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IT network infrastructure has emerged as the critical communication, collaboration,
and information facilitator of the modern enterprise, broadly enabling most business
processes, decision making, practices, and innovation initiatives. To deliver these
capabilities, the IT organization has evolved its role beyond supporting a collection of
servers and software into managing a well-defined and comprehensive suite of
equipment, technologies, and services — the modern IT infrastructure.

A major component of the IT organization's expanded technology management role is
an expanding requirement to effectively balance financial requirements of acquiring
an IT networking infrastructure, as well as deliver and sustain it in a capable and
secure way. Experienced IT professionals understand well that carefully evaluating
and optimizing financial options when acquiring, purchasing, financing, or leasing IT
equipment and services has become more important than ever for sustaining an
optimum IT environment.

The best practices for managing, budgeting, and funding IT solutions continue to
evolve. Many organizations have realized that IT is a consumable asset, not unlike a
commercial vehicle. As a particular IT asset ages, it generally requires more
maintenance and support — because of its age and more importantly because of
technology's inexorable progression. Like other consumable assets, IT assets need to
be renewed regularly. Creating a technology life-cycle management plan that
produces a framework to fund, renew, and retire IT equipment is rapidly emerging as
an industry best practice. The higher levels of funding required to sustain the IT
infrastructure, combined with the need to regularly renew assets, has led many
organizations to utilize a range of leasing and financing options. In fact, IDC predicts
the market for IT leasing and financing will grow from $70 billion today to more
than $100 billion by 2010 — a clear example of how strategic capital management
has become.

IN THIS WHITE PAPER

This white paper examines the technology and financial dynamics shaping IT
equipment renewal cycles, financing options for funding, and equipment life-cycle
management options. IDC examines these issues from a variety of perspectives,
including capital financial optimization, technology management, and operational cost
containment.




A New Approach: Effectively Balancing Cost,
Budgets, and IT Renewal Cycles

The challenge for every organization is to provide an appropriately robust IT
infrastructure that enables business processes and offers effective tools for
communicating and collaborating while minimizing total cost.

IDC believes the optimum solution to this complex situation is for organizations to
focus on maximizing the value of their IT resources collectively, as a portfolio, rather
than attempting to optimize each piece of equipment separately. The first and most
important step in this process is to establish a life-cycle model for each major
category of equipment, which provides a method to 1) establish a planned useful life,
2) incorporate actual performance and repair information, and 3) establish criteria
regarding when equipment should be refreshed or upgraded.

The challenge is to establish a life-cycle planning model that looks across two or
three equipment cycles — and minimizes the total cost for the portfolio across
multiple cycles (i.e., conducting portfolio analysis). By doing so, planners are
challenged to consider the interaction of individual assets, the differing requirements
of specific aspects of the portfolio, and the opportunities to optimize strategies for the
differing technology requirements.

Proactive Technology Life-Cycle Management

To minimize the total cost of ownership for both current and future generations of
networking and communications equipment, organizations should strive to establish
policies and practices to systematically measure obsolescence and proactively
refresh and migrate equipment. Just as other consumable assets have a life-cycle
investment and retirement model based on operational inputs, IDC believes there are
significant opportunities for organizations to enhance their IT management practices
by investing in technology life-cycle management practices. Establishing a discipline
that measures the depreciable life of networking and communications equipment and
the optimum point to renew or replace it is a tangible management improvement.

IT equipment requires repairs and maintenance, and the cost of these repairs should
be factored into the cost analysis. For example, should a commercial vehicle be
repaired when the cost of the repair is more than 25% of the cost of a replacement
vehicle? In most cases, no. Yet for networking and communications equipment, we
often invest substantially in employee labor to upgrade software or reconfigure
hardware. Most consumable assets have a critical issue of consideration when
confronted with repair or replacement decisions. For networking equipment, the
critical issue is age — and the reason age matters is due to technical obsolescence.
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When organizations are establishing a technology life-cycle management practice,
IDC recommends the following:

Establish a planned useful life. Organizations should consider the acquisition
cost, the cost to support and maintain the equipment, and the impact of new labor-
saving configuration and management features. The basis of competition between
many IT providers is the new rapid configuration and streamlined management
features. Organizations should factor these features into the life-cycle plan.

Incorporate maintenance and support experience. Most organizations
capture support, maintenance, and upgrade information within the support
center. They should factor this information into evaluation and technology
migration planning, including disposition of end-of-life products planning. Virtually
every IT operations team has a list of equipment known to require excessive
maintenance and support. Organizations should factor this information into an
annual life-cycle management review.

Define thresholds. How many hours of maintenance and support should be
invested in a four-year-old desktop PC that costs $400 to replace? Answer:
probably less than two hours. Properly valuing employee (or service provider)
efforts to reimage, upgrade, or reconfigure may lead to new insights about the
value of the equipment — and the expense of maintaining it. According to IDC's
experience and interaction with IT organizations, many do not have financial
thresholds that trigger the retirement or decommissioning of an obsolete device.

The opportunity for organizations is to fairly and fully value the labor component when
considering repairs, upgrades, and refreshes or maintenance and support. Doing so
creates an analytic framework to financially justify equipment replacement and opens the
door to a more productive debate about the effective deployment of business capital.

Benefits of Financing Networking and
Communications

There are two principal reasons that organizations consider leasing networking and
communications equipment: corporate financial management and IT operational
management.

Corporate Financial Management

For reasons unrelated to technology planning, management, and funding, many
organizations choose to lease or finance some or all of their infrastructure and
communications equipment. These reasons have to do with matters of corporate
finance within the domain of the CFO and include access to capital, cost of capital,
financial balance sheet considerations, and the like. When the CFO or corporate
treasurer is evaluating options, the most important issue is typically using a lease-
versus-buy analysis to identify the best use of (capital) funds. The CFO usually views
the financial evaluation independent of the operational management issues.

For IT professionals, it is important to ensure that these capital funding evaluations
accurately profile all the inherent operational and labor implications of the various
financial options mentioned earlier.
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IT Operational Management

For IT professionals evaluating leasing and financing options, the most important
consideration is that these options provide the IT organization additional flexibility in
establishing a life-cycle management plan. The life-cycle management plan may be
shorter or longer than the standard. Most organizations assign financially driven
depreciable life by default to their IT equipment. Specific examples of additional
flexibility identified during IDC's research are as follows:

Flexibility with rapid technology cycles. Leasing and financing is used by
many organizations to achieve a three- to four-year IT equipment refresh life
cycle instead of being locked into a five-year depreciation schedule that is longer
than the equipment's useful life.

Scheduled review cycle and asset update. With a lease in place, network and
communication technology planners are better equipped to perform systematic
reviews of their technology portfolios and plan for migrations and replacements.

Additional IT capital management options. As IT managers continue to
struggle with expanding infrastructure and communication needs and constrained
budgets, financing provides additional options for funding equipment acquisition.
Many IT professionals embrace financing as a means to systematically renew
their technology assets and maintain predictable budgets. Financing enables IT
professionals to better balance the capital and expense budget conundrum —
inadequate capital one year; too much the next.

IT Leasing and Financing: A Customer View

To better understand and measure how IT organizations understand and utilize
financing and leasing to achieve their objectives, IDC recently conducted a study of
more than 200 organizations that lease IT equipment. The research found a strong
convergence between the qualitative benefits found during individual customer
consulting engagements and the much larger statistical analysis:

97% of survey participants cited protection against obsolescence.
76% of survey participants said leasing freed up capital for other uses.

75% of survey participants used leasing because of the discipline it imposes on
equipment replacement.

73% of survey participants said leasing enabled proper equipment disposal.

73% of survey participants cited the opportunity to better balance project costs
with benefits.

The preceding points highlight the varied reasons that organizations lease networking
and communications equipment. It is clear that the overwhelming majority of
organizations using leasing and financing solutions see it as a means to manage
technological obsolescence. Given that this is the benefit, the challenge is to include
this factor within the acquisition and life-cycle evaluation process.
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Challenges: Implementing New IT Financial
Metrics

Any effort to revise established technology management processes must address
critical cultural issues such as adapting long-standing financial practices, data
ownership, and capital budget allocations. Overcoming these types of "organizational"
issues requires "buy-in" from C-level executives and key business stakeholders.
"Buy-in" is key.

For this C-level group, nothing works better than early and demonstrable success on
a more limited scale. For example, organizations should focus on a specific type of IT
equipment or geographical location and create a core team of committed IT staff to
ensure early success. This group can then evolve into an operational center of
excellence. Key business metrics to focus on are the expense avoided (by retiring
"consumed" machines), improved business continuity (by replacing failure-prone
devices), and higher levels of customer service.

The other key challenge is to build collaboration and trust between the IT planning and
finance functions. Just as IT professionals can be territorial about their contribution to
crafting technology solutions, fulfilling operational IT, and tailoring IT solutions to meet
business needs, finance professionals feel a personal responsibility to validate financial
projections created outside their domain. The best way to build these bridges is to
constructively highlight the shortcomings in the current processes and the opportunities
available to the organization by rethinking some of these established routines.

Finally, it is critical to remember that the true value of a technology life-cycle
management process and a more thorough funding options review process depends
upon the use of those practices, not just by IT staff but also by business and IT
managers. When moving forward with a new approach, organizations can find
potential shortcomings or flaws with new practices relatively easily. The existence of
these shortcomings can readily be translated into reasons not to try and attempt
change. When evaluating and implementing new options, organizations should strive
for excellence, not perfection.

CONCLUSION

It is clear from IDC's research that organizations understand that leasing and
financing can be an effective operational tool for both financial and operational
management teams in such areas as acquiring technology, managing technology
obsolescence, and establishing life-cycle management strategies. The IT network
infrastructure must facilitate the collaboration and communication necessary to
maintain daily operations and support innovation. Finally, for most organizations, it is
a fiscal reality that any and all nonessential expense must be wrung from operational
practices. It is this compelling combination of factors that leads IDC to forecast
continued growth for the IT leasing and financing market.
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A recent IDC global research project evaluated the largest 25 global IT markets and
found that the related IT financing and leasing market will grow from $70 billion today
to more than $100 billion by 2010 — a clear measure of its importance in helping IT
organizations address their challenges.

IT organizations seeking to improve their financial lingua franca need to recognize the
"consumable" nature of IT equipment and establish a systematic framework that
provides planned refresh and migration and protects against technological
obsolescence. To minimize the total cost of ownership for both current and
subsequent generations of equipment, IT organizations should strive to establish
policies and practices to systematically measure obsolescence and proactively retire
and renew IT equipment.

As most organizations already perform some type of purchase analysis as a matter of
course for most major technology acquisitions, they have the opportunity to build
upon this existing requirement and think about both the IT financial and the IT
operational considerations.

In addition, IDC offers the following recommendations to IT organizations and the
financial analysts who support them:

Shift the frame. The goal should be to optimize the equipment portfolio, not a
single asset. Focus analysis on IT equipment portfolio management rather than
individual asset retirement and optimization strategies.

Expand the networking and communications management practices to quantify
the risk of underfunding technology renewal and creeping IT labor costs — the
labor costs associated with installation, support, and maintenance.

Consider reviewing and updating critical assumptions within the life-cycle
management plans for major IT platforms as part of the annual budgeting
exercise. Institute a process that enables the IT operations team to proactively
decommission equipment that is becoming expensive to maintain.

Copyright Notice

External Publication of IDC Information and Data — Any IDC information that is to be
used in advertising, press releases, or promotional materials requires prior written
approval from the appropriate IDC Vice President or Country Manager. A draft of the
proposed document should accompany any such request. IDC reserves the right to
deny approval of external usage for any reason.

Copyright 2008 IDC. Reproduction without written permission is completely forbidden.

6 #210335

©2008 IDC



