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Abstract 

This paper shows a case síudy on the implementation of a financial management system re-
lated to IT services ¡n a small enterprise whose core business ¡s not IT-related. Process mod-
els (ITIL is the most popular) describe "what to do" but not "how to do". Moreover, small non-IT 
enterprises do not know the valué of IT services provided by their prcviders. the valué of the 
assets underlying the provisioning of those services, and the qualifica:io--. z: cpera'.ional íore-
casting. Introducing Financial Management is the key to connect Ihe cus.-.ess a— ~ ar:' n 
this way, getting operational visibility, and insight and superior decisión TiaKIng ' case s'..:'. 
is presented describing the first steps given in order to introduce ~ : :v . z~-~ :e= ~3~ÍZÍ-
ment, enhancing decisión making and obtaining operational control. 
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1 Inrroduction 

T-¿ : Í3 ' . :=:=:=; " = .= seen a dramatic transformaron in the use of computer technology; 
írorr. es". ':•;."= :: ::.e : g ana costly data centers have been replaced by personal computers that 
are af¡'c~cac = ever :: tfie Sma esí ©riterprlses. The current ubiquitous presence of computers in cor
poral!"» see-s te support tí»e c;~.~)on believe that (bey facilítate productiviiy growlh, moreover such 
relationship has c~=i ; " • •= - :'_= -dependentlyofcompany's size or sector [1]. 

Therefore it is not surprísjng that investments in Information Technology (IT) are an ever ¡n-
creasing parí of corporate expenditures. According to a survey of corporate United States, the majority 
of CEOs and ClOs consider IT as a strategic advantage and roughly 25%, out of 297 executives con-
sulted, believe that IT investments should ¡ncrease during economical downturn [2]. 

However, companies rank IT importance differently depending on their size and now technol
ogy relates ío theír core business. Sorne compelling information [3] regarding the use of IT in enter-
prises indicates that 13% of the consulted companies consider IT at the core of their businesses and 
invest aggressively on technology to stay ahead of competitors. Another 34% of enterprises consider 
IT an important ¡nvestment albeit not being their core business - such companies tend fo be of mé
dium or small size. What ís surprising is that more than half of the companies, that is 53%, were not 
assertively investing on IT - such companies tend to be large companies with stable compuíing infra-
síructure in which upgrades are likely to be complex and daunting activities. 

Therefore ií would be logical to assume that IT expenditures are under control; after all, they 
are essential to productivity growth and considerad an Important asset, especially to médium and 
small companies. Though, that is not what happens. According to Schneider [4], as much as 86% of 
north American sénior financial executives reported that their IT spending is not under adequate cont
rol. That is alarming news fo the corporate world; but it is especially alarming to small and médium 
enterprises, which account for 99% of all companies in Europe - equivalent lo 23 million businesses 
[5], The representaíiveness of small and médium enterprises in the United States is also similar to the 
European reality; there, an estímate shows that there exist roughly 21 million enterprises wíth 20 or 
fewer employees [6]. 

Furíhermore, it is a common practice for accountíng departments to include all IT infrastructure 
costs in their reports wíthout making any kínd of dístinctíon from the rest of expenditures. 

This management approach may not aíd the understanding of the real costs associated to the 
dífferent IT services, due to their compfexities, and gíve a false impression to the infernal or external 
clients with respect to price and quaiity. In fact, one of the main problems in identifying the costs of IT 
services is that - from a user point of view - they are considered as a tool for carrying out routine activi
ties; such a frame of mind often leads to the use of technology without much thought to its adequate 
use. Ignoring that the use of IT services incurs in costs leads to users not to be concerned for the cor
red use of those services and they cannot objectively evalúate ¡f the services are of the expecíed 
qualky. Thus, possible end-user complaints will unlikely be clear and based on objective issues, which 
unfortunately also lead to a distancing between the enterprise's core business and the IT services 
provided. 

How could cosís be contrallad and assigned to the IT services provided by the IT departmenf? 
How could IT budgets be forecasted for a given period of time and aligned to the real needs of the 
business? How could IT investments be evaluated with regard to the achievement of their goals? 

The aforementioned c^estions :~.; ce answered if enterprises achieve adequate levéis of IT 
services management that ase adtnowtefiges financial aspeets. This way, organizations can follow 
best practices process mode.s z- reforeriee 

2 Research methodology 

The research methodology for ¡mplementing financial management in non-IT small enterprises 
is composed of the following activities. 

1) Review of process models with respect to their guidance on financial management. 

2) Review of financial principies with regard to budgeting and accounting 

3) Define the IT services (service catalogue) provided to non-IT enterprises 

4) Assign the IT cost to the IT services defined previously for a period of time (usually annual), in 
terms of fixed costs and effort. In this way, the total costs and effort are calculated. 

5) Define IT budget for next time period. The budget is calculated by departments or units in 
terms of costs and effort taking into account current period data. The infrastructure's age is 
taken into account also for forecasting the purchase of hardware in the new time period. 

3 Process Models 

The main process models related to IT are ITIL v3 (Information Technology Infrastructure Library ver
sión 3) [7-11] and CMM-SVC v1.2 [6]. The financial management of IT services is mentioned expücitly 
in ITIL, but not in CMMI-SVC. For this reason, only a general view of ITIL v3 is presented along with a 
more detailed description of the financial management of this model. 

3.1 ITIL v3 

ITIL v3 is a collection of guidelines aimed at helping prívate business and government agencies to 
conduct IT services. The guidelines are maintained by many collaboraíors under supervisión of ihe 
United Kingdom's Office of Government Commerce (OGC), which published the 3rd versión of the 
standard composed of five publlcations: Service Strategy [7], Service Design [8], Service Transition 
[9], Service Operation [10] and Continual Service Improvement [11]. The Service Strategy volume 
provides guidance on how organizations can ¡mprove and develop their IT services relying in a mar-
ket-driven approach. It is located at the core of the ITIL Lifecycle and it is the most relevant publication 
for financial management. It ¡neludes the following processes: Financial Management, Demand Mana
gement and Management of Services Portfolio. 

ITIL v3 cites what activities have to be done in each process, though it does not explain how. 
A brief review of the volume Service Strategy is presented next because it contains ¡he information 
most relevant to assess IT services finance in enterprises. 

3.2 Additional Models 

Conceptually, process models describe "what" has to be done, but not expücitly state "how" to 
achieve it. IT process models provide guidance on how services can be managed effectively throug-
hout their life eyeles - from conception to retirement - ¡n a repeatable manner. However, financial 
management activities are left out of the main standard models to be ¡mplemented at business admin-
istrator's discretion; such characteristic provides an opportunity for further research on how financial 
management can be refined to improve process models. In this direction Table 1, compares the proc
ess models ihat have been reviewed and it presents the gaps in knowledge that this paper addresses 
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4 Financial Management 

The financial management process of IT services is implemented through three main activities: budget 
elaboration and control, accounting and billing (also known as charging) [12]. Next a brief description 
of each is provided. 

4.1 Budget Elaboration and Control 

The goals to be achieved by budgeting are [7] [12]: 

• Predict and estímate the money necessary to deliver the IT services during a predefined period, 

• Ensure that the business has enough funds to cover the needs of the IT services, 

• Ensure that the IT service level agreements can be delivered during Ihe determined period, 

• Ensure that the real expenses can be compared with the predicted expenses at any time, 

• Allow for early warnings of excess or lack of resource use, and 

• Ensure that income will be able to cover for the forecasted expenses - in cases where charging 
applies. 

Among the many different methods used to draw up a budget, the most usual are [7] [12]: 

• Zero-Based Budgeting: this type of budgeting does not take into account any historical data. It is 
needed to detail and explain all the outeomes, associating the expenses and costs with existing 
resources and services provided. It is a costly activity and it can be used a single time to define 
the first year's budget and then use the Incremental Budgeting technique for following years, and 

• Incremental Budgeting - consists of using the previous year budget and modifying it according to 
the expenses forecasted by the IT department and the business management. 

Once a method for budget implementation has been chosen, it is necessary to define the catego-
rízation for each cost element (associated to each service); this service categorization should be main-
tained over time to allow for follow-ups in future budget periods. Among the categories to be defined, it 
is needed to take into account all future costs that can be forecasted as well as existing contraets (i.e. 
nternet connection), real state rent, and staff salary, among others. Moreover, as much as posible, it 
¡s also needed to estímate aíl the <rown costs based on previous periods (í.e. overtime worked by the 
engineer in the previous fiscal ysar). 

' Means that son-e nfú—-ai c s a .a iscle albeít not necessarily detailed or comprehensive 

4.2 Accounting 

The most relevant goals of this activity are [7] [12]: 
• Assess the money spent providing IT services and compare it with the forecasted budget, 

• Identify and categorize the different cost elements (associated to services), 

• Calcúlate the costs incurred by providing the different IT services to both ¡nternal or external 

clients, 

• Aid the business decisions based on the costs of IT services, 

• Identify the costs associated to changes. Make daily decisions with full understanding of the impli-

cation regarding costs and risks, 

• Offer detailed ¡nformation regarding íhe sources of IT service expenses, 

• Define an adequate profit strategy for acknowledging the benefits and costs provided by the use of 
technology and identify different working scenarios, and 

t Perform a cost analysis and Return on investment (ROÍ). 

From the business point of view, the approach and definition of accounting and charging should 

consider the IT infrastructure strategy. 
As it has been discussed, among the main goals of accounting, it can be highlighted the tasks of 

defining the elements of cost and their association to IT services provided. 

Once the complete structure of the services has all costs associated by element, it is possible to 
determine the costs per service. Having this ¡nformation, and depending on the accounting method 
defined by managers, it is possible to define the prices of IT services and finally to realize the billing of 
attribution of costs. 

The main goal to apply an efficient cost control is to take into account their nature and to be able 
to assign, to each element of the IT infrastructure, the corresponding costs, following the definition of 
cost model defined by the enterprise. 

4.3 Billing or Cost Attribution 

The fact that the organization of IT ¡mplements a billing process or attribution of charges depends 
entirely on a business decisión, according to its strategy and operation. If sénior management decides 
that the organization of IT services should function as an ¡ndependent business unit, receiving its full 
support, it would be posible to ¡mplement billing activities to: 

• Recover all costs of the IT services provided, in a fair and aecurate manner, from the customers 

that use such services, and 
• Influence the behavior of customers and users, making them aware of the cost associated to the 

IT services provided by the organization and encouraging them to make a good use of such servi
ces. 
A billing or charging process should have the following characteristics [7] [12]: 

• Simple. The benefit of ¡mplementing the billing should begin with simple procedures, not complex 
ones. The complexlty can lead to distort the current roles defined in the organization, prioritizing 
more administrativo tasks that those of IT, 

• Fair. There should be a balance between cost and charge, which will help in the search for effi-

cieney, and 
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Morecver. ".ne-e a'e :e~.a * ' a r t e s that sr.oulc govern the requirements for charging policies to be 
mplementec: 

• Determine the rect.red ieve of retum from expenditures. If the organization of IT chooses to reco-
ver ali costs. it may chcose to T '-~cto~ as an autonomous unit, 

• Determine the desired cegree o"' ¡"í'.jence on the behavior of customers and users; this should 
promote more efficient use of resources without making the business less competitive, and 

• Design the policy of charges to facilitate the recovery of the costs on the basis of use. 

5 Case Study 

THE COMPANY 91 SL (fictitlous ñame for confidentiality reasons) is an organization with head-
quarters ¡n Madrid founded in 1991. It currently employs 17 staff members and is organized around 
the followlng departments: 

• Department of Accounting and Finance (DAF); is responsible for providing fiscal consultancy and 
the accounting of the company's clients, as well as its own accounting. 

» Department of Labor (DL): is responsible for carrying out payrolls, TCs, update the Social Security 
status of the company's clients, as well as all the activities related to ¡ts own human resources. 

• Department of Mortgage Management (DMM): is responsible for everything related to the man-
agement of real state certificates, deeds and processing of inheritance of the company's clients, 

t Department of Legal (DC): is responsible for carrying out legal advices, issuing criminal certifi
cates, wills, and everything related to the efforts related to the División of Motor Vehicles (as, for 
example, renewal of a driving license). 

• Department of IT (DIT): responsible for providing support to the rest of departments. In addition it 
is also responsible for ensuring compliance to ISO Quality 9000 and LOPD (Organic Law of Data 
Protection). 

With respect to the ¡nfrastructure, THE COMPANY has a midrange server for hosting data and 
applications, 16 personal computers and 2 láser printers (all connected through the internal LAN). 
Each department only can have access (through lícenses) to the applications needed for performing 
their daily work which are installed in the server. There are 4 matrix printers needed for printing official 
documents. Table 2 summarizes the ¡nfrastructure of the company. 

The company also maintains a web site that provides all the servíces of the company, on the 
company's web page. The web site is hosted at a third-party ISP server, which also provides storage 
and security services. 

Table 2. [nfrastructure of the company by department 

Departments 
Specific 
Applications (number of 
licenses) 
Number of PCs (oidness) 

Account ing j Labor 
Contab(6) Lab (5) 

5(3-2005 i - ' -i " -2007. 2-2008. 1-
2 : D T . I - 2 : ; 9 
2::-. 

Number of Laptops ' 200? 1 2CJ3i 
(oidness) 
Mairix Prtnwrs '• 

Leqal 
GestorC In-house 
(4). Traffic (4) 

4 (1-2005. 1-2006. 1-
2007, 1-2008) 

2 

Mortqaqe 
GestorM In-house 
(3) 

3(1-2007. 1-2008. 
1-2009) 

1 

DIT 

1 (2007) 

B=seAc::.:='. : -= , ' . - ; : • . = : : : : 3-:ce 2003 

5.1 IT Services 

The Department of IT consists of a single person (an englneer in Computer science). The engineer 
is responsible for maintaining the ¡nfrastructure of the company, as well as solving the incidents and 
problems of the users of both staff and web users. So, the Department of IT provides the following 
services to the rest of departments of the company (see Table 3) 

Table 3. ¡nfrastructure of the company by department 

Category 
HARDWARE 
OPERATING SYSTEM 
BROWSER 
DEPARTMENT SPECIFIC 
SOFTWARE 
COMMON SOFTWARE 
E-MAIL CLIENT 
TELECOMMUNICATIONS 
INFRASTRUCTURE 
WEB SITE 
BACK UP 
QUALITY MANAGAMENT 

Services 
Installation (Hl), Updating (HU), Maintenance (HM) 
Installation (i.e Windows, Linux) (OSI), Updaling (OSU), Maintenance (OSM) 
Installation (i.e. Internet Explorer, Firefox) (Bl), Updaling (BU), Maintenance (BM) 
Installation (DSSI), Updating (DSSU), Maintenance (DSSM) 

Installation (i.e. Microsoft Office, printer drivers) (CSI), Updating (CSU), Maintenance (CSM) 
Installation (i.e. Microsoft Outlook) (ECI). Updating (ECU), Maintenance (ECM) 
Maintenance (monltoring of the extemal provider services), as well as the functioning of the 
broadband internet connection (TIM) 
Maintenance (WSM), Backup (WSB) 
Backup of the company data hosted in the main server (BD) 
Inspection and maintenance of quality attributes, includinq ISO and LOPD guidelines (QM) 

The difference between updating and maintaining services lies in the fact that the updating installs 
new versions of the services, while the maintenance refers to resolution of issues. 

5.2 Financial Management of IT Services 

The company currently works in an ad-hoc manner with regard to IT and only accounts for the overall 
costs of the different services and the staff of IT; also, it has no control of IT costs per department. 
Therefore, ¡n the next sections the accounting of IT for the year 2009 ¡s carried out, and based on it, 
an ¡ncremental budget ¡s proposed for the year 2010. 

5.2.1 IT Costs, Financial Year 2009 

In 2009, the total costs ¡ncurred by the company with regard to IT were of €53,010.42 out of which 
€12,210.42 was related to payments to third-parties and €42,000 was related to the salary of IT staff 
Facilities rent for extemal services such as electricity or water bilis were not ¡ncluded in these figures. 

Table 4 shows the costs of extemal service providers by each of the IT services during the 
year 2009. The column Service indicates the service in question, the column Provider indicates the 
ñame of the external supplier (fictitious ñame) of the service, the column Fixed Costs indicates the 
corresponding fixed costs for the payments to external suppliers, the column Effort indicates the effort 
in hours devoted by IT staff to carry out a given activity (it is the effort by the engineer of the IT De
partment to carry out updaling and maintenance of relevant services). 

n the case of installation costs, the only costs taken into account were the ones related to the 

2 computers bought in 2009. 

The efforts of the IT staff were estimated, because there ¡s not an institutionalized practice of 

reporting worked hours. 

Table 4. IT Costs, FY 2009 

Hl 

OSU 

Provider 
FD 

Microsoft 

Fixed Costs 
€1,200.00 

Effort 

30 h 
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