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Infosys and nGenera share a passion 

for ensuring both the business 

success of CIOs and the bottom-line 

success of the information technology 

function. Elevating and shaping the 

perspectives of the CEO and Board of 

Directors as to the role of information 

technology are essential to these goals. 

A fundamental responsibility of the 

CEO and the Board is to ensure that 

a corporation’s assets are applied in 

pursuit of a sound business strategy, 

and that the value of these assets is 

preserved. These assets include people, 

financial capital, intellectual capital, 

facilities, marketplace relationships, and 

information technology. 

This Boardroom Imperative suggests 

ten questions that the CEO and 

Board should be asking today about 

the business use of IT. Posing these 

questions and assessing the answers 

do not require detailed knowledge 

of technology itself. They do depend 

upon – and help to build – an 

understanding of technology’s true 

business potential.

WHY SHOULD THE BOARD CARE 
ABOUT IT ISSUES?

Because IT is at the heart of business 
performance, differentiation, and value. 
It’s hard to find a major business process or 
initiative these days that does not involve 
IT. The accompanying chart lists the top 
management, marketplace, and technology 
issues identified in a recent survey of 
CEOs. You’ll notice that the management 

and marketplace issues demand effective 
technology, while the technology issues 
are really all about business performance. 
In information-intensive enterprises, the 
business is the system – and vice versa. And 
in less information-intensive enterprises, 
information about the product may be more 
valuable than the product itself.

TOp FIvE  
MAnAgEMEnT  

ISSUES

•	 Increasing	customer	loyalty	
and retention 

•	Reducing	costs

•	 Increasing	flexibility	and	
speed

•	Engaging	employees	in	the	
company’s vision

•	Developing/retaining	
potential leaders 

Source: The Conference Board, The CEO Challenge, 2002 survey

TOp FIvE  
MARkETpLACE  

ISSUES

•	Downward	pressure	on	
prices

•	Changes	in	type/level	of	
competition

•	 Industry	consolidation

•	Regulatory	issues

•	Access	to	and	cost	of	
capital 

TOp FIvE  
TECHnOLOgY  

ISSUES

•	Enhance	corporate-wide	
processes

•	Linking	to	customers	and	
suppliers

•	Aligning	IT	and	business	
goals 

•	Lowering	cost	of	
technology

•	Enabling	eBusiness	



Because IT is a key – and potentially 
expensive – corporate asset. IT is a 
business asset and a business responsibility. 
Companies succeed in leveraging IT 
when they are sensible and purposeful 
about managing and deploying this asset, 
especially when they have a culture that 
exploits	information	in	the	marketplace.	
Though individual technologies have fallen 
dramatically in price, the cost of deploying 
technology remains high – anywhere from 
2% to 30% of revenues, and sometimes a 
multiple of corporate profit. The costs and 
results of IT investments remain difficult to 
ascertain. Costs can spiral out of control. 
And whether an IT investment was a success 
often remains largely a matter of subjective 
judgment. To fulfill its fiduciary and asset 
protection responsibilities, the Board must 
consider	the	use	and	expense	of	IT.

Because managing and leveraging IT can 
be difficult. All too often, IT investments, 
delivery processes, and decision-making 
have been opaque to the uninitiated. With 
the advent of the personal computer and 
communications technologies, including the 
Internet,	executives	and	Board	members	
have a better-than-ever sense of the power 
of IT. Yet many IT investment decisions are 
still “shots in the dark” – out of alignment 
with business strategy, overly dependent 

on the recommendations of technology 
vendors, or simply attempts to mimic 
the competition. When management 
and Boards get better at IT decisions, 
and at managing the entire portfolio of 
IT initiatives, it’s good for business. After 
all, businesses ultimately get the IT – and 
information – they deserve.

Because failing to manage and leverage 
IT can spell disaster. Massive failures with 
supply chain systems led Kmart down the 
road	to	bankruptcy.	Oxford	Health	Plan	lost	
70% of it market valuation after failures with 
its billing and receivables systems. Nike 
lost $100 million in sales due to supply 
chain software problems. Sections of the 
U.S. railroad system almost literally ground 
to a halt under the weight of post-merger 
systems and operations failures. Getting 
IT wrong can cripple business operations, 
forfeit market opportunities, waste 
money and other resources, and destroy 
shareholder value.

Boards should be concerned with selected 
IT issues, but realize that their responsibility 
is	to	ensure	that	the	right	executive	
team and management processes are in 
place – not to get into the depths of IT 
management. This is a tricky balance. The 
Board must know enough to ask the right 

questions and know how to interpret the 
answers. This Boardroom Imperative is 
designed to help.

1
	IS	THE	COMPANY	LEVERAGING	
IT	IN	OUR	MOST	IMPORTANT	

BUSINESS	INITIATIVES?

IT can serve business strategy in profound 
ways – as the means of dramatically 
improving the performance of major 
business processes, as a catalyst for 
business innovation, as the foundation for 
new business models, and as the vehicle for 
increased collaboration within the company 
and across companies. Information systems 
and infrastructure are critical to business 
success, whether the initiative is the 
launch of a new product line or business, 
the integration of an acquisition, or the 
coordination of business processes with 
customers or suppliers.

Business success with IT begins with the 
alignment of business and IT strategies, 
resources, and initiatives. The Board should 
pay ongoing attention to this alignment: 



What processes and structures do we have 
in	place	to	forge	strategic	alignment?	How	
effective are the management processes 
for evaluating, approving, managing, 
monitoring, and measuring major IT-
dependent	business	initiatives?	How	does	
our strategic planning process incorporate 
new	technological	possibilities?	How	well	
do we track the realization of the business 
benefits	of	IT	initiatives?

The best way to put this alignment to the 
test is to focus on the company’s major 
business	initiatives.	Look	at	the	top	five	
initiatives and ask three sets of questions:

•	How	well	are	these	top	five	initiatives	
progressing?	How	well	are	the	IT	
components	doing?	Are	people	being	
prepared to make use of new information 
and systems quickly and effectively 
as soon as these initiatives reach 
implementation?	What	are	we	doing	to	
accelerate and fully realize their potential 
or	promised	business	value?

•	What	portion	of	IT	resources	is	devoted	
to these most important strategic 
initiatives?	Too	often	IT	budgets	
are consumed by operation and 
maintenance of the installed base of 
systems and technologies, leaving 
major initiatives competing for limited 
resources and inadequately leveraging 
technological potential. A corporation 
should regularly assess its portfolio 
of IT efforts and investments, making 

sure that the highest-value business 
initiatives get their fair share, and 
especially that sufficient effort is going 
into customer-facing initiatives.

•	Do	these	initiatives	leverage	the	
capabilities of technology in their design 
and management, or are they merely 
relying on IT as an implementation 
mechanism?	The	real	lesson	of	business	
reengineering is that we’ve got to take 
technological capabilities into account 
when designing business processes 
and commercial relationships – rather 
than merely using the technology to 
automate designs oblivious to the 
power of technology. We must use the 
tools at our disposal. IT should be a 
creative force in the business and its 
strategic initiatives.

COUnTERpOInT: IT may be at the heart 
of strategic business initiatives, but some 
industries are more information-intensive 
than others, and some market conditions 
demand more technology investment than 
others. Start with business outcomes, and 
don’t push technology for its own sake. 
Keep in mind your market needs and 
organizational readiness. And ask the basic 
questions:	How	strategic	is	IT	to	our	business	
today	and	tomorrow?	Where	can	we	
differentiate and gain advantage by being 
a technological leader, and where should 
we	simply	keep	pace	with	the	competition?	

Then direct your technology investments 
toward	explicit	business	outcomes.

2
IS	OUR	MANAGEMENT	 
AND	SHAREHOLDER	

INFORMATION	OF	THE	HIGHEST	
ACCURACY	AND	INTEGRITY?

Recent	accounting	scandals	have	
demonstrated just how incomplete, 
unreliable and subject to manipulation a 
company’s books can be. The pressure 
on Boards to ensure ethical compliance 
and prevent such abuse has grown 
intense. The Board should not only probe 
rigorously into financial and operational 
performance,	but	also	examine	how	the	
numbers	are	generated.	How	well	do	
information systems support prompt 
reporting, automated controls, highlighting 
of	exceptions,	and	transparency	of	financial	
management	processes?	The	Board	should	
also	be	attuned	to	how	business	executives	
use information – do they seek new 
data and “manage by facts,” or do they 
“massage	the	data”	to	tell	a	good	story?



Questions about management reporting 
accuracy and usefulness are being posed 
by many Boards these days. These specific 
questions should include:

•	How	do	we	know	we	really	have	
adequate financial and operational 
controls?	How	well	do	information	
systems enforce business policies, 
provide audit trails,  and enable risk 
management	and	mitigation?	

•	Can	we	get	information	quickly	and	is	
it	consistent	across	sources?	When	we	
sit in a Board meeting, do we get three 
different interpretations of what last 
month’s	sales,	revenues	or	costs	were?

	•	How	easy	is	it	for	a	staff	member	to	
bring an information integrity issue to a 
Board	member?

	•	How	far	in	advance	does	the	Board	
receive its management reports, and 
how	comprehensible	are	they?

It’s part of the Board’s fiduciary and 
oversight responsibility to be asking 
these questions, and not just assuming 
that because there is lots of information 
available it must be the right information.

Of course, one way to improve the 
timeliness and completeness of the 
Board’s information is to use technology. 
For	example,	a	major	energy	company	
distributes Board meeting materials – and 
tools to view and analyze them – well in 
advance via CD. They’ve also provided 

Board members with one-on-one instruction 
in accessing and using this information.

Timely and reliable management and 
shareholder information is really just one facet 
of a larger issue that the Board should review 
periodically:	How	well	does	our	information	
help	us	manage	the	business?	Are	we	using	
that	information	to	maximum	value?	And	are	
we protecting that information in terms of 
privacy,	security	and	ethical	considerations?	
More specifically, how well does the 
corporation leverage information it has – 
about customers especially – in everyday 
operations and management decision 
making?	What	new	information	would	yield	
competitive	advantage?	Are	information	
systems	shaped	to	encourage	exploration,	
or	to	reflect	one	specific	way	of	asking	
questions?	Do	they	provide	forward-looking	
information, or only rear-view-mirror reports 
on	what’s	already	happened?

COUnTERpOInT: Good systems do 
not guarantee good data, nor can they 
guarantee against abuse. They can, 
however, implement safeguards and help 
build a culture of attention to information 
– including its timeliness, accuracy, and 
communication. But systems cannot 
substitute for human integrity. Management 
and the Board must set the tone – 

carefully managing information assets 
and demanding straight talk and open 
communication of important information, 
including bad news.

3 
ARE	WE	LEVERAGING	IT	 

TO	ENSURE	 
BUSINESS	CONTINUITY?

Since	9/11,	companies	have	redoubled	their	
efforts to safeguard key business assets, 
improve systems and information security, 
and prepare for rapid recovery in case of 
major business disruption. For IT, this means 
more than backing up everyday information 
systems and recovering data centers and 
networks. That’s because technology has 
special roles to play in business continuity 
– getting geographically dispersed teams 
back to work, reestablishing key business 
processes and customer relationships with 
all possible speed, and borrowing resources 
from business partners. The Board should 
rigorously review business continuity plans 
and their critical IT components.

The Year 2000 problem made many Boards 
aware of the need to spend money on 



systems maintenance, not only making sure 
that systems worked, but that they could 
evolve and change. Similarly, the events 
of September 11, 2001, have awakened 
many Boards to the importance of business 
continuity. But it shouldn’t take a disaster 
to establish this importance, and business 
continuity must encompass more than 
disaster recovery. Capable systems and 
procedures can minimize the business 
disruption of everyday events, including 
local operational, technical, or customer 
communication failures. The world may be 
very	unpredictable,	but	as	Louis	Pasteur	
said, “Chance favors the prepared mind.”

Questions the board should ask are:

•	Do we have business continuity 
plans and risk assessments? This is 
basic – but quite often forgotten. A 
business continuity plan should include 
an overview of the company’s key 
processes, where they are done, and 
what the backup procedure is should 
one or more of them cease to function. 
It should also include a thorough 
assessment of risk and consequences: 
What are the chances of one particular 
part of the organization ceasing to 
function, and how will this affect the rest 
of	the	organization?

•	Are these living documents? The Board 
has the responsibility to make sure that 
business continuity does not become a 

pencil-whipping	exercise,	routinely		
checked off with little thought. At the 
minimum, the Board should make sure 
plans are regularly updated –  and 
periodically tested. The updating and 
execution	of	business	continuity	plans	
can be delegated – but the responsibility 
should be at officer-level.

•	Have we conducted scenario analyses 
to understand our vulnerabilities? 
Scenario analysis does not mean trying 
to predict the future, but rather to 
understand and anticipate possible 
futures and their consequences. 
Scenarios should answer questions 
such as how quickly the company can 
reinstate key processes, customer 
relationships and staff capabilities, and 
whether it has the necessary systems 
and infrastructure  to bring the 
business back up after a disaster.

•	Have we rigorously considered where 
we need redundancy – and how much 
we need?	Redundancy	is	one	of	the	
key components of business continuity 
– and one of the key reasons so many 
corporations are able to restart quickly. 
Determining which resources need 
redundancy	can	be	tricky.	For	example,	
many corporations insist on having 
two telecommunications cables to 
important	sites,	but	if	they	run	next	to	
each other, they are subject to the same 
risks. Note that redundant resources 
need not be your own – you can often 
create redundancy by setting up mutual 
agreements with other corporations to 
share infrastructure should disaster strike.

COUnTERpOInT: 100% disaster proofing 
is impossible – and getting close to 100% is 
extremely	expensive.	In	a	volatile	business,	
economic and political environment, it’s 
hard to assess risk and determine how much 
“insurance” to buy. Business continuity 
planning needs to balance risk against cost 
– and though the calculation can be cruel, 
it must be done. And while IT can enable 
business continuity, and accelerate recovery 
time, this is mostly a people and process 
issue. An organization where people have 
appropriate training and can respond 
flexibly	is	infinitely	better	off	than	one	where	
disaster recovery is planned in tedious 
detail, and people carry out instructions 
oblivious to changing circumstances.

4
ARE	WE	GETTING	 

THE	BEST	RETURN	ON	 
OUR	IT	EXPENDITURES?

No one can prove the payback of every 
dollar spent on IT, or can determine a 
priori the right amount to spend. The 
Board can, however, insist on and hold 
people accountable for sound fiscal 



management of IT resources. Sound 
management includes understanding 
IT capabilities and investment needs 
relative to the competition, following a 
long-term investment plan for technology 
infrastructure, demonstrating declining unit 
costs,	meeting	ROI	targets	for	automation	
projects, and keeping budgetary promises 
on business initiatives where IT is but a 
piece of the puzzle.

The Board should evaluate management 
discipline by asking four questions:

•	How	are	we	measuring	the	return	on	IT	
expenditures	–	both	for	new	initiatives	
and	the	existing	baseline?

•	Do	we	understand	the	cost	drivers	
behind	IT	expenditures?

•	Do	we	hold	people	accountable	
for the business return on IT-related 
investments?

•	Are	we	managing	IT	investments	as	part	
of a coherent portfolio of initiatives, 
rather	than	one	project	at	a	time?

Many corporations know with increasing 
precision what they’re spending on IT, but they 
often have very little idea of where or what 
the	real	business	value	is.	Leaders	of	IT-based	
projects are typically accountable for costs, but 
too often no one is accountable for delivering 
business value. And anytime cost is more visible 
than benefit, the temptation is to cut cost. While 

of	maintaining	and	running	existing	systems	
and technology. This baseline typically 
consumes two-thirds or more of IT budgets, 
and it seldom gets the scrutiny it deserves. 
The IT organization should be able to 
express	these	costs	in	business	terms	(e.g.,	
cost to process an order as opposed to 
cost of computer time), demonstrate that 
these cost levels are competitive, and show 
year-to-year	declines	in	unit	costs	(even	as	
the	overall	size	and	expense	of	the	installed	
base may grow). 

COUnTERpOInT: The Board cannot 
supplant	the	role	of	executive	and	
operational leadership in managing the 
IT spend. But it should be on the lookout 
for three warning signs related to IT 
investments:

•	Note	who	makes	the	case	for	IT	
investments. In most cases, it should 
be	the	business	executives	whose	
organizations stand to benefit most. 
If the CIO is presenting the case on 
behalf of the business, chances are that 
business commitment is lukewarm. 

•	Be	wary	of	unquestioning	acceptance	of	
benchmarks on IT spending and value. 
The IT trade press likes to publish them, 
but	what	do	they	really	convey?	If	the	
industry average IT spend is 3.8% of 
revenue and your corporation spends 
4.1, are you spending too much –or 
deriving	superior	value?

many IT budgets could use slimming, arbitrary 
cost cutting can leave the business at an 
operational and competitive disadvantage.

The key to understanding IT value is to 
make a reasonable attempt to measure 
it, and to discuss the issue regularly and 
intelligently, keeping in mind that precise 
measurement	is	extremely	difficult.	
Why?	Because	it’s	difficult	to	separate	
the IT component in any major systems-
dependent business initiative, or to estimate 
the value of the technology infrastructure 
supporting business operations and 
information	flow.	However,	don’t	let	people	
use the difficulty of measurement as an 
excuse	not	to	try.

Every business case for a systems investment 
should include tangible business outcomes 
and measures of their achievement. With 
the measures in place, the old adage kicks 
in – “What gets measured gets managed.” 
Just as importantly, the dialogue between IT 
and business managers about the goals and 
measures brings enormous clarity to the systems 
development and implementation process. The 
odds of achieving value rise dramatically.

When attempting to optimize IT 
expenditures,	don’t	just	look	at	the	business	
return	of	new	initiatives.	Look	also	at	the	
ongoing	“baseline”	expenditures,	the	cost	



	•	Too	much	discipline	around	IT	
investment	can	stifle	innovation.	If	
every major initiative must meet a 
predetermined “hurdle rate,” the 
tendency is to approve only projects of 
predictable but moderate value. The 
occasional revolutionary opportunity 
– with higher risk and higher reward 
–	is	by	definition	excluded	from	
consideration.

5
ARE	OUR	BUSINESS	PEOPLE	
CAPABLE	OF	USING	AND	

MANAGING	INFORMATION	AND	
TECHNOLOGY	EFFECTIVELY?

Information systems projects fail less often 
in the technical installation than in the 
business implementation – getting business 
people to learn about, adopt, and effectively 
employ systems and technology to improve 
performance and yield business results. 
Most	companies	(and	their	technologists)	
concentrate on improving the supply of 
information systems when they should also 
be concentrating on improving the demand. 
Not raising the demand, but raising the 
ability of business people to use information 
systems in their work and decision-making, 

and to work effectively with IT to conceive, 
design, develop and deploy new technology-
enabled business capability.

The underlying issue has three sides:

•	Are	our	business	people,	and	especially	
managers, sensible purchasers of IT 
services?	In	other	words,	do	they	ask	
for	the	right	things?	Too	often,	business	
units IT services of marginal value. An 
illustrative case: the CIO of a large bank, 
disturbed by the apparent of business 
cases for many systems requests, 
worked with the CEO to establish the 
role of “IT Controller,” who would 
analyze all business cases before  
project approval and do post-project 
audits to see if the stated business 
objectives were achieved. Before the 
position was even filled, 30% of the 
pending projects were withdrawn, which 
raises an obvious question: Why were 
people asking for these systems in the 
first	place?

•	Are	our	business	people,	and	especially	
managers, effective users	of	IT	services?	
Is our workforce willing and able to take 
advantage of new technological  
capabilities?	For	example,	a	group	
of ten hospitals in New Jersey all 
used identical information systems 
and technology for their admissions, 
billing and collection systems. Yet 
their performance metrics – patient 
satisfaction, back-office cost per patient 
admission, overdue receivables, and 
bad debts – were vastly different. The 
hospital that had used the system 

implementation as a lever to redesign 
jobs,	work	flows,	and	policies,	as	
well as to upgrade staff capabilities, 
was best-in-class in all but one of 
the performance measures. Systems 
succeed when everyday users learn to 
employ them well, and when managers 
use their information in  rigorous 
pursuit of important business goals.

•	Does	our	systems	implementation	
process include sufficient training and 
change management to	maximize	
the	chances	of	effective	systems	use?	
The basic principles of organizational 
change management have been known 
and refined over several decades, and 
yet  they are often afterthoughts in IT 
projects. The problem often centers on 
failure to anticipate the system in use. 
For	example,	a	major	brewing	company	
spent millions on replacement systems, 
but the users liked the reports and 
screens of the old systems and were 
unwilling to change. So three years later 
the company was still operating the old 
and new systems in parallel. The Field 
of Dreams formula – “If you build it, 
they will come” – seldom works with IT. 
The	catchphrase	“What’s	in	it	for	me?”	
is more realistic. Business people need 
practical reasons to adopt and employ 
new systems and technology.

The Board should make sure that 
investments in IT are accompanied by 
adequate investment in systems-related 
education and training, performance 
measures and other motivators of 



behavioral change, regular audits of systems 
in	use,	and	ongoing	executive	participation	
in IT demand management. It should also 
encourage general technological literacy – 
an important predictor of IT value, because 
knowledgeable users generate better 
demand for IT services. 

COUnTERpOInT: More information 
and technology isn’t always better. Many 
business people feel overwhelmed by 
information and electronic communications. 
It takes the right combination of usable 
systems and effective systems users to 
avoid	information	overload	and	maximize	
individual and business performance. The 
key to productive systems use is simplicity 
– the most effective systems are the most 
straightforward in design and require the 
least training and support. And yet business 
people	tend	to	ask	for	complex	solutions,	
and technologists tend to be happy to 
develop them. The Board can encourage 
the corporation and its senior management 
to adopt a philosophy of simple and 
sensible systems use.

6
ARE	WE	LEVERAGING	IT	 

FOR	BUSINESS	INNOVATION	 
AND	LEARNING?

A corporation cannot thrive without 
innovating, and it can’t innovate without 
being adept at learning – about the 
marketplace, about technological advances, 
about	its	own	performance.	Learning	
is simply good for business – raising 
performance, attracting talented people, 
and enabling agility, change, and growth, 
even in very large corporations. 

IT is a powerful lever for corporate learning 
and innovation, and the Internet has 
amplified	that	power	in	extraordinary	ways.	
IT helps people find new information, sense 
what’s happening in the marketplace, and 
discover	the	unexpected.	IT	supports	the	
experimentation	at	the	heart	of	business	
innovation, and enables innovators to 
connect with one another and share 
knowledge and best practices. But 
leveraging these technological capabilities 
requires a technology-adept, analytic and 

curious workforce.

Key learning applications may include 
repositories of information about 
important entities like customers, systems 
to support specific innovation processes 
and projects, systems for online and cost-
effective delivery and administration of 
training, performance support systems 
providing real-time feedback to employees, 
specialized systems for capturing and 
organizing knowledge, and tools supporting 
cross-organizational collaboration and 
“communities of practice.”

Why should IT-enabled learning and 
innovation	matter	to	the	Board?	Because	the	
Board’s fiduciary responsibility centers on 
protecting and growing the value and health 
of the corporation. The Board must take a 
long-term view of corporate performance 
and assets, which means paying constant 
attention to the organization’s ability to 
learn	and	change.	If	executive	management,	
under severe short-term performance 
pressures, is hesitant to devote the necessary 
personal and corporate time and energy to 
innovation, the Board must play catalyst. 
Even if the Board is putting the urgency 
behind quarter-over-quarter results, it 
must also address the need for long-term 
sustainable performance.



What	specifically	should	the	Board	do?

•	Make	sure	the	corporation	has	explicit	
innovation intent that addresses these 
questions: What role must innovation 
play	in	meeting	our	business	objectives?	
What kinds of growth are we pursuing 
– profit, revenue, market penetration, 
geographic	expansion?	What	types	of	
innovation	are	needed?	How	fast	must	
we	commercialize	these	innovations?	
What type of organization must we be in 
order	to	innovate	as	much	as	we	need?

•	Make	sure	the	corporation	has	a	
learning agenda that includes: What 
does our business strategy demand 
that	we	learn?	What	do	we	need	to	
learn about customers, suppliers, 
competitors, technologies, and product 
and	service	possibilities?	Where	do	
we	need	to	look	to	learn?	How	will	
we	execute	the	learning	process?	By	
the way, does the Board itself have a 
learning	agenda?	It	should.

•	Make	sure	the	corporation	deploys 
learning technology pragmatically. 
For purposes of business innovation 
and change, the network of human 
connections is far more important 
than the technological network. The 
most effective learning takes place 
when knowledgeable people find 
one another, converse, work together, 
and share best practices. But the 
technological network can support the 
human one – with basic communications 
facilities such as email, collaboration 
systems that enable dispersed teams 
to work effectively, repositories of best 

practices, and directories to locate 
people	and	expertise.

COUnTERpOInT: Technology may be 
driving business innovation, but innovation 
initiatives cannot center on technology. 
Successful innovation has more to do with 
being open to new ideas and committed 
to following through than with technology 
deployment. The goal is not for people 
to	learn	about	the	technology	(with	well-
wrought systems, that should be the easy 
part), but for them to employ technology to 
learn about the business, understand their 
roles in business performance, and discover 
how to do business better. Don’t make the 
mistake of looking to learn only in the most 
obvious places. Corporate learning isn’t 
just about answering specific questions – 
it’s also about learning what to ask, and 
unlearning old assumptions that stand in the 
way of business innovation.

7
ARE	WE	CAPITALIZING	 

ON	THE	BUSINESS	POTENTIAL	 
OF	THE	INTERNET?

The bursting of the dot-com bubble has left 
corporations naturally reluctant to launch 
eBusinesses.	However,	there’s	much	more	
to the Internet revolution than dot-coms, 
and ignoring the business potential of the 
Internet in the aftermath of the dot-com 
bubble is to throw the baby out with the 
bathwater. The Board doesn’t need to know 
a lot about the technology of the Internet, 
but it does need to appreciate what is 
fundamentally different about Internet 
computing and how this creates business 
opportunity. In business terms, what is the 
Internet	really	about?

•	Customer intimacy. The Internet 
gives customers new ways and more 
occasions to contact suppliers, and vice 
versa. The results can be surprisingly 
good for business. Many retail banks 
got into online banking primarily as 
a means of reducing costs through 
customer self-service. Often, however, 
an increase in online transactions is 
accompanied by increases in other 



transactions and overall business 
volume. As customers do more online, 
they take more active ownership of 
their accounts, opt for more services, 
and deepen their relationships with the 
bank. Online presence needn’t distance 
companies from customers; it can draw 
them closer.

•	Business modularity. The underlying 
“plug and play” architecture of the 
Internet is inherently modular  
and connectable. As information 
systems and technology infrastructure 
adopt this architecture, they can be 
interconnected, reconfigured, and 
scaled up or down much more easily 
than in the past. As a result, businesses 
themselves can be more modular. They 
can incorporate acquisitions quicker, 
outsource non-core activities more 
readily, add new business functionality  
quickly or temporarily, and scale 
volume up or down to match demand 
fluctuations	economically.	Internet	
architecture enables dynamic “plug and 
play” business architecture.

•	Business integration. Modularity and 
interconnectability enable integration. 
Information systems are no longer 
limited to the functional silos or home 
locations for which they are first 
built. As never before, companies 
can coordinate operations and 
integrate processes to boost end-to-
end performance. They can evaluate 
enormous amounts of information to 
speed and guide decision-making. 
They can distribute authority widely and 

move decision-making to the point of 
customer contact, while still maintaining 
managerial oversight. And the Internet 
extends	this	integration	into	the	market,	
making the company as a whole better 
informed and enabling the integration 
of processes with those of customers 
and suppliers. 

• Business models. Perhaps the most 
important lesson of the dot-com 
experience	has	been	that	purely	
electronic businesses are less viable 
than “clicks and bricks” hybrids. The 
Internet can add new dimensions 
to established business models. For 
example,	retailers	are	integrating	their	
online and store presences. Store 
customers are referred to the Web site 
for items not carried in the stores, and 
online customers can pick up items in 
stores if that’s most convenient. Gap, 
for	example,	has	found	that	those	who	
shop on their Web  site also visit and 
buy in their stores, and tend to become 
the most loyal customers.

The Internet is not just about widespread 
information access or the convenience of 
a browser interface. It’s about new and 
better ways of doing business, including 
reinvigorating aging business models. The 
Board should ask two basic questions:

•	Does	the	company	have	a	marketplace 
strategy that incorporates the Internet 
– and does this Internet presence 
leverage	existing	assets	and	strengths?

•	Does	the	company	have	an	operating 

strategy that incorporates Internet 
technology to increase business 
modularity and integration while 
reducing	cost?

COUnTERpOInT: eBusiness has been 
evolving for years, and it is here to 
stay. But as with any set of emerging 
technological and business capabilities, 
you’ve got to separate hype from reality. 
While the promise of “plug and play” 
business is significant, some of the 
underlying technologies may not be ready 
for large-scale deployment. There are 
still issues with security and integrity of 
information and applications. And for all 
the talk of “anytime, anywhere, any source” 
information access, you still need to plan 
and manage your information use. For all 
these reasons, we recommend learning 
to	exploit	Internet	technology	through	
cautious – but frequent – pilot applications.



8
ARE	WE	OPTIMIZING	THE	SUPPLY	
AND	DELIVERY	OF	IT	SERVICES?

The IT organization is in an unusual 
position. On one hand, information and 
technology provide much of the “glue” that 
turns disparate business operations and 
people into a coherent enterprise. On the 
other hand, IT provides local systems and 
support to business organizations whose 
needs can vary dramatically. These two 
sets of demands are not just different, but 
sometimes	in	conflict,	creating	competition	
over	IT	resources.	How	this	competition	
gets resolved can have performance 
implications across the enterprise.

Structuring IT services and deploying 
IT staff are challenging balancing acts, 
especially when business strategy, structure 
and performance objectives are changing. 
Demand for IT services grows, seemingly 
insatiably. When IT is perceived to cost too 
much, supply is arbitrarily constrained. Then 
in an effort to keep everyone minimally 
happy, the IT organization spreads effort 
across an assortment of low-value items, at 

the	expense	of	projects	with	high	business	
payback. It’s an unfortunate and all too 
common cycle, where everyone gets a 
little but nobody gets enough to make a 
difference for the business.

Optimizing IT supply and delivery is a three-
part challenge:

	•	Working on the right initiatives – 
where IT makes a difference across the 
set of strategic business goals.

•	Spending the right amount – neither 
over- nor under-investing relative to 
business needs.

• Sharing the right resources – providing 
shared IT services and infrastructure 
wherever they create efficiencies and 
add value to the corporation and its 
business units.

There are two basic strategies for optimizing 
IT resources. The first is finite supply – the 
IT budget is determined in advance and 
hence	limited.	IT	strives	to	maintain	existing	
systems and technology as efficiently as 
possible, and funds for new initiatives 
are distributed in priority order until the 
budget	is	exhausted.	From	a	business	
results standpoint, this approach only works 
with a very sophisticated prioritization and 
allocation process that can sort through the 
often competing needs of individual units 
and the corporation at large. If the largest 
business unit, most powerful requester, 

or squeakiest wheel gets the bulk of the 
funding, the system is broken.

The second is variable supply. IT provides 
all services that the business is willing to 
fund to create business value. The ability of 
the business to leverage information and 
technology is not constrained by limited 
supply,	yet	the	fixed	cost	base	is	kept	as	low	
as possible. Wherever there is a compelling 
business case, with people accountable 
for measurable results, then technology 
investments can be made. From a business 
standpoint, this approach only works when the 
process of estimating and realizing business 
value is robust, and when the IT organization 
has	the	ability	to	expand	and	contract	the	
supply	of	services	as	demand	fluctuates.	

The Board should ask two sets of questions 
regarding IT supply and delivery management:

•	Does	the	corporation	have	a	clear	
strategy and associated methods for 
managing	IT	supply?	Specifically,	are	we	
clear on our approach to establishing 
spending	levels?

•	Does	the	corporation	have	a	clear	and	
disciplined process for making resource 
allocations	across	the	enterprise?	Are	
there mechanisms for managing IT 
demand	and	service	levels?	Are	we	
leveraging	scale,	scope	and	expertise	
by sharing infrastructure and services 
where	appropriate?	



COUnTERpOInT: Do not confuse 
supply and delivery management with 
organizational structure. The issues are 
related – a shared services organization, 
for	example,	is	an	implementation	
approach	for	supply	(and	to	a	lesser	
extent	demand)	management.	But	the	
organizational structure must derive 
from	the	supply/delivery	management	
strategy, not the other way around. Some 
corporations have highly centralized or 
decentralized IT organizations as a matter 
of philosophy rather than pragmatism. 
The most productive structures today 
are	flexible	hybrids	of	shared	and	local	IT	
resources, driven by coherent strategy for 
the business use of technology. The Board 
should monitor the quality of the business 
process for governing IT, insist that IT 
resources be deployed in pursuit of specific 
business	outcomes,	and	help	executive	
management avoid the unproductive 
extremes	of	wholesale	centralization	and	
decentralization of IT.

9 
DO	WE	HAVE	 

THE	RIGHT	IT	PARTNERS?

The days of complete vertical integration 
seem like ancient history. Functionally 
and economically, a company cannot 
do everything well. Central questions of 
business model design include what’s 
important enough to do in-house, what to 
let others do for us, and how to select the 
best partners and manage the relationships 
for	maximum	mutual	benefit.	These	same	
principles apply to IT, where reliance on 
hardware, software and network vendors 
has always been high, and where reliance 
on IT services providers – some of the best 
of them “offshore” – continues to grow 
rapidly. The more important IT is to the 
business, the more important its partners 
are to the business.

The Board likely reviews or shapes the 
formation of major business partnerships, 
including joint ventures, large outsourcing 
contracts, and strategic sole-sourcing 
arrangements.	This	should	extend	to	IT-
related partnerships whenever the business 
stakes	(not	just	the	expenditures)	are	

high. In addition, the Board should ensure 
that	the	corporation	has	an	explicit	and	
pragmatic IT sourcing strategy, including:

•	Business	context	that	drives	the	sourcing	
strategy. Does our business model 
admit, or even demand, outsourcing  
of	key	processes?	Does	our	technology	
infrastructure encourage or discourage 
outsourcing?	On	IT	specifically,	are	we	
taking a finite supply or variable supply 
approach	to	IT	service	sourcing?

•	Guidelines	on	what	processes,	activities,	
and assets can be outsourced and, 
conversely, what really needs to be 
done in-house. Do we outsource only 
non-strategic competencies, or strategic 
ones	as	well?	Do	we	outsource	only	
processes already under control, or 
those where the supplier can improve 
performance	and	share	the	gains?

•	Guidelines	for	choosing	partners,	
including when to work with a sole 
source or a trusted few partners, and how 
to	handle	the	complexity	and	integration	
issues of working with many suppliers.

•	Management	methods	and	skills	for	
negotiating,	managing,	and	exiting	
strategic partnerships, including 
collaborating with partners, allocating 
decision rights, measuring quality and 
cost, and balancing supply and demand.

•	Policies	on	sharing	risks	and	rewards	
with partners to motivate behavior and 
performance in the best interests of 
the company.



One issue not to get hung up on is 
the physical location of the service 
provider. Today’s technology has virtually 
eliminated distance as a factor in business 
relationships. One-fourth of the Global 1000 
corporations have outsourced software 
development and maintenance work to 
India,	for	example.

COUnTERpOInT: Outsourcing too little 
is an economic waste. Outsourcing too 
much poses a business risk, no matter 
how close the relationships with outside 
partners. On one hand, some companies 
outsource very few IT activities, usually 
on the IT organization’s assurance that 
“we can do it just as cheaply.” But price is 
only one potential benefit. Others include 
speed,	quality,	expertise,	and	the	ability	to	
focus precious managerial and operational 
resources on more strategic matters. On 
the other hand, some companies outsource 
virtually all of IT, which leaves them not only 
thoroughly dependent on the partners, but 
also without the resources or leverage to 
deploy technology to create new business 
value. Such companies are typically focused 
on	cost	at	the	expense	of	value.	The	Board	
should help management avoid both these 
extremes.	It	should	insist	that	management	
be	explicit	about	what	capabilities	–	

including IT capabilities – are needed in-
house and why.

10
WHAT	DO	WE	EXPECT	FROM	THE	

CIO	AND	IT	ORGANIZATION?

Just as the role and focus of a CFO will 
vary between a bank and a manufacturer, 
so the role of the CIO will vary with the 
strategic and operational importance 
of	IT	to	the	business.	For	example,	the	
CIO may concentrate on the technology 
side, building global infrastructure to 
integrate the business. Or the CIO may 
be strategically oriented and a central 
player in business innovation of all types. 
Or the CIO may direct IT services sourced 
predominantly from outside the company. 
Similarly, the IT organization can play a 
wide range and combination of roles – from 
strategic differentiator to background utility 
– depending on the industry, the strategy, 
the business environment, and the history 
and culture of the company.

Whatever roles the CIO and IT organization 
are	expected	to	play,	they	must	be	explicit.	
Research	has	consistently	found	that,	

for IT to work effectively with the rest of 
the business, the important variable is 
not what role IT plays, but whether that 
role is understood across the business. 
Therefore, as part of its business strategy 
for technology use, the corporation must 
articulate and prioritize the roles it needs 
and wants the CIO and IT organization to 
fill. It must also invest in the organizational 
development programs that enable IT 
people to succeed in their business roles.

Our recent research found a number of 
important business roles that CIOs may 
perform	which	extend	well	beyond	the	
basics of technology strategy, applications 
and services delivery, and infrastructure and 
vendor management. But the CIO typically 
cannot move into any of the new roles 
until these basics of IT delivery are being 
performed to the satisfaction of the business. 

We have found IT organizations and CIOs 
with responsibilities that include:

• Shared services, running not just IT 
but administrative processes such as 
customer service or order processing.

•	Organizational change, where the IT 
organization,	by	virtue	of	its	experience	
in change processes and management, 
serves as an internal consultancy on 
process and organizational design and 
change management.



•	Process leadership, where IT serves 
as the owner of technology-intensive 
business processes, which may 
include customer-facing processes 
such as call centers.

• Innovation leadership, where the IT 
organization scouts and pilots new 
technologies with business impact, or 
acts as the first user of new technology 
the company develops. 

Questions the Board should ask include:

•	What	type	of	IT	leadership	fits	our	
business	and	culture?

•	Which	“hats”	do	we	expect	our	CIO	
to	wear,	and	with	what	priority?	Do	we	
want the CIO to be a business-savvy 
technologist or a technology-savvy 
business	leader?

•	How	broadly	do	we	need	technology	
leadership – in process management, 
sourcing, shared services, and business 
innovation, as well as information 
management?

•	Do	we	have	effective	leadership	
development and succession planning 
processes for the IT organization and 
the CIO role – processes that anticipate 
how	roles	are	evolving?

COUnTERpOInT: Don’t think of the CIO 
merely as the chief information technologist. 
As the business importance of IT continues 
to rise, the CIO becomes more and more a 
business leader, responsible for educating 
the	rest	of	the	executive	team	and	the	

Board regarding the business potential 
of IT. At the same time, don’t think of the 
CIO as the only source of IT leadership. As 
information and technology are becoming 
increasingly embedded in everything we do, 
IT leadership has really become a business 
issue. All our officers and managers must 
bring IT leadership to their respective areas. 
When that happens, the CIO may continue 
to focus on managing the IT function 
effectively – or move into a specific business 
role where technology is key to success.

An earlier (1997) edition of Boardroom 
Imperative addresses these additional 
issues in the business use of 
information technology:

• Can we present a consistent and 
personalized face to our customers?  
Being easy to do business with is the 
name of the game, but incoherent 
information systems and infrastructure 
can be the death of customer service.

•	Are we connected to our marketplace? 
Every	company	today	is	extensively	
“networked” with customers, suppliers 
and other business partners. Are we 
simply connected – or really improving 
performance?

•	What impact is IT having on our 
customers and competitors? One of the 
foundations of business strategy today 

is understanding the technological 
context	of	the	marketplace.

•	How much do we really know about our 
customers – and our non-customers? 
Are we turning marketplace information 
into knowledge and discovering new 
opportunities	for	profit	and	growth?

•	Do we account for IT in major structural 
and growth moves? IT capabilities are 
part of the business fabric and can make 
or break initiatives including mergers, 
acquisitions and divestitures.

•	Are our major IT initiatives on track 
to succeed? The Board may have to 
impart momentum to enterprise- wide 
IT initiatives – and sometimes join the 
decision to kill runaway projects early.

•	How fast can we capitalize on 
technological change? There’s no sense 
in aggressively funding technology-
enabled business improvements if the 
organization lacks the wherewithal to 
follow through.

•	How strong are our IT capabilities? 
The Board, in its fiduciary responsibility 
for a corporation’s key assets, must 
ensure that IT capabilities are not just 
adequate, but competitive.

•	Are we investing in infrastructure or 
spending on systems? Every IT project 
must be part of an ongoing initiative to 
build the information infrastructure that 
the corporation needs.

Copies are available upon request.
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