its strategy is based. As a result, it uses

advanced analytical techniques of both quantitative and qualitative data
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and decision-making systems to support these capacities. A unique exam-
ple of such an approach is Netflix, a mail-based DVD rental company.?

In conclusion, BI systems can have a positive influence on a'compa-
ny’s value by supporting managerial decisions when you reasonably take

into account the following factors:

1. Indirect enhancement of a company’s value. BI systems are poten-
tially able to generate business value through a complex chain of
cause-and-effect relationships, from the learning and development
perspective to the financial perspective.

2. Accurate integration of BI systems with business processes. Real life
proves that even accurate decisions about implementation of BI sys-
tems, which should theoretically enhance a company’s value, may
turn out to be poor if those systems.are not properly integrated with
business processes.

3. The human factor and accurate change management. These help to
propetly combine the technological aspect of implementation with
human and organizational capital.

4. Effective selection-of key performance indicators, which allows for
reliable business processes management and consequently reliable
estimation of the ROI.

5. Difficulty with the estimation of the value of managerial information,
which is quite often the main value of BI systems. This may result in an

underestimation of the ROI if only measurable factors are considered.

The last case study shows a relationship map of the participants in a BI

implementation project and some of the project’s problems.

Case Study 6.2

A pilot strategic project (initiative), an analysis of a shopping basket, brought
excellent results. Consequently, the project was implemented across the
whole chain of Alfa stores. However, it met with such strong emotional reac-
tions in the company that a professional change management was required
in this area. An external consultancy company devised a map of the key
participants of the project (e.g:, marketing and sales manager, regional man-
agers) and the relationship between them (see Figure 6.13).
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Figure 6.13. The key participants map

Source: PROMET (1997).

As real conflicts and resistance from some managers were discovered,
training sessions were conducted and the results of the pilot project were
presented. It turned out that some of these doubts stemmed from dis-
belief that analytical results (association rules) could be translated into
the real activities of a store. To address this real threat and to be in line
with the project methodology, which requires the integration of the BI
system with business processes, a number of changes were made.

This new process aimed to generate additional sales through cashiers’
activities, who, having observed the content of a given shopping basket,
should offer additional products (see Figure 6.11). The manual for cashiers
was prepared so that they would know exactly how to behave. Formally,
the whole process was designed in accordance with an event-driven process
chain® (EPC), in which all functions in the process, people who perform
the functions, and events were described. One of the main deliverables of
the whole process was the manual for the sales staff. In addition, the sales
staff was thoroughly trained offsite. During this training, the whole pro-
cess, including the way the manual was devised and the statistical grounds
for it, was presented. Furthermore, a rewards system was introduced to

motivate the sales staff to take advantage of the new approach.
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