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CHAPTER 1

Measuring the Business Value of IT

Paul P. Tallon, John G. Mooney, and Marvin Duddek

Abstract Firms have consistently struggled to measure the business value 
of information technology (IT). In an era where IT is transitioning to a 
services model, firms are replacing capital expenditure with operating 
expenditure. The implications for IT business value measurement are sig-
nificant. In this chapter, we examine the state of knowledge about IT busi-
ness value with particular emphasis on established metrics for IT business 
value. We then consider how these metrics might be applied to cloud- 
based services. The move to a services model further provides an opportu-
nity to consider IT business value in a new light by considering how cloud 
technologies enhance IT agility, how firms can monetise their data, and 
how firms now have greater flexibility around IT use than ever before.
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1.1  IntroductIon

In an era defined by rapid adoption of information technology (IT) services 
and increasing volumes of data, senior IT executives continue to emphasise 
the need for measuring and managing the business value of IT investments 
(Kappelman et al. 2019). Annual surveys of top IT executives by the Society 
for Information Management (SIM) attest to significant growth in IT 
spending as a percentage of revenues with IT spending growing from 3.8% 
of revenues in 2008 to 5.9% in 2018 (Kappelman et al. 2019). The com-
position of IT spending has also shifted over time, reflecting the adoption 
of cloud-based IT services and the associated shift from viewing IT invest-
ment as capital expenditure (CapEx) to operating expenditure (OpEx). 
While data analytics and cybersecurity are among the largest categories of 
IT spending, spending on cloud computing (Software-as-a-Service—SaaS, 
Platform-as-a-Service—PaaS, and Infrastructure-as-a-Service—IaaS) is 
growing and expected to outpace other areas of expenditure in the coming 
years (Kappelman et al. 2019). This shift will create opportunities for CIOs 
to rethink how they allocate IT resources. It also puts pressure on CIOs to 
think about how they should justify and manage new areas of IT spending. 
In the past, IT projects were required to undergo a significant and often 
time-consuming budget approvals process. However, the move to cloud 
computing means that IT investment is no longer up-front but rather dis-
tributed over time based on resource utilisation. The net result is that the 
determination of IT business value has become less of a preoccupation for 
CIOs and business executives when IT spending—like a subscription for 
cloud-based services—is regarded as OpEx rather than CapEx. Yet, the 
overarching question still remains: how can CIOs assess the business value 
of IT when IT is provisioned and utilised as a service in the cloud? In this 
chapter, we explore this question by looking beyond current IT business 
value measurement to ways of evaluating the unique benefits that flow 
from cloud- based IT services. Much of the benefits of cloud computing, 
we propose, are found in the ability of organisations to use cloud comput-
ing to scale and adapt IT services and to generate process agility through 
systems development, deployment, and retirement, thereby providing a 
greater range of IT support and flexibility to critical business functions.
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1.2  FInancIal approaches to MeasurIng 
BusIness Value

Managers have long been advised to think about IT investments through 
the lens of capital budgeting: an IT investment calls for an initial capital 
outlay which is followed in later time periods by a stream of predictable 
benefits that can be modelled as incremental cash flows. Discounting—
adjusting for the time value of money—can then be applied to produce a 
true measure of value. In Table 1.1, we summarise standard metrics that 
IT executives have long considered necessary to help managers compute 
and articulate the business value of IT. Yet, as Tallon and Kraemer (2006) 
note, the often intangible nature of some IT benefits such as enhanced 
customer satisfaction or improved employee morale present intractable 
cash flow measurement challenges, making it progressively difficult for 
CIOs and their business partners to accurately determine IT business value.

Recognising the complexity of expressing various IT impacts in terms 
of incremental cash flows, researchers have turned to alternative metrics to 
get closer to the actual impacts themselves. These researchers suggest 
using process-level perceptual measures of business value rather than firm- 
level financial measures. Tallon and Kraemer (2007), for example, con-
clude that perceptual measures are a valid proxy for non-existent or 
hard-to-find financial measures of IT business value such as those in 
Table 1.1. Thus, as we turn to the question of how to compute IT busi-
ness value in an era of cloud services, we can apply findings from the extant 
literature to propose that perceptual measures are a reasonable way to 
consider IT business value and that measuring IT business value at the 
process-level is preferable to pursuing more aggregated firm-level financial 
measures.

1.2.1  OpEx Measures of IT Business Value

Unlike traditional IT investments that are ordinarily regarded as CapEx, 
spending on cloud-based services using subscription or usage-based pay-
ments are treated as OpEx. As such, payments are directly expensed in the 
income statement in the time period in which the service is consumed. 
Unless the user has purchased physical hardware or software which is 
hosted by the cloud provider, the user does not own any IT assets. Absent 
an IT asset, nothing appears on the balance sheet. This fundamentally 
alters the conversation around the use of NPV, ROI, IRR, EVA or payback 
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Table 1.1 Standard IT investment evaluation metrics

Description of metric

Net Present 
Value (NPV)

NPV is one of the foremost financial key performance indicators (KPIs) 
used to evaluate large, capital-intensive IT projects. NPV relies on 
accurate cash flow projections extending over the life of the project, 
alongside a discount rate which is used to account for the time value of 
money. Project approval depends on obtaining a positive NPV. IT 
projects can also be compared with one another using NPV whenever 
firms need to ration scarce IT capital.

Return on 
Investment 
(ROI)

ROI is an accounting-based ratio that compares total project income to 
the level of project investment. ROI does not take account of the time 
value of money, meaning that projects with a longer-term return window 
would be treated on par with projects that generate equal returns over a 
shorter time period. Similar to NPV, the accuracy of ROI calculations 
depends on being able to identify the scale of future cash flows arising 
from an investment.

Payback 
period

The payback period is a simplistic method that calculates the time needed 
for a project to breakeven (recover its investment costs). In a risk averse 
firm, managers may gravitate towards IT projects with a shorter payback 
period. In practice, payback should not be used in isolation but rather 
alongside other metrics that take account of project risk and that consider 
the flow of benefits beyond the end of the payback period.

Internal Rate 
of Return 
(IRR)

Given all future cash flows and an upfront investment for an IT project, 
IRR is the discount rate that would return a value of zero for NPV. IRR 
can be considered the true rate of return in that it takes account of the 
time value of money and the flow of value over time. IRR can be 
benchmarked against desired or minimum rates of return, including the 
weighted cost of capital.

Economic 
Value Added 
(EVA)

EVA—also called economic profit—is a measure of residual value 
generated by a project after deducting the cost of invested capital. Since 
all capital can be allocated to different ends, EVA argues that projects 
should be assessed an investment cost. This allows for a more equitable 
comparison if managers are in a position to pick from different IT 
projects with unique rates of return.

Total Cost of 
Ownership 
(TCO)

TCO captures a multitude of different cost items in a single metric such 
as the cost of hardware, software, and services, allocated per application, 
user, department, etc. TCO can also be represented as a cost per period 
of time. TCO does not take into account the benefit or value to the 
organisation of using the underlying resource and is, as such, a 
questionable metric unless accompanied by other metrics such as ROI, 
NPV or payback period.

Source: adapted from Keen and Digrius (2003)
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metrics since there is no initial capital outlay in the way that we normally 
expect an upfront outlay to apply these traditional measures. Any initial 
outlay is replaced by a stream of payments over time. Unless these 
payments are predictable as in the case of a fixed subscription price model, 
it can be difficult to use discounting (as one would with NPV or IRR) to 
obtain a clear view of the real cash outflows.

In order to fully appreciate why these metrics are problematic in a cloud 
setting, it is useful to understand why IT projects have traditionally been 
characterised by large upfront capital outlays that are then depreciated to 
zero over multiple periods of time. Before the availability of large scale IT 
resource sharing, organisations had to acquire and own their IT resources. 
Once the demand for IT resources was established, that IT resource 
demand could be met with dedicated assets. The rise of server sprawl was 
an unfortunate albeit predictable side effect of this process if requests for 
new applications, for example, led to the creation of dedicated servers 
(McFarlan and Bartlett 2002). If security, trust and data privacy were con-
cerns, it was often seen as better for firms to use dedicated internal IT 
resources rather than using shared IT resources, either internally with 
other departments or employees or externally with third parties. 
Provisioning of dedicated internal IT resources was further complicated 
by the need for these resources to satisfy peak demand. Since the level of 
IT resources could not scale easily or quickly, anticipated spikes in demand 
for IT resources meant that firms had to raise their initial IT investment to 
the level necessary to satisfy the projected peak, and then carry that excess 
capacity (and its associated costs) through periods of reduced demand. 
The net effect of this approach to resource management was to dilute the 
level of IT business value since some portion of the IT resources lay idle 
for significant periods yet these resources had to be purchased, managed 
and would continue to depreciate in value over time, regardless of 
actual use.

Cloud-based services with their focus on OpEx rather than CapEx 
transform this dynamic of provisioning IT resources. When firms are faced 
with the question of whether to build or buy IT functionality, it is increas-
ingly likely that they will buy standardised IT resources off-the-shelf in 
ways that they can quickly scale usage of the resource. Effectively, the rise 
of cloud-based “IT-as-services” means that the supply of IT resources 
should always equal the actual demand for IT. From the perspective of 
alignment or fit between IT and business strategy—a perennial concern 
for CIOs (Kappelman et  al. 2019)—the availability of on-demand 
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cloud-based services means that firms’ IT resources are more likely to be 
persistently aligned with business needs than if they were to build and 
manage internal IT resources with their attendant delays in responding to 
IT demands.

Since classic CapEx-based metrics are unable to capture the full portfo-
lio of benefits from cloud-based solutions, CIOs must search for alterna-
tive ways to evaluate IT projects. In so doing, they have an opportunity to 
look outside the strict boundaries of incremental cash flows. There may be 
intangible benefits—often ignored in NPV and IRR calculations—which 
can be as valuable and as desirable as tangible benefits. In order to give a 
full accounting of IT business value in a cloud-based IT services environ-
ment, we must be able to correctly identify such impacts, notwithstanding 
the difficulty of finding or measuring them (Hares and Royle 1994; Keen 
and Digrius 2003). Some of these qualitative IT benefits are sought in 
traditional IT investments also, notably improvements in customer satis-
faction, employee morale or product and service quality (Hares and Royle 
1994, p. 206). When identifying IT business value derived from the utili-
sation of cloud computing, there are some very specific impacts that can 
be evaluated, notably:

 1. Resilience: a risk-based measure that speaks to system reliability and 
availability.

 2. Speed of Deployment: since deployment tends to lag any decision to 
deploy IT resources, this measure assesses the ability of IT to respond 
to changes in the demand for IT.

 3. Scalability: describes how easily and quickly incremental IT resources 
can be added to (or removed from) the portfolio of IT resources 
available to distributed users.

 4. Organisational Agility: describes how easily and quickly organisa-
tions can respond to changes in their business environment and, 
more importantly, at what cost.

The above metrics provide a window into a range of non-financial 
impacts. Unfortunately, it can be difficult to quantify these impacts and so 
the risk of mismeasurement remains. Indeed, it is also possible that firms 
could pursue cloud-based solutions not because of immediate financial 
considerations (cost savings, for example) but rather because they see the 
cloud as enabling them to do things that would otherwise not be possible. 
Moving to the adoption of cloud computing also opens up possibilities for 
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firms to focus more on effective implementation and use of systems and 
information—the I in IT—rather than continuing to attribute value to 
ownership of hardware and software—the T in IT. In the next section, we 
offer a brief example and some detailed discussion on what this might 
mean for organisations.

1.3  Beyond FInancIals: QuantIFyIng non-FInancIal 
aspects oF It BusIness Value

Although the IT business value literature argues that process-oriented per-
ceptual measures are an acceptable proxy for unavailable or difficult-to- 
find financial measures, managers need to recognise that perceptions are 
still subject to individual error and bias. Hence, Tallon (2014) argues that 
IT decision makers may need to rely more on the views of multiple IT and 
business executives at different levels within the organisation in what he 
describes as a distributed sensemaking model. Even if one executive has a 
less than perfect view of how IT is performing, their biased views can be 
balanced by insights gleaned from other executives within the organisa-
tion. Tallon (2014) notes that a key to enabling business executives to 
improve their ability to perceive IT business value is having IT executives 
engage in sensegiving activities. CIOs and the information systems func-
tion can, in an educative role, assist their business peers in ways to think 
about IT business value. They are not telling their business partners what 
to think about IT but rather how to think about IT.  One such exercise 
involves ways to convert intangible views of IT impacts into more tangible 
outcomes (Hares and Royle 1994, p. 206). We review two such methods 
below: Scoring and Value Linking.

1.3.1  Scoring

Scoring seeks to assign weights and values to different outcome criteria, 
making it possible to prospectively analyse and compare IT performance 
under different scenarios (Keen and Digrius 2003). In Table 1.2, we pro-
vide a brief demonstration of what this might look like when comparing a 
cloud-based IT solution to an on-premise solution, using a hypothetical 
set of weighted decision criteria. Scores are simply the product of weights 
multiplied by an estimated grade on a scale from −5 to +5. Grades repre-
sent desirable and undesirable outcomes. In the case of undesirable 
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outcomes such as a rise in risk, incrementally undesirable outcomes can be 
modelled using negative scores.

Although the scoring method is relatively easy to apply, the main chal-
lenge is to cope with each individual’s subjectivity. In order to overcome 
the potential for bias, multiple individuals can be asked what they consider 
to be suitable weights and scores. However, the group must first agree on 
the range of intangible impacts; otherwise, some key impacts could be 
missed. Once the overall structure is agreed, those involved in the process 
may submit their values and an overall weighted score can be determined. 
Interrater reliability scores could then be used to ascertain the degree of 
consistency in the group. Furthermore, it would be beneficial if individu-
als were allowed to discuss their weights and scores so that opposing view-
points can be identified and reconciled (Buss 1983).

1.3.2  Value Linking and Value Acceleration

Value Linking and Value Acceleration are related concepts that aim to 
financially evaluate how the initial intangible benefits attributed to IT 
trickle down to the financial performance of the organisation. Whereas 
Value Linking focuses on the effects that IT has on factors such as revenue 
and cost, Value Acceleration aims to identify the range of one-off or 
unique IT impacts (Parker et al. 1988). In order to examine the second- 
order or firm-level effects of IT, it is necessary to identify the range of 
first-order effects at critical points within the value chain. Different 

Table 1.2 An illustrative example of how scoring can be used to compare IT 
solutions

Decision criteria Weights Cloud-based solution On-premise solution

Grade (−5 to 5) Score Grade (−5 to 5) Score

Enhanced user experience 15 4 60 4 60
Risk of user acceptance 10 −1 −10 −1 −10
Scalability 20 5 100 2 40
Failover scenario 15 5 75 3 45
Level of access to information 10 5 50 3 30
Security infrastructure 20 5 100 3 60
Risk of storing data externally 10 −3 −30 5 50
Total 100 345 275

Source: adapted from Keen and Digrius (2003, p. 126)
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technologies will impact processes such as supplier relations or product 
and service innovation in different ways. So, the secondary effects of IT on 
revenues, for example, can be tied to a host of first-order benefits that tie 
incremental revenues to enhanced IT-led supplier relations or to enhanced 
IT-led product or service innovation. A useful starting point is to trace IT 
impacts back from five broad categories noted by Sassone and Schwartz 
(1986): operations savings, performance improvements, increased sales, 
labour savings, and shorter conversion cycles or to critical business pro-
cesses within the value chain such as supplier relations, customer relations, 
product and service enhancement, production and operations, and sales 
and marketing support (Porter 1985; Tallon 2008; Tallon et al. 2000).

1.4  Beyond QuantIFIcatIon: holIstIc MeasureMent 
oF It BusIness Value

In the end, the determination of IT business value is part art and part sci-
ence. The inclusion of subjective measurement can never be fully dis-
counted since the causal paths along which IT generates value for 
organisations are crisscrossed with any number of factors that can confuse 
the true relationship between IT and business performance. Recognising 
this, the move to cloud-based IT services suggests that managers may 
want to consider more holistic measures than simply trying to link IT to 
financial performance. One way to develop this holistic view of IT business 
value is to recognise that cloud-based IT solutions generate digital options 
that allow organisations to scale or to change direction much faster than 
in cases where the firm owns and runs its own IT resources inside its 
owned and operated data centre (Sambamurthy 2000; Sambamurthy 
et al. 2003). Moving to cloud computing also allows us to recognise that 
at a time when IT services are becoming more standardised, effective 
application of those services to better manage data and business processes 
may emerge as sources of competitive differentiation. Any move to recog-
nise data as a strategic asset that can be placed on the balance sheet has 
been controversial. Yet the literature is beginning to make the case that 
data should be monetised but that it also requires novel forms of gover-
nance (Buff et al. 2015; Short et al. 2011; Tallon et al. 2014). Lastly, one 
could consider implementing a Business Value Index (BVI), as illustrated 
by Intel (Curley 2003). BVI considers IT business value on a two- 
dimensional grid. The first dimension—IT Efficiency—asks how well the 
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proposed IT investment utilises Intel’s established IT infrastructure. The 
second dimension—Business Value—considers the impact of the proposed 
IT investment on Intel’s business. Investments can be scored as low (−1), 
medium (0) or high (+1) on each dimension, meaning that investments 
can be assigned to any one of nine possible positions inside a 3x3 grid. 
Potential investments that score low on one or both dimensions are 
unlikely to be funded, whereas those rated high on one or both dimensions 
stand a greater chance of being funded. Potential investments that fall 
between these two extremes can be postponed to a later period in the 
hopes that IT efficiency and business value might improve, abandoned 
entirely or could be funded in whole or in part based on the availability of 
IT resources and the firm’s risk propensity (Fichman et al. 2006; Tallon 
et al. 2002).

1.4.1  Digital Options in the Cloud

The challenge with assessing IT business value using a capital budgeting 
framework is the need to create a model in which benefits and costs are 
expressed as positive or negative cash flows which are, in turn, restated 
according to the time value of money. Risky projects are discounted at a 
higher rate, making it far less likely they will be funded (Kambil et  al. 
1993; Tallon et al. 2002). If these same IT investments were examined 
through the lenses of digital options, however, it is entirely possible that 
an IT investment with a negative net present value could still have a posi-
tive options value and be funded on that basis. Moving IT to the cloud 
provides firms with a variety of options which are often overlooked when 
using a capital budgeting framework: the option to easily and quickly scale 
an investment, the option to delay a time-sensitive investment, the option 
to fund a small-scale pilot project, the option to cancel an investment 
without penalty or sunk cost, and the option to build out an IT invest-
ment in stages (Fichman et al. 2006). As such, an options valuation frame-
work may be a better way to think about creating and managing 
cloud-based IT investments.

1.4.2  Monetisation of Big Data

The discovery during bankruptcy proceedings in 2015 that gaming data 
housed by Caesars Entertainment was valued at more than $1 billion 
highlights the potential value of data assets that organisations have yet to 

 P. P. TALLON ET AL.



11

include in the assets section of their balance sheets (Marr 2015). Not all 
data assets are equally valuable and yet for a growing number of organisa-
tions, data is increasingly seen as a strategic asset. The cost of creating or 
acquiring data is viewed as an operational expense, meaning that the 
expense is written off in the year in which it is incurred; hence, no portion 
of the cost is capitalised as an asset for inclusion on the balance sheet. 
Despite the fact that data might be worth a multiple of what it costs to 
create, purchase, store, and manage on an ongoing basis, there is no for-
mal mechanism for recognising data as an asset or for determining how 
data assets should be valued on a continuous basis (Tallon and Scannell 
2007). Moving data to the cloud, potentially affords a way to classify data 
according to its usefulness. Data classification attempts to place data within 
a lifecycle curve that extends from the moment of its creation (or acquisi-
tion) to the moment of its death (or deletion). If cloud storage is priced 
according to frequency of access, it is possible to isolate data that is fre-
quently used and likely of higher value to the organisation and data that is 
less frequently accessed and, therefore, of lower value to the organisation.

Besides the question of how data can be valued, there is also the ques-
tion of how data can be used to create value. The literature has previously 
spoken of the effects of IT without separating out the incremental effects 
of technology (hardware, software, and telecoms) from those of data or 
information. That may be about to change with IT transitioning to the 
cloud. Research from MIT’s Center for Information Systems Research 
(CISR) describes how data can be monetised by selling, exchange/barter-
ing, and wrapping. In the case of selling, data can be sold to the highest 
bidder. In the case of exchange/bartering, data may be exchanged for 
something of equal value. Retailers, for example, may be willing to share 
data with third parties who, by aggregating data from multiple retailers, 
are able to uncover insights that may not be discoverable by any one 
retailer in isolation. Data wrapping meanwhile describes how some organ-
isations such as Fitbit can add data and data analytics features or capabili-
ties to their products or services (Wixom and Schüritz 2018). The use of 
cloud computing amplifies an organisation’s ability to do this given the 
need for massive storage and computing capabilities to generate custom-
ised user experiences with data. What this means is that cloud technologies 
have made it possible for organisations to monetise data in ways that might 
not be otherwise possible were data to be locked in silos deep within 
company- owned data centres.
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1.5  addItIonal consIderatIons For BusIness Value 
oF cloud coMputIng

The fact that cloud-based IT resources are now regarded as OpEx rather 
than CapEx does not mean that the CapEx versus OpEx debate has been 
resolved once and for all. Companies that have moved to an OpEx or ser-
vices model need to be careful because of how pricing relates to IT resource 
utilisation. In the same way that apartment leasing in perpetuity can be far 
more expensive than home ownership, it is possible that cloud costs could, 
if left unchecked, total to more than if the IT assets were owned and man-
aged by the enterprise itself. It is not sufficient to justify moving to the 
cloud at a point in time and to then ignore cloud-based costs from that 
time forward. Whereas the cost of an owned IT asset is a sunk cost—you 
cannot recoup your entire investment cost if you decide that an IT project 
is no longer viable—cloud costs are ongoing. What this means is that IT 
managers will likely need to repeatedly justify their decision to use the 
cloud. They have the option to bring IT back in-house if costs rise. If the 
total cost of owning IT drops to where cloud solutions are no longer eco-
nomically attractive, the CapEx versus OpEx debate could reignite 
once more.

This discussion is especially relevant in the context of a move by some 
companies to create platform technologies. At a time when organisations 
are increasingly structured by business units with geographic, customer, 
product or market oversight, corporate-managed IT platforms are seen as 
a way to support certain processes with shared IT resources. The challenge 
is that some business units might push back against the idea of using 
shared IT resources to support an activity that they feel is sufficiently 
unique to warrant direct support from the business unit itself. As argued 
by Ross et al. (2006), few organisations have mastered the task of building 
an IT platform that meets both shared and idiosyncratic needs. Dealing 
with the tension between business units and their corporate parent can 
mask the same trade-offs between CapEx and OpEx if there is a decision 
to allow some units to invest in their own IT (CapEx) while others are 
supported by shared resources in the cloud (OpEx). Here again, managers 
must question whether standardised IT resources are unable to meet idio-
syncratic IT needs as some business units believe or whether simple IT, in 
the words of Upton and Staats (2008), can meet all IT needs. If all needs 
can be met through standardised, cloud-based IT, the argument then fol-
lows that IT platforms should be implemented using cloud technologies.

 P. P. TALLON ET AL.
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Of course, any move to control business units’ IT choices by support-
ing their IT needs via a shared, corporate-controlled IT platform fails to 
account for the inevitability of shadow IT. At a time when users can use 
the cloud to meet any immediate IT resource needs—circumventing IT 
policies or governance systems that might otherwise cause delays—the 
lure of cloud-based shadow IT is understandable. As noted by Intel’s for-
mer Chief Privacy Officer, Malcolm Harkins, the point is not to lock down 
the use of shadow IT for reasons of risk management or for cost avoidance 
but rather to create cloud-friendly policies that recognise the value of the 
cloud when users are pressed for time or resources (Harkins 2013). As 
long as shadow IT exists within a governance framework that sees the 
value of allowing users to self-serve when IT platforms are insufficient or 
when an IT solution must be identified expeditiously, the value of using 
scalable cloud technologies can be significantly greater than if IT impacts 
are measured solely through the eyes of the corporate entity.

1.6  Beyond MeasureMent to ManagIng 
BeneFIts realIsatIon

It is one thing to measure IT business value with any degree of accuracy 
but it is another thing to manage IT in a way that maximises the potential 
for value creation. IT business value does not emerge automatically. Lee 
Iacocca, President, CEO, and Chairman of Chrysler from 1978 to 1992, 
famously claimed that he had approved so many IT projects involving 
employee layoffs that there should be nobody working at Chrysler (Iacocca 
1989, p. 243). IT investments are no different in that the promised ben-
efits of IT will only be realised if IT is effectively managed. This means that 
failed or failing projects may need to be cancelled or redirected if there is 
a possibility that the expected benefits will not be realised. However, as 
Keil (1995) observed, cancelling an apparently failing IT project is easier 
said than done. IT managers are more likely to drag out failing projects 
long after they should have been paused, cancelled or reviewed. The les-
son in this carries over from our prior discussion about moving from 
CapEx to OpEx. Despite the attractiveness or convenience of cloud tech-
nology, there is no point in continuing a subscription to an IT service that 
has outlived its usefulness or if there is greater value if the underlying 
technology is brought back in-house.

1 MEASURING THE BUSINESS VALUE OF IT 
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Value realisation also means that there should be some form of account-
ability for effective use of cloud services, since without effective use it will 
be impossible to realise IT business value (Devaraj and Kohli 2003). Not 
all forms of IT use will be value generating, but if IT is not used or is not 
useful, business value will simply fail to arise. It makes sense, therefore, for 
organisations to use periodic reviews to ascertain if IT resources and ser-
vices are living up to their promise. So called post-implementation or 
after-action reviews help managers to discover what works and what 
doesn’t. The reality, however, is that fewer than 30% of organisations per-
form any form of post-implementation review once a CapEx investment is 
live (Tallon et al. 2000). For cloud technology, it is likely to be consider-
ably lower since cost is treated as OpEx and is almost certain to be below 
the minimum threshold of what most firms need to trigger or justify a 
post-implementation review. From a cognitive perspective, this means that 
it may be harder for managers to focus on whether the business value from 
cloud technologies is appropriate since they may never have to go through 
any formal review to illustrate the level and locus of IT business value. To 
avoid such a situation, managers may need to monitor the level and fre-
quency of cloud use and undertake reviews of user satisfaction. User satis-
faction is a proxy for business value only insofar as it helps to detect gaps 
between what users want from IT and what IT does for them.

Lastly, there is a question of whether use of cloud technology creates a 
risk of over reliance on third-party providers and whether there may be an 
erosion of critical IT skills from within the organisation. Just as IT out-
sourcing led some firms to lose key IT skills (Austin et al. 2005), there is 
a risk that any move to bring IT applications or critical IT infrastructure 
back in-house might be impeded by a lack of internal IT skills. Such a 
move could have a detrimental effect on IT benefits in the long term and 
could lock firms into using less-than-adequate (and expensive) IT 
solutions.

1.7  conclusIon

The movement of IT applications and resources from owned, on-premise 
assets to third-party cloud-based services has had a profound impact on 
organisations’ ability to use IT to support their business functions. Beyond 
the benefits of reach and scale and associated impacts on IT risk mitigation 
and IT support cost, the ability to treat cloud expenses as OpEx rather 
than CapEx has changed the way that managers think about IT business 

 P. P. TALLON ET AL.



15

value. From a time when all large capital IT investments were required to 
undergo a formal cost-benefit assessment prior to acquisition, it is now 
possible for organisations to avoid such analysis since IT costs are now 
largely based on IT utilisation and the expense is often believed to be suf-
ficiently low to negate the value of a required cost-benefit analysis. It 
would be foolhardy for organisations to adopt this view in perpetuity since 
early indications are that over an extended timeframe cloud-based IT solu-
tions can be as expensive if not more expensive than their on-premise 
equivalent. There is, as such, a need to think carefully about IT business 
value in the context of cloud computing. It is not simply a matter of where 
IT support originates—from the cloud or from a company-owned data 
centre; IT business value is not the same either way. Transitioning to the 
cloud uncovers additional types of value (options around process agility, 
for example) that might not be immediately apparent in on-premise situa-
tions, but such a move also triggers the potential for other costs to arise. 
As the late Andy Grove noted about measurement at Intel, you cannot 
manage what you cannot measure (Grove 1999). In that regard, cloud 
computing is no different from any other organisational resource.
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