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Shareholder Value techniques have long been aathihor
corporate performance analysis, with applicatianscapital
budgeting, acquisition analysis, corporate pofalianagement and
strategic financial planning.

The Key Value Drivers, the elements of the ShadroValue
equation, link IT investment strategy to busindsigctives and stock
price. They provide a common framework that cashmaed by IT,
Finance and the user community to measure IT inmest in terms
of long-term value creation.



Present the Shareholder Value Framework

Link IT investment strategy to business objectives
and stock price

Evaluate IT investment’s contribution to your
company's value

Communicate IT investment strategy to the
financial and user community



Deploy assets to create the
greatest expected return to
shareholders

Widely held view

S It art or science?

How do you measure It?
How do you achieve it?




Rappaport: Alcar Group
Stern: Stern Stewairt
Copeland: McKinsey

Kaplan and Norton: Balanced Scorecard
Collaborative

Siebel
many others




Shareholder Value is NOT In conflict with
the Interests of other stakeholders...

IT SUPPORTS THEM!

— Copeland, Koller, Murrin
— Kaplan and Norton



“Creating
shareholder value
IS the outcome that
every strategy
seeks to
accomplish.”

Kaplan and Norton



Part Science

Valuation techniques

Data management
Marketing/technology research
Financial engineering

Management, strategy and planning

Part Art

Reliability of forecasts
Communication skills
Management, strategy and planning
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Shareholder value i1s measured by
discounted cash flow (DCF)

Avoids weaknesses of accounting earnings
Incorporates risk
Incorporates the time value of money

Better than other measures (ROI, TCO,
payback, CF ROI, EPS, etc.)
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Quantitative first level of in-process
financial measurement

Tie stock price to the company’s financial
statements

Tie financial statements and non-financial
IN-process measures (e.g.balanced
scorecard) and individual project results
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Stripped of one time extraordinary charges
Cash basis capital expenditures

Cash basis working capital

Cash basis taxes

Separate growth from existing operations

Cash flow (not accounting earnings) Is
economic benefit
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Revenue
_ess cash oper. exp.

_ess capital absorption
— Working capital

— Fixed capital

— R&D *“franchise cost”

— Adv. “Franchise cost”

— Etc..
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Less cash basis taxes (net of tax effect)

Before “cash-basis” interest (separate
financing from operating costs)
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Welighted average cost of capital (debt and
equity)

“Risk-free” rate + risk premium

CAPM method - “indexed” to S&P

APT method - “indexed” to economic
factors

Other methods...



“Terminal Value” treatment
Retire?

Capitalize?

Real Option?



Cash flow estimates

Discount rate
estimates

Tracking results
Data management

Shared services
(overhead)

IT viewed as cost-
center
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“Almost no one had in mind a comprehensive
framework by which information is shown to support
the business model. By contrast, companies using
iInformation to achieve competitive breakthroughs have

Information strategies that are tightly tied to the
business planning process.”

Accenture research quoted by Nancy Mullen in DM Revi  ew Feb 2002



Use SVA to set “need to meet” targets not
to predict outcomes

Create enterprise-wide SVA based planning
(budgeting) system to model targets and to
track and communicate results

Use SVA to understand “strategic”
contribution of shared services including IT
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Many qualitative planning techniques
existing for mapping strategies to actions
and benefits

— Balanced scorecard/strategy map

— Five forces

— Value chain, ....

SVA helps quantify actions and benefits In
terms of value creation
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Retaller: Track markdowns and “share”
with manufacturer

Food Service: Track/enforce “preferred
supplier” compliance
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Exception tracking: Operational excellence
Personalization: Customer intimate

Knowledge management: Strategic
competencies
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Voice recognition technology

— Reduce cost

— Increase customization

— Establish niche others cant address
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“*You can build a business case to support

anything.” .. IT Manager

e.g. Seible CRM document list dozens of
benefits

SVA identifles most important priorities
and quantitative “need-to-meet” targets
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High value system for several hundred
users

Value payoff hinged on user acceptance

Under emphasized training and acceptance
building steps
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View IT as a strategic “earning assets”

Value strategies - not projects

Build SVA tracking and planning mechanisms
Use SVA to set targets (not predict the future)
Use SVA to communicate to investors

Use SVA to communicate to employees



